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Message of the Vice Chancellor 

Rajarata University of Sri Lanka 
 

As the Vice Chancellor of Rajarata University of Sri 

Lanka, it is a privilege for me to write this message for 

the 6th International Conference of the Sri Lanka Forum 

of University Economists, hosted by the Rajarata 

University of Sri Lanka with the aim of bringing the 

university economists together to present and discuss 

their research findings and express their opinions on 

contemporary economic issues. It is evident that, the 

organizers of the conference have identified the theme 

as ‘Strengthening the Economic Resilience for Inclusive Growth’ and is 

timely importance. It is our experience that, severe economic recessions and 

financial crisis are frequent phenomena and their persistent effects have widen 

the inequality in the society. Under these circumstances, identifying measures 

to minimize the risk of such events through economic resilience and 

sustainable growth have identified as activities of paramount importance.  

Also, adhering to traditions of the SLFUE, the organizers of the conference 

have organized a panel discussion on ‘Fostering Balanced Economic Growth 

in Sri Lanka: Challenges and Policy Reforms’ and prominent scholars in the 

field of economics are being invited to the panel. I am sure that, the presence 

of the Governor of the Central Bank of Sri Lanka as the Chief Guest 

will illuminate the conference further. Themes of the conference and panel 

discussions will enlighten the economists on issues and challenges of Sri 

Lankan economy and the economic policy reforms required. Thus, I am 

pleased to state that the present chair of the SLFUE, Prof. Y.M. 

Wickramasinghe, Rajarata University of Sri Lanka, has paved a common 

platform for economists, policy makers and other development practitioners 

to exchange their views on the above themes.  

I would like to take this opportunity to extend my heartfelt thanks to Prof. 

Y.M. Wickramasinghe, Chair SLFUE 2017, Dr. RPIR Prasanna and Dr. PMB 

Jayathilake, Co-chairs of the Conference, Dr. PSK Rajapakshe, the 

Coordinator of the Conference, and all other members of the organizing 

committee for their efforts in making the conference a success. Finally, I 

congratulate all presenters and participants.   

 

Professor Ranjith Wijayawardana  

The Vice Chancellor 

Rajarata University of Sri Lanka 
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Message of the Chairman  

The Sri Lanka Forum of University Economists  

It is my great pleasure to write this message to the 

proceedings of the 6th International Conference of the 

Sri Lanka Forum of University Economists hosted by 

Rajarata University of Sri Lanka.  

The SLERC has always been providing a common 

platform for the economists to present their research 

and to share their experience in identifying solution to 

national as well as global economic issues.  Having this 

objective in mind, “Strengthening Economic Resilience 

for Inclusive Growth” was identified as the theme of the SLERC 2017.  I 

strongly believe that, valuable presentations will be done by renowned 

researchers, academics and practitioners based on the findings of the research 

they have done nationally and internationally. I am optimistic that, these 

findings would be useful in identifying solutions to some of the burning 

economic problems in Sri Lanka.  

Frist, I wish to extend my sincere gratitude to Prof. Ranjith Wijayawardana, 

Vice Chancellor of the Rajarata University of Sri Lanka for his invaluable 

contributions.  I must use this opportunity to extend my sincere gratitude and 

warm wishes to the organizing committee of the SLERC 2017, presenters, 

academic and non-academic staff members of Rajarata University of Sri 

Lanka who were the pillars of strength in making this event a success. 

I wish all the presenters and participants a successful, productive, and 

memorable session.  

 

Professor Y. M. Wickramasinghe 

Chair,  SLFUE 2017 

Rajarata University of Sri Lanka 
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Message of the Coordinator 

Sri Lanka Economics Research Conference (SLERC) 2017 

It is with great pleasure and pride as the Coordinator, I write  

this message for the Proceedings of the 6th International 

Conference of the Sri Lanka Forum of University Economists-

SLERC 2017 hosted by Rajarata University of Sri Lanka.  

As the Chair of the SLFUE for the year 2017, Rajarata 

University of Sri Lanka embarked upon the challenge in 

organizing the SLERC 2017 and the unique opportunity of 

hosting an international conference is indeed a great privilege 

and pride for the Rajarata University of Sri Lanka in general and SLFUE members 

of the University in particular. 

 We of the opinion that this international conference would bring together academics, 

industry and policy makers from different institutions around the country and 

overseas. Under the  timely and policy relevant theme of the conference 

‘Strengthening Economic Resilience for Inclusive Growth’, it provides an ideal and 

intellectual platform for the economists in Sri Lanka and overseas to create an 

academically stimulating environment to exchange their views and share the 

knowledge gained through innovative and policy relevance research findings. 

This  conference further enlightens the participants with the panel discussion to be 

held on  ‘Balanced Economic Growth in Sri Lanka: Challenges and Policy Reforms’ 

with the contribution of prominent scholars in Sri Lanka will certainly provide ample 

opportunity creating  a healthy dialogue among the economists and all other 

interested parties on contemporary economic issues. 

Finally, let me warmly welcome all paper presenters, reviewers, panel members and 

overseas participants and the academics of entire university system of Sri Lanka. 

Moreover, financial support given by the Rajarata University of Sri Lanka, National 

Science Foundation (NSF), Peoples Bank and the Bank of Ceylon to make this event 

is greatly acknowledged. 

SLERC 2017 would not have been possible without the generous support and 

dedication made by many individuals and institutions. First of all, I wish to extend 

my sincere gratitude to Prof. Ranjith Wijayawardana, Vice Chancellor of the Rajarata 

University of Sri Lanka for the invaluable support given.  I also extend my sincere 

gratitude to Prof. YM Wickramasinghe, Chair SLFUE 2017 and the organizing 

committee for their untiring efforts and dedication to make this event a success. 

I wish the SLERC 2017 will be a successful, productive, interactive and a memorable 

event. 

 

Dr. P.S.K. Rajapakshe  

Coordinator SLERC 2017 
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Message of the Chief Guest  

Sri Lanka Economic Research Conference (SLERC) 2017  

It gives me great pleasure to issue this message on the 

occasion of the 6th International Conference of the Sri 

Lanka Forum of University Economists.  

The theme of the conference ‘Strengthening 

Economic Resilience for Inclusive Growth’ highlights 

three interrelated aspects that should be considered in 

macroeconomic management, namely growth, 

inclusiveness and resilience.  

As a country, we aspire to enhance our economic 

prospects and graduate towards an upper middle income economy in the near 

future. This cannot be achieved without the support of all stakeholders in the 

economy. At the same time, the benefits of this growth should be shared by 

all, resulting in the uplifting of the livelihoods of all people. Hence, inclusive 

growth, which provides all people access to gainful economic opportunities, 

is essential in eradicating poverty, creating productive employment and 

improving income distribution, thus resulting in an equitable growth process.   

While the envisaged high growth path needs to be inclusive, due attention 

should be given to improve the resilience of the economy as a whole and at 

the individual level. However, there exist numerous challenges that inhibit the 

realisation of economic development and some of these emanate from the 

exogenous shocks such as natural disasters, commodity market volatility and 

changes in policies of key economies. Hence, in order to improve prospects 

of all stakeholders by achieving higher economic growth, we should formulate 

appropriate policies both in terms of risk mitigation and promoting 

inclusiveness, and take measures towards implementing these in a timely and 

an efficient manner. Sound macroeconomic fundamentals increase the 

resilience of an economy and lay the foundation for sustained growth.  

Productive employment is the key mechanism for spreading the benefits of 

economic expansion. Moreover, the active participation of the private sector 

is vital in building an economy that generates increases in output, employment 

and incomes which meet the needs of an aspirational society. 

So, I hope that the findings presented at the sessions and deliberations that 

would take place during this conference would further broaden our 

understanding on the facts emphasised in the conference theme. Let me also 

take this opportunity to congratulate the Sri Lanka Forum of University 

Economists and extend my best wishes for the conference.  

 

Dr. Indrajit Coomaraswamy 

Governor, Central Bank of Sri Lanka 
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Message of the Keynote Speaker 

Sri Lanka Economic Research Conference (SLERC) 2017 

 It is with great pleasure I write this message for the 6th 

International Conference of the Sri Lanka Forum of 

University Economists (SLFUE).  I note with, 

admiration that Economists representing 15 

Universities in Sri Lanka are working together in this 

Forum, and I believe it is a great start to guide our 

policy makers to make Sri Lanka even a better place to 

live. 

The theme chosen for this conference, “Strengthening Economic Resilience 

for Inclusive Growth” is a very timely topic. With a fast changing world, both 

due to Globalization and effects of climate change, many countries are left 

behind, and even worsening the already existing inequalities within countries. 

However, though reversing Globalization may be not possible and even not 

desirable, with our continuous attention, climate change challenges can be 

faced with mitigation as well as by taking steps to reduce factors causing 

climate change.   In addition steps can be taken to reduce negative impacts of 

globalization. Such initiatives will ensure economic resilience for inclusive 

growth.  I trust deliberations at this conference, along with experiences from 

other countries, will yield positive outcomes through guiding our policy 

makers to take right decisions. 

It is also encouraging to note that tracks selected for discussion is a 

comprehensive list, covering many areas including environment, industries, 

trade and investment, tourism, transport and human capital development .  All 

these areas are essential for the growth of the economy and there is an 

increasing need for integration of these sectors while complimenting each 

other.  In the past many of these sectors acted independently resulting in 

negative externalities retarding the growth of the economies and resulting in 

non-resilience and increasing inequalities. Hence, it is encouraging to note, all 

these aspects are covered in this conference. 

I congratulate the organizing committee of the Rajarata University of Sri 

Lanka to have taken the initiative to organize the 6th conference.  While I wish 

the conference all success, would like to wish the Sri Lanka Forum of   

University Economists (SLFUE), all the best in their future endeavors.       

 

Dr. Fredrick Abeyratne 

Retd. Head/Poverty-Governance Units, (UNDP) 
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Strengthening the small holder agriculture sector in Sri Lanka: 

Towards economic resilience for inclusive growth 

 

Dr. Fredrick Abeyratne 

Retd. Head Poverty-Governance Units, UNDP. 

 

Introduction 

The theme of this symposium: Strengthening Economic Resilience for inclusive 

growth is a timely topic. Obviously, it implies an erosion of resilience in economic 

activities, despite growth, over time and some have been left behind or the 

economic process is not inclusive. Which means the systems have not been able 

to cope with various disasters; economic, financial, natural etc., that are faced by 

nations today, and only some have gained while some have been left behind. 

Let me briefly analyses, how I understand this situation. The definition of 

Resilience as per the Oxford dictionary is: “Power of resuming the original form”.  

In other words, if humanity is to exist for perpetuity, the use of resources under 

physical stressed situations, should be in a such a way that it will rejuvenate for 

continuous use quickly without having long term implications, and on the other 

hand, when a decision taken by a particular country/countries on 

economic/financial aspects (ex: exchange rates, interest rates, trade embargoes), 

the affected country should be able to withstand this shock through its own 

mechanisms.   

When you look at the human kind, until the last few centuries or so, natural 

resource use by them has been very much under this principle. The nomadic life 

style which existed, where moving from one place to another took place, ensured 

replenishment without having long term implications on the environment.  Also, 

when sedentary agriculture came to existence, the type of slash and burn 

agriculture practiced, allowed regeneration of natural resources like forests. 

However, in the 18th century with Industrialization, processes started to change 

rapidly, where increasingly people started to use non-renewable resources, like 

petroleum indiscriminately and also started exploiting renewable resources such 

as forests, again indiscriminately, for logging and commercial agriculture 

plantations, without allowing sufficient time for regeneration or implementing 

adequate re-planting practices. Finally, we are now in a stage where we are facing 

catastrophic situations like, global warming, el-nino and la-nina effects. Which 

in a nut shell, the earth is losing its resilient power to generate itself, threatening 

the existence of the whole human kind.   

Apart from use of natural resources becoming non-resilient, there have been 

many shocks during past the few decades, which were man made within the 

economic and political systems practiced. They include the oil crisis, in the 
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1970’s, (cartels), and more recently the global financial crisis, continuing unrest 

mainly in the middle-east and the far-east and the burgeoning trade deficits.  This 

situation has been exacerbated with globalization, since many countries did not 

have resilient mechanisms to meet these challenges, having huge impacts on the 

vulnerable, making inequality even more. Due mainly to this continued state of 

crisis,   incomes have not increased fast enough; therefore  those earning less than 

US$ 2.5  per day, in Purchasing Power Parity terms (exchange rate adjusted for 

different  inflation rates among countries), were  estimated to be 32.1 percent of 

the world population,   as of 2012/13, (World Bank, 2015)1. In addition, with 

rapid industrialization and globalization and the economic process that ensued, 

made some better off while others were left behind. According ADB reports, For 

example the richest 10 percent of the population in the world uses 35 percent of 

the global output, compared to 29 percent in 1980’s, while the poorest 10 percent 

did not even get 5 percent. The situation in Sri Lanka is no better.   

In the face of this, one can see world is reacting differently to meet these 

challenges of globalization, global warming, economics shock etc. There are 

moves by the World bodies like the UN, suggesting resilient measures, such as 

Sustainable Development Goals (SDG’)s to be met by 2030 and the Paris COPE 

21 to combat Global warming.  However, while these moves are underway, the 

political reality is becoming un-predictable; some large economies like USA is 

talking about protectionism, UK is getting out of the EU (BREXIT), and USA 

getting out of climate treaties, and reducing funds to world bodies like UN etc.  

Even a change in a regime can have different directions, France is a case in point 

at present, where if the other candidate won, France would have taken a more 

protectionist view.  This is mainly because there is a belief; some have been left 

behind in the process, in terms of job losses, or in words lack of inclusivity 

(example in the USA). On the other hand China is planning for a “One Road One 

Belt” initiative to make globalization even faster, and some think this will lead to 

hegemony and has created tensions.   

Hence, the answer is not stopping globalization, or slowing down technical 

progress or reverse market de-regulation.  These are needed for economic growth, 

though it increases inequality. Hence, need to have resilient mechanisms, and be 

inclusive to meet these challenges, as will be discussed later.  

 

Situation in the Asian Region 

Let us look at the developing countries, more specifically the Asian Region. In 

the face of these changing scenarios, especially the developing countries, needs 

resilience, i.e. to become flexible and to have coping mechanisms, to meet 

                                                 
1 World Bank, Sri Lanka: Ending Poverty  and Promoting Shared Prosperity, 2015 
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challenges due to both physical and economical and even political shocks 

(sanctions) on the one hand, and to ensure  inclusiveness is factored in so that 

nobody is left behind.  This is because large numbers of vulnerable persons are 

found in this region.    

Hence, it is important, to identify what factors affect resilience, to develop 

combatting/mitigating mechanisms on the one hand, and identify what factors 

that make some people left behind on the other.   

Let us look at some statistics, of the Asian Region, where we live, to see how 

vulnerable we are.  I will further narrow my presentation to an important industry, 

agriculture, in the Asian Region, where agriculture is the livelihood of a large 

percentage of people. How can agricultural practices contribute towards a 

resilient economic growth with inclusiveness?  In this context, looking at the 

Asian Region, let us see whether agriculture has contributed to economic growth, 

its resilient capacity and how inequalities have been managed by some countries. 

The Asian region contains all the three worlds of agriculture as classified by the 

World Development Report of 2008. This classification is based on agriculture’s 

contribution to growth and the rural share in poverty.  

1) Agriculture-based, with a contribution over 20 percent to the GDP: 

Afghanistan, Cambodia, Lao DPR,   Myanmar, Nepal, Vietnam, 

Bangladesh, Bhutan, Mongolia and Pakistan.     

2) Transforming economies with a contribution of less than 20 percent to 

the GDP: China, India, Malaysia, Sri Lanka, Maldives, Indonesia, 

Philippines, Thailand. 

3) Urbanized countries: Japan and South Korea where, the contribution is 

as low as 1-4 percent. 

With regard to the importance of agriculture for economic growth and poverty 

reduction, the “World Development Report-2008”, argues that growth in the 

agricultural sector contributes proportionately more to poverty reduction than 

growth in any other economic sector and that therefore, the focus should be on 

the agricultural sector, in agriculture based economies, when aspiring to reach 

Millennium Development Goals, where poverty reduction was a main goal. In 

fact SDG’s is talking about inclusive growth and end poverty in all forms 

everywhere.  Hence, Agriculture growth has been identified for both resilience 

and inclusivity.  

As per the WB, for countries like Sri Lanka, which is identified as a transforming 

country, economic growth, however, needs to be outside the agriculture sector, 

despite a large section of the population is engaged in the sector and are the most 

vulnerable as well. Many of these transforming countries still have very high Gini 

ratios (meaning high inequality), reflecting non-inclusivity, a significant 

population is engaged in agriculture, and again a large proportion of poverty is 
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from rural populations.  Hence, the question is, can Agriculture be neglected?  

Answer to this has implications on the planning processes.    

In fact, recent research shows some significant  findings in contrast to the 

recommendations of the World Bank 2008 Report. Findings from a recent PhD 

Dissertation 2 are as follows: 

 Though,  “No causal relationship between agriculture and economic growth is 

evident in the transforming economies of Sri Lanka, Indonesia, Philippines and 

Thailand, but for Indian and Chinese agriculture significantly contribute to 

economic growth while the Malaysian economy shows evidence of bidirectional 

causality.”    

Hence, it is important to note, three of the most industrialized nations in the 

transforming category, show Agriculture is contributing to growth, and there is 

renewed interest in agriculture by the emerging countries of China, India and 

Malaysia as they focus on smallholder agriculture in agricultural 

commercialization as a strategy for reducing the growing gaps between rural and 

urban incomes (Pingali, 2010)3.  

Hence, for countries like Sri Lanka, which is struggling to attract FDI towards 

industrialization, it seems, while taking lessons from these transforming 

countries, we need to re-think and re-align our policies for growth with resilience 

and inclusivity. For example FDI inflows to Sri Lanka declined from a high of  

US$  955.9 million  in 2011  to US$ 681.9 million in 2015, (World Investment 

Report, UNCTAD 1916).  And even the limited FDI flows to Sri Lanka have 

been towards the service sector, rather than for manufacturing or agriculture 

development. Also it is an important fact in many of these countries still a large 

proportion is engaged in agriculture, their poverty rates are high and agriculture 

should be targeted.    Hence, a mixed strategy of both industrialization and 

Agriculture need to be employed. 

 

Situation related to Sri Lanka 

One of the major retarding factors for growth in the agriculture sector in some of 

the transforming economies is the low labour productivity. For example the 

Agricultural value added per worker for  Sri Lanka, in 2014, was US$ 1,024 

vs.US$  10,124 for Malaysia, (World Bank, 20154)  and  only Malaysia, 

Maldives, India and China, have been able to increase labour productivity by two 

fold or more, during the last 2 decades (Amrinto, 2014).  This is significant since, 

                                                 
2 Amrinto Lorna Econg (2014). The worlds of agriculture in Asia: agricultural and 

economic development Louisiana State University and Agricultural and Mechanical 

College, PhD disseratation. 
3 Pingali, P. ( 2010). Agriculture Renaissance: making agriculture for development work 

in the 21st century. Hand book of Agricultural Economics, vol. 4. 
4 World Bank, Sri Lanka: Ending Poverty and Promoting Shared Prosperity, 2015. 
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many of these countries face transfer of labour from the agriculture sector to other 

sectors, and/or youth are unwilling to engage in agriculture pursuits.  Hence, only 

through increased labour productivity poverty alleviation can be met, of those who 

are retaining in the rural areas and are engaged in agriculture.   

Hence, in countries such as India, Malaysia and China where agriculture 

contributes to economic growth, a development strategy driven by agriculture 

(agricultural demand led industrialization), was found to be attractive, (Adelman 

(1984)5, and could be followed by other countries like Sri Lanka, where 

agriculture is transformed to a commercially based sector. 

Though Sri Lankan Agriculture comprises of a plantation sector and small farm 

sector, since a large portion is in the small farm sector, where inclusivity is a 

factor, I would concentrate on that sector only, to analyze the reforms required. 

Let us look at the Agricultural Policies for the small holder sector in the past and 

the performance of the sector in Sri Lanka.  

They include some success stories such as, Land settlements in Irrigation 

systems, increasing land under irrigation and self -sufficiency in Rice production, 

Liberalizing machinery imports, increasing crop productivity are some of these 

achievements. 

Despite some of these achievements, the macro-figures of the peasant sector are 

not very attractive. Apart from rice, vegetables and corn, during last two decade 

our achievements in the other crops are far from satisfactory.  With low labour 

productivity and reduced efficiencies, a major proportion of our requirements are 

still been imported. This questions the resilience Sri Lanka, has for sustaining the 

agriculture sector. It is vulnerable to external shocks both physical 

(Environmental) and man-made (impacts of globalization and free trade).   In 

addition, the sector has been plagued with frequent crop losses, price fluctuations, 

post-harvest losses and increasing costs of production.    This has resulted in a 

vast population of the rural sector who are engaged in the sector to be left behind, 

which questions the inclusiveness of the policies.   

One could identify certain factors which imping on the resilient factor, i.e. not 

been able to cope with shocks, as well as on the issue inclusivity. 

The followings are some of the shocks. 

1. Shocks due to climate factors: 

2. Shocks due to internal structural changes. 

3. Shocks due to International changes in production. 

4. Shocks due to changes in the International Financial Markets (Exchange rate, 

interest rate fluctuation)  

 5.  Shocks due to Trade impacts 

                                                 
5 Adelman, I. 1984. “Beyond Export-Led Growth”. World Development, 12, 973 -986 
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Hence, we need to take actions to be resilient to meet challenges, while increasing 

labor productivity to reduce inequalities. 

 

Lessons from other countries   

Let us look at what other countries like India, China and Malaysia have done to 

meet some of these challenges. Some lessons: 

1. Towards Efficiency/increasing productivity  

 Increased spending on Research and Development 

 Increased involvement of the private sector in large scale 

commercial food production and agro-based industry.   

 Encourage private sector to invest through incentives, through 

accreditation schemes (Maintain quality standards) to attract 

foreign markets. 

 Small farmers encouraged to practice group farming to exploit 

economies of scale. 

2. Labour Productivity 

 To meet the problem of ageing, introduced incubation programmes 

to create groups of young, skilled entrepreneurs. 

 To reduce migration to cities, introduced additional income 

sources, by re-orienting primary production commodities through 

integrating livestock, mechanization and increasing productivity. 

3. Marketing and changes in demand situations.    

 Diversification of crop mixes to meet market demand. 

 Encourage agro and resource-based industrial development. This 

linkage generates considerable employment, income, economic 

growth, reduces poverty and make the sector more resilient as well 

as inclusive. 

Though the above looks quite a mundane list of recommendations, it is at the 

heart of the problems of the agriculture sector, to make it resilient and inclusive 

and addresses issues such as: 

1. Non- demand driven agriculture: through Diversification  

2. Labour issues: training of Youth migrating out of agriculture. 

3. Poor income from primary commodities, limited commercializing and 

value addition, limited market destinations. 

4. Non participation of the private sector to invest in agriculture: Giving 

Incentives. 

5. Lack of economies of scale in small farm agriculture: Group farming and 

mechanization 

Does the present policy of the Government of Sri Lanka address these issues, to 

make agriculture resilient and inclusive?  Have we learnt from the other countries 

in transition? 
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As per the policy statement of the Prime Minister to the Parliament in 2015, and 

the Vision 2025 in introduced by the Government in 2017 the following are 

highlighted for Agriculture Development. 

1. The Government will facilitate efficiency in agricultural markets through 

increased production through high yield crops, and agri-business 

development and establishment of large scale agro-enterprisesand 

creating the background needed to enter the global value chain system 

and an incentive structure for SME agri-businesses. 

2. The Government will promote private sector participation and PPP’s 

where ever possible. Encourage small and large farmers and enterprises 

to participate in the global economy 

3. Encourage competitive international organizations to invest in Sri Lanka. 

In this respect there have been few broad policy areas which have changed, 

especially in the areas of:  

1. Value addition: linking to markets emphasized (Resilience).  

2. Converting smallholder agriculture to an agri-business (Resilience and 

inclusivity) 

But still there are several areas that need attention:  

1. Marketing, too much emphasis still on state intervention rather than 

promoting a conducive environment for free market operation and still 

dependent on few traditional markets. (Resilience) 

2. Labour Productivity and mitigation/adaptation to climate change. The 

emphasis on research towards this aspect is still not explicit (resilience). 

3. General reluctance to diversify into new cropping systems (Resilience). 

4. No forward linkages identified from production of primary products to 

value added products (Resilience). 

5. Welfare measures are not linked to efficiency of production (Inclusivity) 

6. Limited skills training in Agricultural mechanization to attract youth to 

more dignified employment and better wages (inclusivity). 

7. Limited enforcement of law with regard to managing forest resources and 

water sheds as well as protecting natural resources from loss of bio-

diversity and degradation (example to reduce soils erosion). (Resilience). 

8. With more and more climate related consequences are faced, climate 

resilience is fundamental. In that context disaster risk reduction (DRR) 

as well as adaptation is fundamental. There need to be coordination along 

both these activities and these, should be factored into sectoral and 

provincial policies as well as programmes, and rigorously monitored.   

For Disaster Risk Reduction (DRR), not only the physical measures, 

socio-economic instruments too should be included.  For example, 

involvement of the communities is essential. Also Disaster insurance 
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measures need to be built in, as well mechanisms to share infrastructure 

and information is necessary.  

 

Conclusion  

Hence, strengthening the small farm sector for economic resilience and inclusive 

growth, both physical and economic environments need to be considered. While 

taking resilience measures, in terms practicing sustainable agriculture with 

minimum impacts through disaster risk reduction and adaptation, the sector needs 

to be diversified in terms of cropping systems and markets as well as producing 

value added products for growth and inclusivity.    

Though some good proposals have been made still there is a lack of a coherent 

programme to implement these changes, and areas that have been neglected, 

especially on R&D, efficiency/competitiveness  and skills training   need to be 

looked into. Also coordination between disaster risk reduction mechanisms and 

adaptation is essential while factoring involvement of stake holders as well.   
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Productivity of the agriculture exports of Sri Lanka  

 

Dilini Hemachandra* and Jeevika Weerahewa 
Department of Agriultural Economics and Business Management,  

University of Peradeniya, Sri Lanka. 
*Corresponding author: dilinisp@gmail.com  

 

Introduction 

Exports of a country have been identified as an important driver of economic 

growth. The export earnings of Sri Lanka amounted to Rs. 2,185 billion in 2014 

which is 22.3 percent of its Gross National Production. Sri Lanka’s import bill is 

much higher than the export earnings at about 30 percent of Gross Domestic 

Product (GDP) (Central Bank of Sri Lanka, 2014). Understanding its export 

basket is important in identifying ways to increase export earnings. An important 

observation related to exports is that the export basket of developing and 

developed countries are different. It is also understood that primary export 

products face high competition, receive low unit prices and are subjected to 

frequent price fluctuations causing to income uncertainty. Therefore, what a 

country exports or the composition and the nature of a country’s export basket 

shows an important relationship with economic growth it can achieve (Hausmann 

et al., 2007; Anand et al., 2012; Jarreaua & Poncet, 2010). Hence, this paper looks 

at the export basket of Sri Lanka for revealed comparative advantage (RCA) and 

productivity. In particular, it examines the agriculture exports basket because 

agricultural exports are important for Sri Lanka as it is the main livelihood 

activity of the rural and poor. 

 

Methodology 

Export data for products at HS6 level were downloaded from TRADEMAP for 

years from 2001 to 2014. The agricultural sectors represented by the HS 01-24 

were separated out for the analysis. There are about 1096 agricultural 

commodities identified under these sectors at HS6 level. RCA of commodities 

was calculated as follows.  

𝑅𝐶𝐴𝑖𝑗 =

𝑥𝑗𝑖
𝑋𝑗

⁄

∑
𝑥𝑖𝑗

∑ 𝑋𝑗𝑗
⁄𝑗

                                               (1) 

Where Xij is exports of commodity i from country j. RCA is the ratio of share 

of exports of a commodity to the total exports of a country and share of 

that commodity in world exports. 

A measure called PRODY, which is the proxy measure used here of a product or 

sector’s level of sophistication, is calculated for all exported commodities for 

each year.  

mailto:dilinisp@gmail.com
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If country is j, the PRODY for product i is given by, 

𝑃𝑅𝑂𝐷𝑌𝑖 =  ∑

𝑥𝑗𝑖
𝑋𝑗

⁄

∑ (
𝑥𝑖𝑗

𝑋𝑗
⁄ )𝑗

𝑗 𝑌𝑗                                             (2) 

Where Yj is the GDP per capita of country j. 

If a product accounts for a large share of poor countries’ export baskets but a 

small percentage of rich-countries export baskets, then it will have a lower 

PRODY, as it is a “poor-country” export and vise-versa. Using PRODY index 

for exported commodities, EXPY for each country is calculated using the 

following formula.  

𝐸𝑋𝑃𝑌𝑗 = ∑
𝑥𝑖

𝑋𝑗
𝑖 𝑃𝑅𝑂𝐷𝑌𝑖                                                  (3) 

The PRODY and EXPY indices aim to identify products that have high 

sophistication levels and, therefore, growth-enhancing effects. Since PRODY is 

measured using the GDP per capita of the typical exporting country, rich 

countries have a high EXPY and poor countries have a low EXPY.  

We finally normalize the export sophistication level is normalized (EXPYjt)  to a 

scale from 0 to 100 for every year. The country with the highest EXPY is set at 

100 and the country with the lowest EXPY, at zero. The formula applied for this 

normalization to obtain the Sophistication Index (SI) is: 

𝑆𝐼𝑗𝑡 =
𝐸𝑋𝑃𝑌𝑗𝑡−𝐸𝑋𝑃𝑌𝑡(𝑀𝑖𝑛)

𝐸𝑋𝑃𝑌𝑡(𝑀𝑎𝑥)−𝐸𝑋𝑃𝑌𝑡(𝑀𝑖𝑛)
∗ 100                               (4) 

𝑤ℎ𝑒𝑟𝑒;  𝑆𝐼𝑗𝑡  Could be interpreted as a quality spectrum of the export 

baskets of countries in the world.  

 

Results and discussion  

Average PRODY value of the agricultural commodities exported from Sri Lanka 

is 17,136 and 19,011 in 2001 and 2014 respectively (Table 1)  
 

Table 1 Summary statistics of PRODY of all agricultural exports in the world 

Year Mean SD Min Max 

2001 17636.59 11217.41 83570.39 1272.32 

2014 19232.47 11861.51 87301.48 10.04 

 

For Sri Lanka there were 435 agriculture export commodities in 2014 for which 

RCA values were calculated. Of them 97 commodities had RCA values >1 and 

hence was having a revealed comparative advantage. In 2001, there were 354 

commodities for which RCA was calculated and out of them 78 commodities 

with RCA values greater than one. It should also be noted that the large majority 

of commodities are showing RCA values <1 and hence can be identified as either 

“marginal” or “disappearing” products (Anand et al., 2010). This implies that Sri 

Lanka never had RCA in these products or it had lost RCA in these products. The 
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Table 2 lists the commodities with highest RCA values for Sri Lanka for year 

2014 and 2001. It is evident form RCA values that Sri Lanka’s major agriculture 

exporting sectors such as tea, coconut and spices are the ones with relatively 

higher RCA.  
 

Table 2 Highest RCA commodities, their PRODY values and export shares for Sri 

Lanka 

 2014    2001   

Product 

Code RCA PRODY 

% of 

exports 

Product 

Code RCA PRODY 

% of 

exports 

90610 546.65 7587.68 4.18% 90611 341.28 8293.36 4.41% 

120300 405.79 1870.37 0.68% 90230 194.67 13261.70 25.31% 

90230 358.50 3854.09 27.15% 30349 154.61 6870.26 3.08% 

90240 326.99 3397.62 40.25% 90240 121.48 5310.43 27.25% 

80111 221.61 8747.39 3.17% 80280 82.41 12019.17 2.15% 

80119 138.99 6409.44 0.51% 80111 81.24 11466.74 4.53% 

30229 98.93 12283.30 1.25% 90821 67.23 12220.08 0.11% 

110630 98.29 15926.89 0.58% 30232 60.53 8080.74 1.32% 

90700 84.49 2259.12 1.30% 80112 58.79 5887.63 0.50% 

90810 58.80 9708.30 0.34% 90811 55.12 11959.71 0.44% 
 

It could be observed that the income levels associated with commodities with 

higher RCA values as measured by PRODY values are less than the average 

PRODY values of all agricultural commodities exported in the world (See Table 

1 for averages) as well as the average PRODY for agricultural exports 

commodities of Sri Lanka. These values show that, Sri Lanka is having revealed 

comparative advantage for commodities which are exported by low income 

countries.   

Table 3 and 4 compare top 10 RCA values and respective PRODY values of India 

and China respectively. It could be observed that similar to Sri Lanka, India is 

having RCA for commodities which are exported by low income countries. 

However, PRODY values associated with commodities of higher RCA for China 

in 2014 show that they are exported by high-income countries. From 2001 to 

2014, China shows a clear shift in commodities with high RCA from those 

exported by low-income countries to high income countries. 

The average PRODY value of all the agriculture commodities exported in 2014 

is 17,636.59 and that of exported by Sri Lanka in 2014 is 18,342.11 which is little 

higher than the world average. Only six out of listed top twenty export 

commodities have above average PRODY values. Therefore, it can be inferred 
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that the income level associated with Sri Lanka’s highest export earning 

agricultural commodities are very low.  
 

Table 3 Highest RCA commodities, their PRODY values and export shares for India 

  2014    2001  

Code RCA PRODY 

% Value 

of 

Exports 

Code 
RCA 

 
PRODY 

%Value 

of 

Exports 

71140 27.98 3473.42 0.16% 130211 49.62 13542.62 0.13% 

90421 31.28 9133.04 0.88% 130190 55.29 1166.29 1.29% 

230649 31.90 15681.01 0.85% 81290 59.34 1891.85 0.90% 

91030 41.00 6485.14 0.29% 50610 60.50 5705.20 0.33% 

50100 43.64 5139.66 0.17% 71390 60.98 2819.79 0.47% 

90832 44.13 11196.75 0.05% 130110 68.81 3657.67 0.48% 

130232 44.14 9431.91 4.92% 80132 76.38 3636.00 5.80% 

90931 47.71 506.54 0.74% 91030 99.89 3198.65 0.26% 

151530 48.47 7540.84 1.68% 151530 109.26 4131.80 2.26% 

130211 55.07 6331.95 0.06% 120730 118.19 2729.13 0.12% 

 

Table 4 Highest RCA commodities, their PRODY values and export shares for China 

  2014    2001  

Code 
RCA 

 

PRODY 

 

% Value 

of 

Exports 

Code 
RCA 

 

PRODY 

 

% Value 

of 

Exports 

30193 6.12 21721.17 0.19% 71029 12.20 7188.78 0.55% 

71440 6.28 5360.82 0.14% 220190 12.78 2692.82 1.96% 

30461 6.36 12545.59 1.12% 90210 13.30 7360.38 0.57% 

20751 6.51 21278.04 0.05% 91010 13.66 6049.47 0.48% 

200591 6.65 20739.37 0.35% 71190 13.95 9037.44 0.97% 

71239 6.83 26928.90 1.79% 230810 14.91 4703.44 0.02% 

50210 6.94 24574.07 0.13% 50210 15.25 8107.26 0.45% 

71233 7.59 15870.54 0.09% 140110 15.31 4761.50 0.14% 

160417 7.60 15555.76 1.13% 151540 16.67 6406.09 0.08% 

71232 7.72 13830.87 0.81% 90220 17.58 3966.13 0.98% 
 

 
Figure 1 Export values and PRODY values of Sri Lankan exports 
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Figure 1 shows the relationship between values of exported agriculture 

commodities from Sri Lanka on 2014 in y-axis and their PRODY values on x-

axis. It is clearly evident that most of the high export income earners are less 

sophisticated. 

According to ranking of countries by the productivity of their agriculture export 

basket Switzerland is ranked at 100 (i.e. highest). Its EXPY value for 2014 was 

28,646.  Sri Lanka is ranked at 38.7 in 2014. Of 189 countries for which EXPY 

value was calculated in 2014, there are 104 countries with higher EXPY ranking 

and hence these are with higher productivity levels than Sri Lanka.  

Sri Lankan government has identified the need to diversify its agricultural 

production and have identified certain crops is given policy attention. The list of 

such crops include finger millet, green gram, black gram, soya bean, cowpea, 

ground nut sweet potato, manioc, brinjal, okra, beet root, cabbage, gingelly, 

carrot, tomato, leeks, luffa, raddish, knol khol, bitter gourd, snake gourd, 

pumpkin and beans. Table 5 depicts the PRODY values of commodities selected 

from the above list of crops.It can be observed that, most of these crops are less 

sophisticated. It should also be noted that PRODY values of raw products are 

much less than processed products.  
 

Table 5 PRODY values of commodities with policy interest 

Product Code PRODY Product Code PRODY 

70610 (carrots) 14810.02 70390 (leeks) 16041.7 

70690 (salad beetroot, 

radish) 14316.27 71410 (manioc) 6060.624 

70810 (peas) 8851.523 71420 (sweet potato) 9489.367 

70820 (beans) 6847.422 100820 (millet) 1765.263 

70990 (vegetables) 5209.473 100829 (millet) 9218.49 

70999 (vegetables) 11073.34 120100 (soya bean) 9651.416 

70993 (pumpkins) 11566.52 120190 (soy bean) 17092.46 

71029 (legume) 5161.269 120210 (ground nut) 2587.563 

70930 (eggplant) 14341.62 120220 (ground nut) 2847.143 

70200 (tomatoes) 18050.48 120241(ground nut) 13985.73 

70490 (cabbage) 27092.29 71331 (mung gram) 1276.59 

70511(lettuce)  22712.49   

 

Conclusion 

Literature suggests a correlation between economic performance and the 

productivity level of the export basket. Therefore, export basket is an area that 

should not be neglected to study if a country is interested in economic growth. 

Using most recent TRADEMAP data for over 5000 export commodities at HS6 

level of about 190 countries the EXPY index was calculated for the productivity 
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level of the agricultural export basket of each country particularly for Sri Lanka. 

Looking at the export basket of Sri Lanka it was found that its large agricultural 

export commodities are less sophisticated and low quality export commodities. 

Sri Lanka mainly exports agriculture commodities which are exported by less 

developed countries. Productivity level of the export basket has been declined 

since 2010. It is observed that high income countries export mainly processed 

and value added agricultural commodities and these commodities are associated 

with higher productivity values than raw products. The empirical evidence found 

by Hausman et al. (2007) shows that ,countries that export a set of goods that is 

placed higher on the quality spectrum tends to perform better providing a clear 

policy implication for Sri Lanka in directing its future activities. The clear 

implication is that the gains from globalization depend on the ability of countries 

to appropriately position themselves along this spectrum. 

Keywords: Economic growth, export, sophistication. 
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Introduction 

It is clear that paddy cultivation is the single most important crop occupying a 34 

percent of the cultivated area (Department of Agriculture, 2014) in Sri Lanka. 

Paddy is cultivated during two seasons; Yala and Maha, in which Maha season 

yields a higher annual average harvest every year (Central Bank of Sri Lanka, 

2014). Fertilizer subsidies represent a significant segment of the agricultural 

policy of most developing countries and for Sri Lanka too fertilizer subsidy has 

become the lime light of the discussion under the agricultural policy. Figure 1 

shows that the expenditure on fertilizer subsidy as a percentage of total 

government expenditures has gradually increased over the period of 1996 to 2011 

and thereafter the subsidy has dropped drastically. The common practice of the 

governments elected up to 2015 was to give the fertilizer subsidy as a material 

subsidy. The new government elected in 2015 implemented a new policy to give 

direct cash transfer instead of the material subsidy. This policy aims to encourage 

farmers to shift from chemical fertilizer to alternatives and to ensure that farmers 

receive good quality fertilizer (Department of Government Information, 2016). 

The government is in the process of reducing the fiscal burden of this fertilizer 

subsidy by way of giving it as a cash transfer. Hence, it is worthwhile to undertake 

an analysis on the economic impact of this policy change. 

 
Figure 1 Government expenditure on the fertilizer subsidy (% of total government 

expenditure) 

Source: Central Bank of Sri Lanka (2014)  and Weerahewa, (2010) 
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A study conducted for Philippines had considered the production factors as land, 

fertilizers, seeds, labor costs, herbicides, and pesticides. Its results indicate that 

land area, planting season, fuel cost, fertilizer cost, and land rent have positive 

significant relationship with the value of rice production in Philippines (Koirala 

et al., 2013).  Battese and Coelli, 1992 have conducted a study for India found 

that land area, cost of labour and ratio of irrigated land to total land were 

significant factors for rice production and they were positively related. A study 

undertaken in Senegal River Valley has established that the production function 

is affected positively by land, seed, fertilizer and services and negatively by labor 

costs. Further, it is revealed that fertilizer, herbicides, bird chasing efforts, use of 

post-harvest also has an effect on paddy production (Diagne et al., 2013).  

Many farmers, agricultural officers, fertilizer producing companies and many 

more related stakeholders are kept in doubt, with respect to the real outcome of 

the cash transfer programme. There are contradictory arguments being posed 

from different parties (Warunasuriya, 2015). Henceforth, there is a need to 

analyze the economic impacts of the policy change and this is estimated in terms 

of impact on the land productivity of paddy in the selected area. Further, on 

micro-level, a farmer might change the amount of fertilizer applied in paddy 

cultivation under the new policy. The farmer’s spending decision and the purpose 

of the use if the cash received from the subsidy programme is another 

questionable area.  Therefore, the aims of this study are to assess the impact of 

fertilizer usage on paddy productivity and to analyze the economic impact of the 

policy change on the farmers.  

 

Methodology 

The study used quantitative approach to achieve the objectives where OLS 

regression analysis and LSDV regression were employed as main tools. 

Mahaweli system H was selected as the geographical area by considering two 

factors. According to the recent statistics in 2015 and 2016, system H was one of 

the largest paddy cultivating areas among the Mahaweli Special Areas6 in terms 

of total paddy production (annual) and net extent harvested. Also, the system H 

has reported the second highest average paddy productivity in both 2015 and 

2016, which was lower only to Udawalawe area. 

Consequently, the System H has accounted for the highest paddy production in 

the Year 2015 and the second highest paddy output in the year 2016. Similarly, 

in terms of the net extent harvested, the system H is the second highest in year 

2015 and third highest in the year 2016.  

                                                 
6 The Mahaweli system consists of six special areas namely Udawalawa, System B, C, G, 

H and System L. 
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The major part of the system H falls within the Anuradhapura district where small 

areas falling within the Matale and Kurunegala districts. The system H consists 

of seven (7) blocks namely Galkiriyagama, Meegalewa, Mahailuppallama, 

Nochchiyagama, Tambuttegama, Talawa and Eppawala. The sample was 

selected using the cluster sampling technique and the characteristics of seven 

Mahaweli blocks were assumed to be homogeneous. The second stage of 

clustering was done at the village level and Meegalewa Grama Niladhari Division 

was chosen assuming the homogeneity of farming related dimensions in all the 

villages situated in the block. When considering the homogeneity assumption, it 

is to be noted that these villages display common characteristics in agricultural 

aspects such as impact of the Mahawelli Authority, land size, climate, irrigated 

or rain-fed cultivation. In addition, there is no significant diversity in 

demographic factors such as average income, size of a family, living standards 

etc. In Meegalewa Grama Niladhari Division, almost all the households who 

engage in farming (213 households) were taken into the sample of this study. A 

structured questionnaire was used to gather micro data for the analysis. A pilot 

study was conducted to test the questionnaire before the master survey, which 

was conducted in June 2016.  

Yield per hectare (total yield per season/cultivated land area in the season) was 

considered as the indicator of paddy productivity. As suggested by the existing 

literature, labour input, machine input, farmer’s education, training received by 

the farmer, age of the farmer and season were selected as independent variables 

other than fertilizer and square of fertilizer. Land was not explicitly included as 

an independent variable but its impact was captured by modifying the dependent 

variable by land variable (yield = harvest divided by land). A dummy variable 

was employed to capture the seasonal variations in Yala and Maha seasons. 

Three separate regression models for (1) Yala season, (2) Maha season, and (3) 

for both seasons were estimated as follows: 

Model 1: for Yala season; 

Yieldyi = β0 + β1 labouri + β2 machinei + β3 fertilizeri + β4 fertilizer2
i + β5 

primaryi + β6 oleveli + β7 aleveli + β9 trainedi + β10 agei + ui 

Model 2: for Maha season; 

Yieldmi = β0 + β1 labouri + β2 machinei + β3 fertilizeri + β4 fertilizer2
i + β5 

primaryi + β6 oleveli + β7 aleveli + β9 trainedi + β10 agei + ui 

Model 3: for both seasons; 

Yieldit = β0 + β1 labourit + β2 machineit + β3 fertilizerit + β4 fertilizer2
it + β5 

primaryit + β6 olevelit + β7 alevelit + β8 seasonit + β9 trainedit + β10 ageit + ui 

Where, β0’s are the constant terms/intercepts and the β parameters represent coefficients 

of respective independent variables. ‘ui’ is the disturbance term of models. ‘i’ stands for 

the position of each observation and ‘t’ specifies the season. 

 



Strengthening Economic Resilience for Inclusive Growth  

Sri Lanka Economics Research Conference 2017 

18 

 

Table 1 Variables and their descriptions 

Variable Description Measurement 

Dependent Variable 

Yield Paddy yield: paddy harvest in kg per hectare kg/ha 

Independent Variables 

labour Labour input: aggregate of hired and family 

labour 

Hours 

machine Machine input Hours 

fertilizer Fertilizer input: aggregate of MOP, TSP and 

Urea  

Kg 

fertilizer2 Squared value of fertilizer input kg2 

primary Whether the farmer’s highest qualification is 

primary education or not 

0 = no, 1 = yes  

olevel Whether the farmer’s highest qualification is 

G.C.E. Ordinary Level 

0 = no, 1 = yes  

alevel Whether the farmer’s highest qualification is 

G.C.E. Advanced Level 

0 = no, 1 = yes  

season (used 

only in Model 3) 

Season of paddy cultivation 0 = Yala, 1 = 

Maha 

trained Whether the farmer has received agriculture 

related training or not 

0 = no, 1 = yes 

age Age of the farmer Years 
 

We employed OLS regression to estimate Model 1 and Model 2, whereas Model 

3 was estimated using LSDV regression, which is capable to control the timing 

effects of the two seasons (0 = Yala and 1 = Maha). 

Table 1 shows the descriptions and measurements of variables used in the 

analysis. 
 

Table 2 Results of regression analysis with fertilizer and square of fertilizer 

 (1) (2) (3) 

Variables Yala Season 

(2016) 

Cash Transfer 

Programme 

Maha Season 

(2015) 

Fertilizer Subsidy 

Programme 

Both Seasons 

 

Constant 2,095*** 2,988*** 2,502*** 

 (202.5) (243.5) (155.9) 

fertilizer 7.037*** 4.049*** 5.007*** 

 (1.057) (0.746) (0.574) 

fertilizer2 -0.00481*** -0.00170*** -0.00229*** 

 (0.000936) (0.000438) (0.000384) 

Observations 213 213 426 

R-squared 0.183 0.134 0.169 

Notes: Standard errors in parentheses and *** p<0.01, ** p<0.05, * p<0.1 
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Results and discussion  

Table 2 presents the results of regression models which were aimed to examine 

the relationship between paddy yield and fertilizer. Both fertilizer variables were 

significant at 0.01 significant level in all three models. 

Table 3 shows the results of regression models estimated to examine the impact 

of fertilizer on paddy productivity after controlling for other variables. The 

models were free of multicollinearity problem as the Correlation Matrix (Table 

A in Appendices) does not show correlation coefficients above 70 percent other 

than the non-linearly related fertilizer and its square term.   
 

Table 3 Regression analysis Model 1, Model 2 and Model 3 

 (1) OLS (2) OLS (3) LSDV 

Variables Yala Season Maha Season Both Seasons 

Constant 1,600* 4,223*** 2,746*** 

 (956.5) (942.9) (679.1) 

Labour 0.726 0.803 0.826** 

 (0.596) (0.546) (0.404) 

Machine 19.41*** 7.543** 10.76*** 

 (5.408) (3.225) (2.777) 

Fertilizer 6.319*** 4.036*** 4.392*** 

 (1.085) (0.764) (0.592) 

fertilizer2 -0.00429*** -0.00173*** -0.00210*** 

 (0.000950) (0.000444) (0.000384) 

Primary -328.5 -946.3 -603.8 

 (614.2) (610.4) (434.7) 

Olevel -13.78 -856.0* -354.0 

 (513.8) (496.6) (357.9) 

Alevel 108.5 -992.5 -352.2 

 (630.9) (622.2) (443.0) 

Trained 57.29 9.153 -21.48 

 (338.0) (334.9) (237.2) 

Age 5.302 -13.90 -5.740 

 (14.93) (14.99) (10.64) 

Season   530.5** 

   (209.2) 

Observations 207 209 416 

R-squared 0.247 0.199 0.233 
Notes: Standard errors in parentheses and *** p<0.01, ** p<0.05, * p<0.1 

Source: Compiled by the authors 
 

Fertilizer and square of fertilizer were significant in all three models at 1 percent 

significant level. Additionally, machine input has become significant in all three 

models at 1 percent significant level while labour input was significant only in 
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Model 3. There is a significant different in paddy productivity in two seasons as 

indicated by positive and highly significant coefficient of the Session variable.  

The explanatory powers of three models have not increased considerably even 

after adding other control variables. This phenomenon proves the significant 

impact of fertilizer on paddy productivity. The positive and highly significant 

coefficient of fertilizer variable and highly significant negative coefficient of the 

fertilizer2 variable suggest that there is an optimum level of fertilizer that affects 

the paddy productivity. The optimal points were calculated (using the first set of 

models) as 732.49 kg, 1190.88 kg and 1093.23 kg for Yala season, Maha season 

and for both seasons, respectively. These calculated results suggest that there are 

farmers who use fertilizer more than the optimal level. The negative coefficients 

of fertilizer 2 variable advocates that when a farmer applies fertilizer exceeding 

the optimal use, it leads yield to fall. 

The optimum fertilizer usage recorded under the cash transfer programme in Yala 

2016 is significantly lower than the optimum fertilizer usage recorded under the 

material subsidy programme in Maha 2015. In addition, the productivity of 

fertilizer on average (yield per fertilizer kilogram) is 14.5 kilogram per one 

kilogram of fertilizer under the cash transfer programme whereas the number is 

12.7 per kilogram under the material subsidy programme. This further indicates 

that paddy productivity has increased under the cash transfer programme.  

 

Conclusion and policy recommendations 

According to the regression analysis, it is evident that the farmers tend to apply 

whatever the amount of fertilizer given by the government under the material 

subsidy scheme. Therefore, the findings vote for the introduction of cash subsidy 

under which the farmer decides the amount of fertilizer to be applied. 

Accordingly, the study suggests that the prevailing cash subsidy system will 

become a solution for over utilization of fertilizer. However, this would be 

successful only if the government takes actions to specify the fertilizer 

recommendations for each farmer or for each area after doing continuous and 

reliable soil tests as fertilizer requirements depend on the soil conditions.  
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Appendix 

Table A Correlation matrix 
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yield 1           

labour 0.1958 1          

machine 0.2367 0.1747 1         

feritilizer 0.3132 0.2002 0.0741 1        

fertilizer2 0.1347 0.1397 0.017 0.8654 1       

primary -0.0214 0.0064 -0.0391 0.0725 0.0377 1      

olevel 0.0177 0.0716 0.0281 -0.0466 -0.0733 -0.528 1     

alevel -0.016 -0.059 0.0531 0.0337 0.0924 -0.146 -0.5167 1    

season 0.2175 0.0574 0.0526 0.2546 0.1737 -0.0019 -0.0015 -0.0018 1   

trained 0.008 0.0585 0.1161 -0.0159 -0.0068 0.0459 0.0417 -0.0465 -0.0027 1  

age -0.0105 -0.0581 -0.0102 -0.0495 -0.11 0.1482 -0.1204 -0.1003 0.0022 0.045 1 
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Introduction  

In many circumstances people quest for ostentatious ownership of goods and 

services not merely for their use; and at times, they tend to procure expensive 

items by means of non-utilitarian aspects to showcase wealth, uniqueness and 

unveil the belonging to a specific crowd. Three different “roots” of such lavish 

demand are (a) Conspicuousness, [buying expensive things to showcase wealth], 

defined in literature as “Veblen Effect”, (b) Conformism, defined as “Bandwagon 

Effect”, reflecting the urge to buy expensive things for being recognized among 

peers and (c) Snobbism or buying expensive things to be exclusive over and 

above the others, defined in literature as “Snob Effect” (Liebenstein, 1950).   

A study on socio-cultural determinants of these three effects of “exhibitionist 

nature” were being examined using a sample of 250 office workers in Colombo 

by Karunanayake and Gunaruwan (2017), he investigated whether there could be 

significant inter-effects influence principally between two fundamental types of 

visible consumption urge, conspicuousness and snobbism. 

In light of the above, this exercise was conducted to examine whether there exist 

any interdependence between the two chosen dimensions of decorative 

consumption namely, conspicuousness and snobbism for wristwatches and 

houses among employees in Colombo.  

According to the theory of Snobbism, people who are preoccupied with social 

status reject products that are perceived to be possessed by the common populace 

(Potluri et al., 2014). As asserted by Kim (2015), Snobbism is an “incentive” for 

conspicuousness that triggers the desire to be identified with the rich. Similarly, 

Chaudhuri and Majumdar (2006) claim that uniqueness/exclusiveness is an 

antecedent of conspicuous consumption. Corneo and Jeanne (1997) point out that 

Snobbism as a signal of status, further acclaiming it as a signal of conspicuous 

consumption. These literature leads to hypothesize that “snobbish” consumer 

would necessarily be conspicuous.  

Perera, Mudalige and Patabandige (2013), on the other hand, demonstrated the 

possibility of an inverse relationship. According to their study, people who are 
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conspicuously motivated prefer to be “unique and exclusive” among the rest. This 

leads to hypothesize that “conspicuousness” would necessarily imply 

“snobbism”. 

Thus it becomes evident that, literature is not conclusive regarding the inter-

dependence between snobbism and conspicuousness, two important dimensions 

of decorative consumption7.  

 

Methodology  

The present research aimed at examining the interrelationship between the two 

dimensions receiving decorative consumption; conspicuousness and snobbism 

among the employees in within Colombo city limits. Wristwatches and houses 

were chosen for the study. The former represents removable/portable item such 

as an apparatus and the latter represents a fixed assets constituting relatively a 

larger investment.  The choice was intentional as the possibility of the tested 

interrelation being “product type-dependent” could not be excluded, and any such 

different patterns could thereby be revealed. 

The following hypotheses were thus examined: 

Test 1:  H0 - Snobbish consumers are necessarily conspicuous  

H1 - Snobbish consumers are not necessarily conspicuous 

Test 2:  H0 - Conspicuous consumers are necessarily snobbish  

H1 - Conspicuous consumers are not necessarily snobbish 

The data required for the study were borrowed from the exploratory online survey 

constituting statements with regard to snobbism and conspicuousness, conducted 

by the authors over a sample of 250 office employees in Colombo. Snowball 

sampling8 was adopted in the study where the link to the online questionnaire was 

distributed through emails and social media to the researchers’ contacts, and 

respondents were asked to forward on the questionnaire to others that met the 

sampling criteria. As stated by Lewis and Moital (2016) it allows greater 

consistency when analysing and comparing data9.  

Two indices for Conspicuousness (CI) and Snobbism (SI), developed by the 

authors (Karunanayake & Gunaruwan, 2017), given below, were used in testing 

the hypotheses constructed. 

                                                 

7‘Decorative Consumption’ is the “exhibitionist nature” common to conspicuous, snob and 

bandwagon effects for expensive purchase of goods and services (Karunanayake & Gunaruwan, 

2017) 

8 Snow ball sampling is a non-probabilistic sampling technique where sampling is based on finding 

research subjects through recommendation. i.e. one subject gives the researcher the name of another 

subject, who in turn provides the name of a third, and so on (Vogt, 1999). 
9 Lewis and Moital ( 2016) 
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DCI ij = ∑
𝐷𝐶𝑉𝑗𝑘+ (6−𝐴𝐷𝐶𝑉𝑗𝑘)

𝑛𝑗

𝑛
𝑘=1  

Where:   

DCIij = Decorative Consumption Index for jth dimension for ith person (j 

= 1,2 signifying Conspicuousness and Snobbism, respectively) 

DCVjk signifies Decorative Consumption value for jth dimension and kth 

question,  

ADCVjk signifies Anti-Decorative Consumption value for jth dimension 

and kth question and nj = number of questions (or statements) applicable 

for the jth dimension 
 

Scatter-plots, descriptive statistics and trend analysis using SPSS (version 20.0) 

were deployed as analytical techniques in examining the hypotheses. 

Summarized tables of questions used in the questionnaire are provided in the 

appendix.  

 

 Results and discussion 

As the first step, scatter plots between the two dimensions of decorative 

consumption were examined. Figure 1 and Figure 2 have depicted the relative 

positioning of conspicuousness as against snobbism with regard to Wristwatches 

and Houses, respectively. 

  

 

 

 

 

 

 

 

 

 

Figure 1 Interrelationship between Conspicuousness and Snobbism: 

The case of wristwatches 
 

It is observed in Figure 1 that the survey respondents are essentially clustered 

towards the upper-left segment of the scatter diagram. More specifically, there 

appeared no respondents positioned in the area where Snobbism is high (SI 

between 4.0 and 5.0) and Conspicuousness is low (CI below 3.0). This brings 

suggestive evidence to support the hypothesis that snobbish consumers are 

necessarily being conspicuous with regard to wristwatches. 

The relationship becomes obscure with regard to less snobbish consumers, whose 

conspicuousness appear spreading over the entire range, from very low 

Snob 

Index 

Conspicuous 

Index 

  �̅� σ 

 

1 ≤ SI ≤ 2 

 

3.17 

 

0.89 

2 < SI ≤ 3 3.56 0.60 

3 < SI ≤ 4 3.86 0.52 

4 < SI ≤ 5 3.88 0.41 
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Conspicuous Index levels to very high levels, indicating that there are consumers 

who are conspicuous, yet not snobbish. 

The hypothesis under the Test 1 (above) was thus examined by working out the 

respective means and standard deviations of Conspicuousness Index at different 

levels of Snob Index (Table in Figure 1). It becomes clear that those consumers 

having Snob Index above 4 would be having Conspicuous Index greater than 3 

at 98 percent confidence level10. This reveals that, with regard to wristwatches, 

Snobbish consumers are essentially conspicuous. 

However, the same cannot be said pertaining to Test-2. The hypothesis that the 

Conspicuousness Index of consumers, whose Snob Index figures between 1 and 

2, being less than 3, for instance, would not be accepted even with a low level of 

confidence such as 43 percent. Of those having Snob Index between 1 and 3, a 

hypothesis that the Conspicuous Index being below 3 would have to be rejected 

with a level of confidence level of over 66 percent. These findings suggest that 

there could be highly conspicuous consumers who are not snobbish. Thus, with 

regard to wristwatches, the H2   in Test-2 could not be accepted with a reasonable 

level of confidence.  

The results therefore, indicate that though the snobbism necessarily would mean 

conspicuousness, the inverse cannot be said pertaining to wristwatches. 

 
Figure 2 Interrelationship between Conspicuousness and Snobbism: 

The case of Houses 
 

With regard to houses, the scatter plot (Figure 2) depicts a quite different pattern 

compared to that of wristwatches. There appears to be a “trend”, where the greater 

the snobbism, the greater would be the conspicuousness, and vice-versa. The 

same is established by the statistical analysis of confidence levels (the Table in 

Figure 2) where both probabilities, namely that of Conspicuous Index being 

                                                 
10Normality of distributions were confirmed through Shapiro-Wilk test using SPSS Version 20.0 

Snob Index Conspicuous Index 

 �̅� σ 

 

1 ≤ SI ≤ 2 

 

2.14 

 

0.38 

2 < SI ≤ 3 2.76 0.68 

3 < SI ≤ 4 3.46 0.75 

4 < SI ≤ 5 4.21 0.54 
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greater than 3 of consumers whose Snob Index is above 4, and that of 

Conspicuous Index being less than 3 of those having Snob Index below 2, appear 

to be above 0.99.  

This indicates that there is no reason for rejecting the hypotheses under both tests 

1 and 2 with regard to Houses. 

 

Conclusion 

The study was produced suggestive evidence to conclude that snobbism should 

necessarily be associated with conspicuousness. However, the inverse 

relationship, namely the conspicuous consumers being necessarily snobbish 

might not hold true with regard to products such as wrist watches, even though 

for houses (for which a strong correlation was visible) conspicuousness appeared 

associated with snobbism, these findings are similar with the result of Perera, 

Mudalige and Patabendige (2013). 

This result could be theoretically rational. Snobbism being desire to be 

“exclusive” among peers, would essentially have conspicuousness11, as one needs 

to “showcase wealth”12 above the others around for him or her to be “exclusive”. 

However, a mere urge to showcase wealth may or may not be associated with a 

desire to be “exclusive” among peers. Thus, there could be consumption desires, 

which are conspicuous, yet, not snobbish.  

Conspicuous demand for housing is being likely to be snobbish as well. However, 

in the case of wristwatches, it is unlike and it might be an indication of product-

specific pattern. The causes for such behavior need further research. A 

hypothesis, for such a detailed investigation could be advanced that on fixed 

assets such as houses involving heavy expenditure commitments, consumers 

might not be willing to showcase wealth unless such is to be exclusive. This might 

be different with regard to a branded product like wrist watches where one’s 

desire to showcase wealth may be to be in par with peers (“bandwagon effect”) 

by wearing a similar branded item; such desire might not be associated with 

desire to be “exclusive”, and thus not snobbish. 

Keywords: Conspicuousness, houses, interdependence, snobbism, wristwatches 
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Introduction 

Migration represents the mobility of labour force from one place to another, from. 

It is viewed from multiple ideological and disciplinary positions. In that point of 

view it is a contested issue for policy makers as well as practitioners and 

researchers (United Nations Development Programme, 2015).  Generally 

migration takes place due to lack of economic opportunities in rural areas along 

with land shortages and poor infrastructure. It also occurs because of perceived 

better employment prospects elsewhere and improved communication (FAO, 

2010). Broadly, migration can be categorized into two forms namely, aspirational 

and distress (Shah, 2016). In case of aspirational migration whether it is within 

the country or outside, most migrants get benefitted in the forms of higher 

incomes, improved access to education and health as well as better prospects for 

their children (United Nations Development Programme, 2009). Distress 

migration, on the other hand, is a resultant of economic distress. There are 

multiple reasons for economic distress in a household. It is not only the extreme 

poverty that often culminates into economic distress but several seasonal trends 

and factors such as crop failure or continuing debt also lead the households to 

acute distress. For alleviating distress as well as for escaping from poverty 

household strategy like migration offers good solution to both. In rural areas, in 

coping with the crisis of labour market, vulnerable groups such as landless and 

small farmers often resort to migration (United Nations Development 

Programme, 2015). 

India’s Mahatma Gandhi National Rural Employment Guarantee Act 

(MGNREGA or MNREGA or the Act) was implemented with effect from 2006 

in order to ensure 100 days of guaranteed employment in a financial year to every 

rural household whose adult members are willing to do unskilled manual work. 

It is considered to be the largest ever social safety net programme in the world 

(Liu & Deininger, 2010). Migration or more specifically the distress migration is 

a matter of concern in the rural areas which have got a special reference in the 

Act. Through its self-selection mechanism the programme has unleashed 

acceptability to the least privileged section of rural areas (Liu & Barrett, 2013). 

Side by side, by recognizing agricultural labour force as workers and legislating 

them an entitlement to work, it has attempted to curb distress migration from rural 

to urban areas for the most marginalized and the vulnerable populations (United 

mailto:arindamfulia@gmail.com
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Nations Development Programme, 2015). It has had a more direct and positive 

impact on reducing distress migration in comparison to migration taken up for 

economic prosperity or other reasons (Ministry of Rural Development, 2012). 

This study is based on the following two objectives 

- to find out whether the migration occurring in rural West Bengal is 

aspirational or of distress kind 

- to evaluate the extent to which the MNREGA has been able to have an 

impact in curbing migration in rural areas.  

 

Methodology 

The findings of this paper are based on an extensive survey carried out during 

2016-2017 at the household level in eight Gram Panchayats selected randomly 

from four Blocks of Nadia District of West Bengal, India. The sampling 

procedure is multi-stage. In District Nadia there are 17 Blocks. In the first stage, 

four Blocks have been selected randomly. From these four Blocks eight Gram 

Panchayets have been chosen randomly again in the second stage. In the third 

stage 500 odd households working in the MNREGA works have been selected 

randomly from these Panchayets, but the target has been to reach to the female 

workers only. For the purpose, a well-designed structured questionnaire consisted 

of variables relating to the objectives and concepts of the study has been used to 

collect both qualitative as well as quantitative data from the concerned sources.  

 

Results and discussion  

Demographic profile - As far as the socio-economic features of the sample are 

concerned, out of 500 women workers, 62 are general category women, 181 are 

Scheduled Castes, 140 are Scheduled Tribes and 103 are from OBCa (Other 

Backward Classes) category i.e Muslims. Out of total sample 207 women belong 

to APL (Above Poverty Level) category and 293 women workers are from BPL 

(Below Poverty Level) category. 

During the survey three years average MNREGA work-days enjoyed by the 

women have been considered for analysis, the last year being 2015-2016. 

Considering the aggregate data it can be stated that around 69 percent women in 

the sample have enjoyed on average 31-100 days of job under the scheme during 

last three years while the rest 31 percent women in the sample have got only 0-

30 days of employment under the scheme during the said period.  

Migration status - A migrant is an individual who changes his/her usual place of 

residence, either by crossing an international border or moving within their 

country of origin to another region, district or municipality (United Nations 

Development Programme, 2009). The question of migration in the labour market 

is not limited only to head of the family, rather every adult member of a family 
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is subject to migration. This point has been taken into cognizance in the study. In 

the study, migration status has been taken into account from two dimensions 

namely, migrant and the destination of migration. The study reflects three types 

of migrants such as self i.e the women themselves, their husbands and other 

members of the family. Four types of migration destination have been identified 

viz. outside Panchayet, outside Block, outside District and outside State.  It 

transpires from the data that 11 percent in the sample in which the case of 

migration occurs in some way or other. In question of migrant, in 35 cases 

migrants are the women themselves, in six cases their husbands and in 14 cases 

other family members are the migrants. In respect of destination, in 17 cases 

migration occurs outside the Panchayet, 18 cases each for outside Block and 

outside State and in 2 cases it occurs outside District. 

Table 1 Migrant vs annual family income without MNREGA earning 

 

Migrant 

 Annual Family Income without 

MNREGA Earning (Rs) 

Total  

0
-1

0
0

0
0
 

1
0

0
0
1

-3
0

0
0
0
 

3
0

0
0
1

-6
0

0
0
0
 

6
0

0
0
1

-1
0

0
0
0

0
 

1
0

0
0
0

1
-2

0
0
0

0
0
 

Self 

 

Count 

% 

0 

0.0 

18 

51.4 

17 

48.6 

0 

0.0 

0 

0.0 

35 

100 

Husband 

 

Count 

% 

0 

0.0 

0 

0.0 

4 

66.6 

1 

16.7 

1 

16.7 

6 

100 

Other Count 

% 

0 

0.0 

1 

7.1 

2 

14.3 

5 

35.7 

6 

42.9 

14 

100 

Total  

 

Count 

% 

0 

0.0 

19 

34.6 

23 

41.8 

6 

10.9 

7 

12.7 

55 

100 

Migration- distress or aspirational- The micro level data clearly depict that in 

rural West Bengal people do migrate in quest of jobs. Even in the presence of the 

scheme the problem of migration remains.  In order to know whether this 

migration has been of distress type or it is aspirational, a cross tabulation was 

done between annual family income without MNREGA earning (in rupees) and 

the migrant, the results are presented in Table 1. It pinpoints whether the persons 

in the sample are migrating out of distress or for economic prosperity. In case of 

women, all of them belong to income group of Rs. 10001-60000. Table 1 presents 

mixed picture in case of husband, although majority of the husbands migrating 

are in low income group. But in case of other members of the family who migrate, 

majority of them consisting 78.6 percent belong to income group of Rs. 60001-
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200000. Basically the women workers migrate out of economic distress while the 

migration type in respect of other members of the family is purely aspirational.  

Factors contributing to Migration - What are the factors which work behind the 

issue of migration? In general there is no single issue made responsible for 

migration due to inherent spatial diversity. As per several studies education or 

community specific skill like masonry  or lack of landholdings; opportunity and 

access to work in proximity or the lack of access to work or  caste and community 

networks may give an insight into the likely patterns of migration (United Nations 

Development Programme, 2015). In view of all these whether MNREGA can 

offer a good answer to the issue of migration has been the concern of the research 

for which a Logistic regression has been attempted in the study where the 

response variable  migration is considered to be a binary one where migration =1 

if yes, otherwise=0. 

The following logistic equation was estimated: 

L=Log (p/1-p) =β0+ β1 X1 + β2 X2+ β3 X3+ ui 

Where;  p is the probability of migration and 

X1= Poverty Level where BPL=1, APL=0 

X2= Women Workers Other Work=1 if yes, 0 otherwise 

X3= Women Workers 3 Years Average Participation in MNREGA  

 ui= error term  
 

The results of the Logistic analysis for migration are presented in Table 2. The 

table presents the estimated coefficients and exp.(coefficient) for various co-

variates under study. The results describe the relationship between the 

independent variables and the response variable, where the response variable is 

on the logit scale.  All the three coefficients of the explanatory variables have 

come out to be highly significant.  

Results indicate that people below the poverty level have the higher propensity 

to migrate. Poverty defines the distress which compels a person to migrate other 

place for better employment opportunity. Similarly, women workers having other 

work have higher propensity to migrate. In the study it has been found that all of 

the migrating women workers are agricultural labour. They all hail from tribal 

families in which they are to take a lot of burden in running the families as the 

male members of these families are alcoholics. Male members also work as 

agriculture labour. But their wage earning is wasted on alcohol.  As the women 

are to shoulder the family burden and there is scarcity of work in the locality, 

they need to migrate outside the Panchayet territory or outside the Block as per 

availability of the job. 
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Table 2 Results of Logistic Regression for migration 

Variables Coefficients S.E Wald p value Exp(B) 

Constant -2.977 0.522 32.579 <0.001 0.051 

Poverty Level 0.906 0.336 7.258 0.007 2.475 

Female Other Work 1.894 0.355 28.414 <0.001 6.647 

Women Workers 3 

Years Average 

Participation in 

MNREGA 

-0.020 0.008 5.841 0.016 0.980 

 

Considering the coefficient of MNREGA participation of women it can be stated 

that women participation in MNREGA decreases their migration. MNREGA 

participation has clear mitigating impact on migration especially the distress type 

which has also been documented by previous studies (Jandu, 2008; Khera & 

Nayak, 2009, Shah, 2016). In case of acute distress MNREGA has provided a 

choice particularly to women (United Nations Development Programme, 2015). 

 

Conclusion 

The issue of migration has been incorporated in the study in order to make a 

causal relation between participation under MNREGA and mitigation of 

migration problem in the study area. In aggregate there have been 55 households 

i.e 11 percent in the sample in which the case of migration occurs in some way 

or other. Eventually the women are found to be the majority among migrants. In 

the study area both types of migration are prevalent. While the women workers 

migrate out of economic distress, the migration type in respect of other members 

of the family is purely aspirational. Women workers themselves have a particular 

type of occupation and scarcity of work in the particular occupation in their local 

areas have compelled them to migrate to other places.  But in case of other 

members of the family have migrated to other places mostly for economic 

prosperity. 

As explanatory factors for migration the study has identified the variables which 

have pinpointed the causes of migration and at the same time provided the answer 

to them. Women living below the so called poverty line have found to have more 

propensity to migrate in order to arrest the economic distress they are facing. 

Similarly, paucity of employment opportunity at the local level have been 

compelling women to migrate to a formidable extent as they need to shoulder the 

economic burden of their families due to existing typical social fabric. On the 

other hand, increased MNREGA participation has found to have clear mitigating 

effect on migration especially of women experiencing economic distress.  

MNREGA has been formulated with a view to arresting poverty by way of 

generating employment opportunity in rural areas. So, effective implementation 
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of the scheme would mitigate not only the persistent problems of poverty but also 

the paucity of work in rural . 

Keywords: Aspirational migration, distress migration, economic distress, 

employment, MGNREGA. 
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Introduction 

“A house may be large or small; as long as the neighboring houses 

are likewise small, it satisfies all social requirements for a 

residence. But, let there arise next to the little house a palace, and 

the little house shrinks to a hut” (Marx, 1847, p.22) 

Modern day man engages in lavish consumption patterns paying much attention 

to good’s ceremonial efficacy where the underpinning of consumption is driven 

through non-utilitarian forms of consumption patterns that are speculated to be 

extravagant, luxurious, unique and popular among the community we live in. 

This obtrusive behavior of man has made him reach to a point where, he pays 

more attention to ‘what is being consumed’ rather than ‘why it is being consumed 

for’. Moreover, it is seen that people tend to purchase goods or services not 

merely for their use; and at times, they tend to procure “expensive” items, the 

prices of which do reflect much higher values than what is reflected in their “use 

values”. 

‘Conspicuousness’, [or, buying expensive things to showcase wealth], is defined 

in literature as “Veblen Effect”, ‘Conformism’, defined as “Bandwagon Effect”, 

reflecting the urge to be recognized among peers or to be ‘one of the Joneses’, 

‘Snobbism’, or buying unique things to be exclusive over and above the others, 

defined in literature as “Snob Effect” are the three major dimensions of such 

extravagant demand. 

In this study, it is this ostentatious behavior, which signifies the ‘showing-off 

nature’, typical to all three effects rooted by the urge to exhibit the position in the 

society referred to by authors as “Decorative consumption”. Decorativeness can 

be uni-dimensional, duo-dimensional or tri-dimensional based on the association 

of three dimensions: conspicuousness, snobbism and conformism. Moreover, it 

precisely depicts the intuitive motives behind the purchase of high priced goods 

and services such as designer wear, branded wristwatches, sports cars, designer 

handbags, big houses or even liquor. 

This study focuses on equally important and interesting timeless and universal 

phenomenon, which none has paid significant attention or has focused on up to 

date and thus, is subject to examination in this research. The case of houses was 

chosen to examine the ‘decorative tendencies’ of ownership among Sri Lankan 
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office workers, because houses are being used as a visible/positional good as 

means of felicitous illustration of wealth, exclusiveness and attention, over and 

above their use as a “shelter for habitation”. Even though many scholars have 

researched on status consumption and related phenomenon in terms of its 

attributes, reference groups and motives of such behavior (Perera, Mudalige & 

Patabandige, 2013; Rucker & Galinsky, 2009; Fan & Burton, 2002) none has 

consummated on the aspect of decorative consumption as procurement of houses 

and socio-demographic drivers behind it. No studies of this nature have so far 

been conducted pertaining to the Sri Lankan market either.  

In consideration of all imperative matters, the purpose of this study was to 

examine the decorative consumption patterns and affiliations pertaining to socio-

demographic factors (age, gender, religion, sector and monthly income) based on 

the tri-dimensional effects - conspicuousness, snobbism and conformism among 

employees in Colombo.  

 

Methodology 

This study incorporated an exploratory online survey based on a questionnaire 

which was conducted on 250 employees within the Colombo city limits on the 

basis of different socio-demographic cohorts, namely; age, gender, religion, 

sector and monthly income 13. The study adopted non-probabilistic snowball14 

sampling technique. 

Required information was collected through a closed-ended questionnaire 

supported by Google forms. The questionnaire was designed to highlight both 

favorable (positive) and unfavorable (negative) aspects of the three dimensions 

related to decorative consumption15. Twenty-three questions in total; eleven for 

Conspicuousness (including anti-conspicuousness), five for Snobbism (including 

anti-Snobbism) and seven for Conformism (including anti-Conformism), were 

used to explore the patterns of decorative consumption and affiliations pertaining 

to diverge socio-demographic factors on a 1 to 5 Likert Scale (1=Strongly 

Disagree; 5 = Strongly Agree).  

Three different “Indices” (Conspicuous Index, Snob Index and Bandwagon 

Index), constructed per participant to represent the three dimensions of decorative 

consumption, were used in the analysis. Anti-Conspicuous, Anti- Snobbish and 

                                                 
13 n = 250, age range 15 – 60 years, 117 men and 133 women, 131 Buddhists and 119 

Non-Buddhists, 135 private and 115 public and monthly income Rs 0 – 200,000 & above 

14 Lewis, A and Moital, M., 2016. Young Professionals’ Conspicuous Consumption of 

Clothing, Journal of Fashion Marketing & Management  

15 Conspicuousness vs Anti-Conspicuousness, Snobbism vs Anti-Snobbism, and 

Conformism vs Anti-Conformism 
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Anti-Conformist effects, as reflected in the relevant responses, were reciprocated 

(difference between 6 and the relevant rank given by the respondent for each such 

question was calculated) before averaging the responses to arrive at each of the 

three indices. Descriptive statistics and multivariate analysis using SPSS (version 

20.0) were deployed as analytical techniques in examining the research aims. 

Model adopted in constructing the Decorativeness Index (DIij) of jth dimension 

for ith respondent is depicted below:  

DIij =   [Sum of Positive ranks + Sum of (6 - Negative ranks)]ij / n ij 

Where, i stands for individual respondent, while j = 1, 2 and 3 signifying 

Conspicuousness, Snobbism and Conformism, respectively; and n ij = number of 

questions on jth dimension for ith respondent 

  

Results and discussion 

The results revealed that age has a significant effect on aspects of 

conspicuousness (F =3.206,p<0.05) and snobbism (F=3.733,p<0.05). However, 

it does not appear significantly associated with conformism. Employees between 

the age group 30 – 45 are more inclined towards decorative consumption of 

houses in terms of conspicuousness (x̄ =3.130) where as younger employees 

(between the age group of 15 – 30) are more inclined towards snobbism (x̄ 

=2.886). Further to that, findings clearly show that there is a downward trend 

towards decorativeness of houses in terms of snobbism, as employees grow older.  

Considering the decorative consumption patterns pertaining to gender; the results 

affirmed that, there is a significant effect only on snobbism (F=4.058,p< 0.05) 

and conformism (F=10.741,p<0.05) even though we expected the gender to have 

a significant effect on conspicuousness. The results show quite contradictory 

tendencies where males appear possessing a higher prevalence to live in a 

luxurious house (a) to showcase their uniqueness (x̄ = 2.870) and at the same time 

(b) to conform to others’ choices on having a similar house (x̄ =2.671). Given 

both the cases, results reveal that males are more decorative than females.  

Quite unexpectedly religion shows having significant effects on all three 

dimensions, conspicuousness (F=3.497, p<0.05), snobbism (F=5.695, p< 0.05) 

and conformism (F=2.797, p< 0.05). Christians and Muslims show more 

prevalence to decorative consumption in terms of conspicuousness (x̄ = 3.233 and 

x̄ =3.184) and snobbism (x̄ =2.750 and x̄=2.581) depicting their exhibitionist urge 

to showcase pecuniary strength and to become exclusive. However, in the case 

of being conformist Christians (x̄=2.919) and Buddhists (x̄=2.887) showcased a 

higher tendency relatively to other religions. According to the findings it is clear 

that as a whole Christians are more prone to decorativeness as they showed higher 

tendencies towards all three dimensions, whereas Hindus seemed to be the least 

decorative of all as they indicated weakest in all three dimensions. 
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With regard to decorative consumption patterns between private and public sector 

employees, there is a significant effect only on snobbism (F =7.993,p<0.05) even 

though it was expected to have an impact on the other two dimensions as well. 

Out of the two sectors, private sector employees (x̄ = 2.900) seem to be more 

engaged in decorative consumption patterns than those in the public sector (x̄ 

=2.513). It is possible that the necessity to involve in lavish consumption patterns 

is to get highlighted among their colleagues. Among other possibilities, owning 

an unusual house in order to escape from guiltiness to hold parties at home might 

be a case. But, warrants further research.   

Lastly, the results reveal that income of employees could be more prone to 

decorative consumption in terms of conspicuousness (F=3.275, p<0.05) and 

snobbism (F= 2.907, p< 0.05) and that the employees in the higher income bands 

(with a monthly income over 150,000 rupees) are prone to lavish consumption 

patterns. It is understood that, the more you earn the more prevalent you are to 

own a luxurious unique house to showcase status.  

 

Conclusion 

The results of the study enabled examining decorative consumption patterns in 

Colombo office workers in the case of houses. The fact that different push-effects 

towards exhibitionism could be analyzed separately enables identification of 

fundamental behavioral differences and affiliations pertaining to different socio-

demographic cohorts.  

The research suggests that there is a significant tendency to own/live in a house 

as a “show-casing device” by their purchasers over and above their mere purpose 

of gaining shelter for habitation. Quite unexpectedly, younger employees were 

found more “decorative” in terms of snobbism. Such behavioral patterns 

showcase youngsters’ preference towards rare expensive things, even though it 

is a very big investment for an employee in the age band of 15 – 30.  

While employees earning higher monthly incomes showcased a higher tendency 

towards decorativeness in houses in terms of conspicuousness and snobbism, 

lower income earners showcased the opposite. Such results could be owing to 

budget constraints inclusive of other important expenses undergone by low-

income earners such as basic needs for a daily living.  

The results revealed a curious tendency towards decorativeness in men vis a vis 

women, as they showed a higher preference towards both the effects snobbism 

and conformism than women. It is therefore evident that, men spend more on 

luxurious houses to be exclusive and to get peers’ attraction even though females 

are generally believed to be more exhibitionists.   

The results of the research could be considered impeccable for professionals in 

the fields of architecture, interior designing and planning as this reveals interests 



Contemporary Studies 

 

41 
 

and intuitive behind owning luxurious houses among employees under different 

socio-demographic cohorts and it would be useful especially for architects to 

understand the drivers and the purposes behind building big houses to perform a 

perfect job on their task. 

Keywords: Conspicuousness, conformism, decorative consumption, socio-

demographic affiliations, snobbism.  
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Introduction 

The exchange rate indicates the national currency's price in respect 

to foreign ones. The exchange rate changes from time to time in currency market. 

The Balance of Payment (BOP) shows various perspectives of country’s 

international economic situation. Also it presents the international financial 

position of a country. Exchange rate has an impact on a country’s BOP 

(Alawattage, 2011). It also tells us how many goods and services the country has 

been exporting and importing and whether the country has been borrowing from 

or lending money to the rest of the world. BOP keeps the complete record of a 

country trade, net foreign assets, imports and exports of goods, financial transfer 

and financial capital. In Sri Lanka, it is difficult to maintain a stable exchange 

rate, because exchange rate is determined by the demand and supply of the 

currencies. The country has failed to increase its exports significantly 

(Somarathne, 2016). Thus, it affects to the BOP and can have balance of payment 

crises. The study therefore aims to identify the variables that cause BOP 

fluctuations and find out if exchange rate has had any significant impact on the 

external sector (BOP) of Sri Lankan economy. 

The general objective of this research is to analyze the dynamics of exchange rate 

influencing the BOP in Sri Lanka. The specific objectives are to find out the 

relationship between exchange rate and the BOP, to find out the reasons, which 

influence exchange rate, to identify solutions if the relationship between BOP and 

exchange rate create adverse effect to the Sri Lankan economy. 

 

Methodology 

This study has focused on secondary data and time series data. The results of this 

study were obtained by using Microsoft excel and E- views. This study focuses 

on BOP as the dependent variable and exchange rate (EXR) as the independent 

variable. Based on the theoretical background this research estimates the 

following function.  
 

 BOP = f (EXR, IM, EX)  

Where;  BOP is Balance of Payment, EXR is exchange rate, IM is total import 

and EX is total export. To calculate the balance of payment in this study 

mailto:yasirod123@gmail.com


Strengthening Economic Resilience for Inclusive Growth  

Sri Lanka Economics Research Conference 2017 

46 

  

is followed the methodology used by Odili (2014). Odili calculated the 

BOP by dividing total export from total import (X/M). 
 

The econometric model of Auto Regressive Distributed Lag (ARDL) is used to 

understand the relationship between the dependent and independent variables. In 

ARDL integration technique does not need pretests for unit roots tests ARDL 

cointegration technique is preferable when dealing with variables that are 

integrated of different order, I(0), I(1) or combination of the both and, when there 

is a single long run relationship between the variables in a small sample size. In 

this study first should look at the time series properties of the data and analysis 

the ARDL that none of the variables should be more than I (1). All the data were 

in log form. Unit root test was done to make sure none of the variables integrated 

of the order two or higher, and that will violate the principle of ARDL.   

lnBOP=α0+∑ 𝛼1𝛥 ln 𝐵𝑂𝑃𝑡−1
𝑝1
𝑘=1 +∑ 𝛼2𝛥 ln 𝐸𝑋𝑅𝑡−1

𝑝2
𝑘=1 +

∑ 𝛼3𝛥 ln 𝐼𝑀𝑡−1
𝑝3
𝑘=1 +∑ 𝛼4𝛥 ln 𝐸𝑋𝑡−1

𝑝4
𝑘=1 +λ𝐸𝑡−1+ß1𝛥 ln 𝐵𝑂𝑃𝑡−1+

ß2𝛥 ln 𝐸𝑋𝑅𝑡−1+ß3𝛥 ln 𝐼𝑀𝑡−1+ß4𝛥 ln 𝐸𝑋𝑡−1+µ𝑡  (1) 

where;  Δ lnBOP is the difference of the balance of payment. Δ 

lnEXR is the difference of the exchange rate.Δ lnIM is the difference 

of the total import. Δ ln EX is the difference of the total export. 

𝛼1,𝛼2,𝛼3,𝛼4  Are short run coefficients and ß1, ß2ß3,ß4 are long run 

coefficients of balance of payment, exchange rate, total import, and 

total export. 𝐸𝑡−1 Is the error correction term for one period and λ 

is the adjustment coefficient, it shows the error generation in one 

period correlation with the following period. µ𝑡 is the stochastic 

error term. 

 

Results and discussion  

R-square shows the percentage of the response variable variation that is explained 

by the model. In general, the higher the R-square, the better the model fits. In this 

model the R-square is 0.98 and it implies that this model is significant.  The 

Durbin Watson statistic, it is the number that shows the autocorrelation in the 

residuals from a statistical regression analysis. Autocorrelation shows 

mathematical representation of the degree of similarity between a given time 

series and a lagged version of itself over successive time intervals. Durbin 

Watson statistic is always between 0 and 4. A value of 2 means that there is no 

auto correlation in the sample. In this research the Durbin Watson statistic is 2.1 

and through that we can say there is no autocorrelation in the model. The F-

statistics (266.072 [0.000]) measuring the joint significance of all repressors in 

the model are statistically significant at the 5 percent level of significance.  

 

 

http://www.investopedia.com/terms/a/autocorrelation.asp
http://www.investopedia.com/terms/r/regression.asp
http://www.investopedia.com/terms/a/autocorrelation.asp
http://www.investopedia.com/terms/t/timeseries.asp
http://www.investopedia.com/terms/t/timeseries.asp
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 Table 1 Estimated long-run coefficient ARDL model 

Variable Coefficient Std.Error T-statistics P-Value 

C 0.0610*** 0.0290 2.0490 0.0459 

LN EXR -0.1146*** 0.0403 -2.8439 0.0065 

LN IM -0.7108*** 0.0246 -28.8036 0.0000 

LN EX 0.7205*** 0.0349  20.6186 0.0000 

F-statistic 266.0722    

Prob(F-statistic) 0.0000    

R-squared 0.9851    

Adjusted R-squared 0.9814    

Durbin-Watson stat 2.1508       

Note: *, ** and *** represent statistical significance at 10%, 5% and 1% respectively. 
 

According to the test it is clear that there is a relationship between exchange rate 

and the balance of payment and also important to understand the facts that affect 

exchange rate in Sri Lanka and should understand the appropriate 

macroeconomic policies to stabilize exchange rate and balance of payment 

condition in Sri Lanka. The exchange rate should find its equilibrium level to 

make the balance of payments position achievable. Foreign private investment, 

which includes foreign private direct investment is an important component of 

aggregate investment, thus it must be encouraged in Sri Lanka. Thus, 

macroeconomic policies designed to bring about low inflation, achievable 

balance of payments position and stable exchange rates will go a long way to 

encouraging foreign private investment in Sri Lanka. 

 

Conclusion 

The main objective of this study was to analyze the impact of exchange rate 

differences on the balance of payment in Sri Lanka. In this study, the econometric 

model of Auto Regressive Distributed Lag is used to understand the relationship 

between the dependent and independent variables. The results showed that 

exchange rate has a significant relationship with balance of payment.  Foreign 

exchange rate provides a window to its economic stability. Today Sri Lanka 

adopted a flexible exchange rate regime, where the Exchange Rate is determined 

by the demand and the supply of the foreign exchange. In Sri Lanka, low earning 

of foreign exchange depreciates the exchange rate. So that polices should be 

focused to discourage import to the country and promote export promotion 

programmes. This can be the way to improve the balance of payments position 

in Sri Lanka. 

Keywords: Balance of Payment, exchange rate, export, import.  
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Appendix    

Table 1-Unit roots and stationary tests results 

variable Level 1st Difference  Integration 

BOP -4.361*  I(0) 

EXR -3.55**  I(0) 

Import -2.512 -8.825* I(1) 

Export -2.051 -8.63* I(1) 

Note: *, ** and *** represent statistical significance at 10%, 5% and 1% respectively. 
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Introduction 

The Bank for International Settlements (BIS) – Central Banker’s Bank, located 

in Basel, Switzerland produced new set of banking regulations to avoid – at least 

minimize – the danger of another financial and economic crisis. The Basel 

Committee on Banking Supervision (BCBS) has collectively reached an 

agreement to reform to strengthen global capital and liquidity rules with the goals 

of promoting a more resilient banking sector which is being referred to as “Basel 

III”. After financial crisis, Basel committee has revised Basel II and introduced 

Basel III with the intention of strengthening the global capital framework, capital 

conservation buffer, countercyclical buffer, leverage ratio, global liquidity 

standards and risk coverage.  

"Basel III" is a comprehensive set of reform measures, developed by the BCBS, 

to strengthen the regulation, supervision and risk management of the banking 

sector. (Bank for International Settlements, 2015). BIS emphasized that the credit 

losses and write downs come out from retained earnings, which is a part of bank’s 

tangible common equity base, inconsistency in the definition of capital across 

economies and lack of disclosure were main roots in the crisis situation made 

worse due to lack of quality and quantity of capital base (Bank of International 

Settlements, 2015).   

Therefore, the BCBS clearly presents the definitions for the total regulatory 

capital through Basel III accords as Tier I capital: Going-concern capital and Tier 

II Capital: Gone-concern capital. To improve market discipline, the transparency 

of the capital base will be improved, with all elements of capital required to be 

disclosed along with a detailed reconciliation to the reported accounts. In this 

context it is very important to get to know how far Sri Lankan banks could be 

able to implement Basel II and the success they achieved in implementing Basel 

III accords especially on the capital adequacy criteria. 

This research aims to analyze Basel III implementation to understand the present 

state and to identify the challenges faced by the local banking industry. The 

evidence is useful to assess the level of readiness of the local banking sector to 

face financial instability.    
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Methodology  

This study compares the three most important Capital Ratios of banks. These 

ratios are Total Capital Ratio, Tier I Capital or Core Capital Ratio and Common 

Equity Capital Ratio. The study gathers these information from 2011 to 2016 and 

examine timely changes within the period in question. The Basel III accord 

started its implementation process in Sri Lanka in 2011 and that justifies the 

selection of time period. The sample of banks includes Bank of Ceylon, Peoples’ 

Bank, Sampath  Bank, Commercial Bank, Hatton National Bank and Seylan 

Bank. These six banks are considered the Systemically Important Banks (SIBs) 

in the Sri Lankan banking industry because they represent 75 per cent of the total 

commercial bank assets, 63 per cent of the banking sector assets, and 36 per cent 

of the entire financial system’s assets (CBSL, 2013). An extended analysis done 

through the calculation of industry bench mark where the all SIBs of Sri Lanka 

has been included in the sample.  To calculate the three ratios introduced above, 

information given in the annual reports of respective banks for the period from 

2011 to 2016 were used.  

 

Results and discussion  

Total Capital ratio indicates relationship between total capital base and the risk 

weighted assets of the bank. According to Basel III, the minimum required level 

of total capital ratio is 8 percent. The highest average level of total capital ratio, 

14.52 percent, for the banking industry was recorded in 2014. But it has declined 

to 13.65 percent in the end of 2016. However, the industry bench mark is still 

above the minimum required level.  
 

Table1 Total Capital Ratio  

Name of the Bank  2011 2012 2013 2014 2015 2016 

Bank of Ceylon  10.88 11.45 12.10 13.55 13.07 12.34 

Peoples’ Bank  14.82 14.00 14.98 14.30 12.60 12.09 

Commercial Bank  13.01 13.84 16.93 16.22 14.28 15.89 

Hatton National 

Bank  
14.51 16.60 16.62 14.83 12.70 15.27 

Sampath Bank  11.45 13.61 14.22 13.62 12.26 12.87 

Seylan Bank  14.57 14.37 15.75 14.73 12.87 13.18 

Industry Bench 

Mark  12.92 13.66 14.52 14.52 13.03 13.65 

Basel III Threshold  8.00 8.00 8.00 8.00 8.00 8.00 

Source: Author's calculations 
 

Tier I capital ratio provides the association between Tier I capital to risk weighted 

assets of the bank. The minimum level of the ratio expected by the Basel III 

ranges from 4.50 percent to 6 percent. Even though the industry bench mark is 
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above the minimum required level, the Tier I capital ratio has declined to 10.02 

percent in 2016. It was the lowest value reported during the period in question.  

The industry bench mark of tier I capital ratio was around 11percent but shows a 

slight decrease at the end of the period. Seylan Bank, Hatton National Bank and 

Commercial Bank were above the industry bench mark while two state banks 

along with Sampath bank were below the industry bench mark.  
 

Table 2: Tier I Capital Ratio 

Name of the Bank  2011 2012 2013 2014 2015 2016 

Bank of Ceylon  7.75 8.26 8.40 9.50 9.10 8.70 

Peoples’ Bank  9.62 9.75 10.39 10.90 9.90 9.80 

Commercial Bank  12.11 12.63 13.30 13.07 11.55 11.56 

Hatton National 

Bank  

12.76 13.90 12.95 12.15 10.53 11.20 

Sampath Bank  10.24 11.80 10.08 8.83 7.90 8.31 

Seylan Bank  14.22 14.36 14.58 13.75 12.24 10.74 

Industry Bench 

Mark  10.64 11.16 11.12 11.33 10.02 10.02 

Basel III Threshold  0.00 0.00 4.50 5.50 6.00 6.00 

Source: Author's calculations 
 

Common Equity Ratio provides the fraction between common equity to risk 

weighted assets. The ratio has reported a sharp decline to 10.61 percent in 2015 

from 13.61 percent in 2013. It was revealed that many banks were failed to 

compile and record their common equity capital.  

It is evident that all systematically important banks in Sri Lanka have achieved 

the minimum capital requirements imposed by the Basel III accords.  

Challenges: Calculation of common capital by banks are at unsatisfactory level. 

Hence, banks should be guided to compile and record them continuously.  

 

Conclusion  

Sri Lankan commercial banks successfully fulfilled the Basel III capital adequacy 

requirements in terms of the total capital ratio, common equity ratio and the tier 

one capital ratio. After 2014 the industry bench marks of the capital ratios 

recorded a slight decline. Bank of Ceylon, Peoples’ Bank and Sampath Bank 

recorded their average of capital ratios below the industry bench mark during the 

period in question. Commercial Bank, Hatton National Bank and Seylan Bank 

recorded their averages higher than the industry bench marks during the same 

period. The capital adequacy of the banking sector matters when managing 

sudden financial shock. This analysis confirms that the SIBs of the Sri Lankan 
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banking sector could able to manage the Basel III capital adequacy requirements 

at the end of year 2016. 

Keywords: Basel III accords, capital adequacy, economic and financial crisis, 

financial regulations. 
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Introduction 

International trade refers to the exchange of capital, goods, and services across 

international borders or territories. It is a crucial factor because, in most countries, 

such trade represents a significant share of gross domestic product (GDP). The 

paradigm of interconnectedness continues to hold command in today’s global 

community (Edirisinghe, 2017). International trade and international logistics 

involve activities related to the global exchange of goods and services to satisfy 

needs. These activities include acquiring, developing and managing physical, 

financial, and human resources. International trade has existed throughout history 

as evident in concepts such as Uttarapatha, Silk Road, Amber Road, Scramble 

for Africa, Atlantic Slave Trade, and Salt Roads. With globalization, the 

international trade became a very complicated and fast evolving phenomenon. 

Logistics competence became one of primary key performance indicator (KPI) in 

international trade. This combination today has a high economic, social, and 

political importance. When a firm or an individual buys a good or a service 

produced more cheaply abroad, living standards in both countries increase 

(McDonald, 2017).  

Logistics make a major impact on economic activity in any country (Edirisinghe, 

2013). Logistics performance both in international trade and domestically is 

central to the economic growth and competitiveness of countries, and the logistics 

sector is now recognized as one of the core pillars of economic development 

(Arvis et al., 2016). The quality of logistics services—trucking, forwarding, and 

customs brokerage—is also central to trade efficiency (Edirisinghe & 

Jayathilake, 2014). Achievement of economic growth of Sri Lanka is expected 

through five hubs concept –namely, Maritime, Aviation, Commercial, 

Knowledge and Energy Hubs (Edirisinghe & Muller, 2013). Logistics is about 

managing the activities along a supply chain, from procuring materials to 

delivering finished goods. Logistics support effective and efficient supply chain 

management by integrating the flow of materials and goods from the initial 

purchase of raw materials through to final delivery of a product to customers. 
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Therefore, the competence in logistics plays a significant role in international 

trade thus satisfying customers globally. 

A trade supply chain is only as strong as its weakest link. Progress in one area 

cannot always offset a lack of progress elsewhere. The policymakers must 

strengthen the weakest links with targeted development interventions. The 

container shipping, led to greatly reduced transport costs, and supported a vast 

increase in international trade. The management of container fleets, regardless of 

type and size, is a rather costly operation (Lagoudis et al., 2010). From 1981 to 

2009, global transport of containerized cargo increased approximately 3.3 times 

faster than the world’s GDP (UNCTAD, 2011). It paved the way for hub and 

spoke mechanism. With major shipping traffic flowing through the Indian Ocean 

region and growing by up to 10 percent a year, it is paramount that ports can 

handle cargo efficiently and effectively to ensure minimal turnaround times. Sri 

Lanka’s geographic location is an unmatched advantage although it is not the 

only factor that future maritime stakeholders will be interested on. There are 

many lessons that could be learnt from neighbouring countries particularly, 

Singapore.  

It is acknowledged that more than 90 percent of global trade is carried by sea 

(Edirisinghe et al., 2015). Shipping is a derived demand of international trade in 

economic terms. (Edirisinghe & Ratnayake, 2015). The container help reduces 

the global supply chain cost (Edirisinghe, Jin, & Wijeratne, 2016 b).  Sri Lanka 

is strategically located in Indian ocean proximity to East-West main sea lane. 

This has made the country influential in international trading for many countries. 

Sixteen out of world’s top twenty shipping lines have their presence in port of 

Colombo. The Greater Indian Ocean region stretching eastward from the Horn of 

Africa past the Arabian Peninsula, the Iranian plateau and the Indian 

subcontinent, all the way to the Indonesian archipelago and beyond, will be the 

centre of global conflicts, because most international business supply will be 

conducted through this route (Kaplan, 2011). This has created highly beneficial 

international trading environment for its stakeholders. Road transportation counts 

for more than 90 percent of the land transport in the island and covers more than 

12,000 km of A and B class roads (Edirisinghe & Rodrigo, 2015). However, 

traffic congestion particularly in and around ports is a serious problem for 

trucking companies and comes at a high cost (Edirisinghe & Zhihong, 2014). 

Since the freight rates are comparatively lower the trading partners are at an 

advantage among their competitors. With many shipping lines are attracted to 

offer services in Colombo the exporters and importers have multiple sailing 

opportunities to and from Sri Lanka. Given the geographic factor that the country 

is located very close to an economic giant -India a substantial volume of Indian 

exports and imports are routed via Colombo. There is a tremendous pressure on 
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reducing logistics cost and carbon footprint (Edirisinghe & Zhihong, 2016 a). 

These factors provide a reasonable insight to the complex nature of logistics 

impact in the international trade. 

The purpose of this study was to examine the influence of logistics competence 

in international trade with special reference to Sri Lanka. This paper discusses 

the factors with respect to the contemporary view of logistics competence. It 

intends providing the policy makers to see the need to implement coherent and 

consistent policies to foster seamless and sustainable supply chain operations as 

an engine of growth.  

 

Methodology 

The study draws attention on the analytical components of Doing Business 

reports of the World Bank and the International Finance Corporation, the Global 

Competitiveness Report of World Economic Forum, and Connecting to Compete 

Report of the World Bank.  The study compares these data with many other 

domestic sources such as Central Bank of Sri Lanka, Export Development Board, 

Chambers of Commerce of Sri Lanka. It considers the views and data published 

by the United Nations, World Customs Organization, and many industry 

publications. The study employed both quantitative and qualitative methods to 

collect data. Accordingly, researcher conducted interviews with fifteen senior 

officers of various trade associations such as Sri Lanka Shippers Council, Ceylon 

Chamber of Commerce, Ceylon Association of Shipping Agents, Sri Lanka 

Customs and Board of Investment of Sri Lanka. The analysis is mainly the 

comparison of international rankings based on results of the desk research carried 

out into literature relating to the subject matter available in the public domain. 

The analysis comprised of multiple years under one source as well as single year 

(or average) under multiple sources/components. 

 

Results, discussion and conclusion 

The connecting to compete report considers six pillars in evaluating the logistics 

performances in a country namely, infrastructure, logistics quality and 

competence;, customs, international shipments, tracking and tracing, and 

timeliness. The consolidated outcome reflects the global perception on the overall 

logistics performance of a country and termed as logistics performance indicator 

(LPI). It is a crucial point to be noted and alarmed that Sri Lanka is not included 

in the LPI for the year 2016. However, the report provides the LPI results across 

four editions 2010, 2012, 2014, and 2016 in the absence of LPI results for 2016 

per say.  Table 1 illustrates the LPI of the South Asia region that provides a 

comparison of the logistics competence in Sri Lanka taking these results into 

consideration. 
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Table 1 South Asia’s world rank in logistics performance - LPI results across four 

editions 2010, 2012, 2014, and 2016 – (No. of countries evaluated 167) 

Indicator  
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Customs 46 66 79 104 83 151 134 146 

Infrastructure  45 70 123 105 85 133 153 163 

International Shipments 38 62 103 77 118 129 122 152 

Logistics Quality & 

Competence 

38 73 67 93 98 147 124 156 

Tracking and Tracing 42 74 82 99 102 116 141 165 

Timeliness 45 75 87 86 130 119 150 154 

Logistics Performance 

Indicator (LPI) 

42 69 86 91 100 136 140 160 

 

 

Table 2 Trends of certain key influential factors for maritime logistics in Sri Lanka 

 2011-

2012 

2012-

2013 

2013-

2014 

2014-

2015 

2015-

2016 

No of Countries surveyed 142 144 148 144 140 

Non-tariff barriers 105 101 105 105 92 

Trade tariffs 125 124 125 117 138 

Burden of customs procedures 54 59 70 69 59 

Infrastructure 60 62 73 75 64 

Macroeconomic environment 116 127 120 114 115 

Higher education and training,  66 79 62 72 66 

Goods market efficiency 41 57 37 39 51 

Labor market efficiency,  117 129 135 135 130 

Financial market development 45 42 41 47 51 

Technological readiness,  85 89 93 94 93 

Market size 67 64 61 61 61 

Business sophistication,  32 31 34 39 44 

Innovation 42 58 49 46 43 

GCI rank 52 68 65 73 68 

 

Table 2 provides the trends of certain key factors that may impact logistics 

performance of Sri Lanka. Since the international trade is predominantly 

controlled by the shipping industry these facts are highly important to maritime 

logistics to Sri Lanka. The rankings are based on five reports published by the 

World Economic Forum (WEF), Geneva. The objective of WEF is to provide a 
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more refined assessment of the drivers of competitiveness, based on latest 

research and empirical evidence and using newly available datasets. 

There is a key difference between domestic and international trade as the factors 

of production such as capital and labour are characteristically more mobile within 

a country than across countries. Trade in goods and services can serve as a 

substitute for trade in factors of production. Instead of importing a factor of 

production, a country can import goods that make intensive use of that factor of 

production and thus exemplify it. As explained the strategic hub status of Sri 

Lanka earlier Table 3 illustrates the share of transhipment volumes handled in 

Colombo for last six years.  

The recognition of this strategic importance of Sri Lanka in the Indian Ocean, 

especially with the increasing ocean routes in this region, has received 

considerable attention by India. China-India, though have fundamental 

differences politically, has shown close corporation with Sri Lanka by agreeing 

to work towards bi-lateral investment and trade cooperation. Table 3 provides 

analysis the key outcome of Sri Lanka’s locational advantages in shipping sector.  

The Indian Subcontinent with 15 major ports will certainly have increased traffic 

and demand will grow for upgraded port infrastructure and equipment. Simply, 

Sri Lanka needs to grow as the centre point in the SAARC and that of East Asia 

and Middle East. Sri Lanka has enormous potential as a maritime nation in the 

Indian Ocean that should be leveraged. 
 

Table 3 Container transhipment volumes handled in Colombo (in TEUs) 

   Type 2011 2012 2013 2014 2015 2016 

T
ra

n
sh

ip
m

en
t 

 

Laden 2766086 2717246 2855514 3278475 3395328 3873272 

Empty 357742 347521 352603 421235 492993 481989 

Sub 

total 

3123828 3064767 3208117 3699710 3888321 4355261 

T
o

ta
l 

h
an

d
li

n
g

 

  

Laden 3561674 3490696 3625098 4098284 4269749 4820622 

Empty 701213 696424 681108 809631 915718 914301 

Sub 

Total 

4262887 4187120 4306206 4907915 5185467 5734923 

Transhipment 

as a share of 

total 

throughput 

73% 73% 74% 75% 75% 76% 

 

Infrastructure and international shipments show poor rankings in the LPI results 

which should be the priority for policy makers to attend. Boarder management is 

one strong pillar in effective maritime logistics. It was hypothesised that there 

https://en.wikipedia.org/wiki/Labour_economics
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should be a transparency in the present regulatory system with respect to logistics 

and transport. Some government officers in Sri Lanka create more barriers than 

what is legitimately provided by the regulatory framework; International trading 

environment should be made totally free from the obsolete trading regulations; 

the bureaucratic discretion can be clearly observed in customs (i.e. “ At the 

discretion of the officer”); Sufficient decentralization, strong financial controls 

and public accountability is required for better performance in trade; and effective 

enforcement mechanisms of the concessions offered to international trade is 

required. 

The international rank of Sri Lanka’s higher education and training, is lagging at 

66 from 2011 to date. Similarly, the labour market efficiency is recorded a decline 

from poor 117th position to 130. Both these indicators provide an alarming 

situation with regard to the quality of employees. Logistics professionals need 

strong analytical skills and understanding of innovative technologies. Skills in 

information technology, RFID and automation etc. is now a prerequisite for a job 

in maritime logistics. Transportation and logistics managers need to work 

together with governments to make sure there are programmes in place to train 

future employees. Government organizations such as National Apprentice and 

Industrial Training Authority (NAITA) already identified this requirement and 

positively engage in the process of validating minimum skill requirements for 

employments in the logistics and supply chain area. More effective market 

awareness through educational institute is required for better results. This needs 

long term planning by the authorities. Logistics and transport should be 

introduced in the school curriculum at the secondary education level.  

Keywords: International trade, logistics, shipping 
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Introduction 

A historical study by Rowntree (1901) explained poverty as the lack of income 

to fulfill the minimum necessities for physical efficiency. After that many studies 

such as Adrian and Ferguson (1987), Sen (1999), Laderchi (2001), Siddhisena 

and Jayathilaka (2006), Gunewardena  et al(2007) and Newhouse et al. (2016) 

found that educational attainments, employment status, household size, 

geographical location, access to basic services and ethnicity as the key 

determinants of absolute poverty in many developing countries. Especially, De 

Silva (2008), Adam and Jane (1995) and Rodriguez and Smith (1994) stressed 

that additional year of schooling reduces the probability of being poor. Similarly, 

De Silva (2008), Gunewardena et al (2007) and Newhouse et al. (2016) 

highlighted that poverty in estate and rural sectors are significantly higher than 

that of urban sector. Apart from that, Adam and Jane (1995), Grootaert (1997), 

De Janvry and Sadoulet (2000) and Mukherjee and Benson (2003) revealed that 

poverty is considerably low when the head of household is a wage employee. 

However, all these studies have categorized poverty status as ‘poor’ and ‘Non-

Poor’ without considering the disparities within each group. Thus, the current 

study categorized poverty status into four groups and attempts to quantify the 

impacts of urban sector on poverty in Sri Lanka.  

Despite the Western province is the highest urbanized region of Sri Lanka, urban 

sector has distributed across all the districts. The urban sector provides more 

facilities to its inhabitants to smoothen their life style compared to rural and estate 

sectors. Thus, urban sector has become a crucial factor of determining the level 

of poverty. Sri Lanka had the fastest expansion of urban area relative to urban 

population in comparison to other countries in the region, as measured using 

nighttime lights data. Therefore, it is crucial to examine the impact of urban sector 

on poverty in Sri Lanka in order to provide updated policy recommendations. 

Scholars such as Mathur (2014), Zhang et al. (2010) and Tacoli et al. (2015) 

examined the impact of urban sector on poverty in different countries and have 

ended up with mixed results.  

Similarly, the mentioned studies have used traditional two level of poverty status 

(Poor and Non-poor), ignoring the higher disparity within poor and non-poor 

groups. Therefore, the current study attempts to overcome the weakness attached 

to the literature by addressing the highlighted issues.  The main objective of the 

mailto:ravindra.deyshappriya@rmit.edu.au


Strengthening Economic Resilience for Inclusive Growth  

Sri Lanka Economics Research Conference 2017 

62 

  

study is to quantify the impact of the urban sector on poverty level in Sri Lanka 

and calculate the probability of being extreme poor, poor, vulnerable non-poor, 

and non-poor, and examine how the probabilities attached to the urban sector are 

different from rural and estate sectors. Next sections of the paper include 

methodology and findings followed by conclusions.  

 

Methodology 

The current study is based on the data from Household Income and Expenditure 

Survey (HIES) which covered 20,540 households and was conducted by the 

Department of Census and Statistics of Sri Lanka in 2012/2013. The study 

employed Ordered Probit Model along with Growth Elasticity of Poverty in order 

to achieve the highlighted research objectives.  

The ordered probit model was utilized to overcome the weakness attached to 

standard probit model which captures only the traditional two ways of poverty – 

Poor and Non-Poor.  

                         𝑦𝑖
∗ = 𝑥𝑖𝛽 + 𝑢𝑖…………………………..(01) 

Where 𝑦∗ is a discrete variable which can take any value from 1- 4 which 

indicates the different poverty levels as follows: 

Extreme Poor (𝑦∗
𝑖

= 1): if the household’s monthly expenditure is less than or equal 

to half of official poverty line16. (HH expenditure≤ 𝑅𝑠. 7067) 

Poor (𝑦∗
𝑖

= 2): if the household’s monthly expenditure lies between half of official 

poverty line and official poverty line. (𝑅𝑠. 7067 <HH 

expenditure≤ 𝑅𝑠. 14134)  

Vulnerable Non-Poor (𝑦∗
𝑖

= 3): if the household’s monthly expenditure lies 

between the official poverty line and 1.5 times the official poverty 

line. (𝑅𝑠. 7067 <HH expenditure≤ 𝑅𝑠. 21201)  

Non-Poor (𝑦∗
𝑖

= 4): if the household’s monthly expenditure is higher than 1.5 times 

the official poverty line. (HH expenditure> 𝑅𝑠. 21201)  

Growth Elasticity of Poverty (GEP) indicates the percentage change in a poverty 

indicator due to one percent change in per capita income. Most of the studies have 

incorporated Poverty Headcount Index to calculate the Growth Elasticity of 

Poverty.  

Growth Elasticity of Poverty =
%  Change 𝑖𝑛 𝑃𝑜𝑣𝑒𝑟𝑡𝑦 𝐻𝑒𝑎𝑑𝑐𝑜𝑢𝑛𝑡 𝐼𝑛𝑑𝑒𝑥

% Change in Per Capita Income
 

This study also calculated sectorial GEP in order to examine how growth of per 

capita income in the urban sector affects the poverty level.  

 

 

                                                 
16 The used official poverty line is Rs. 3624 (HIES, 2012/13). However, the official 

poverty line for household was calculated by multiplying the official poverty line by 

average household size of 3.9 (HIES, 2012/13). 
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Table 1 Ordered Probit Model estimation 

 
 

 Variables Coefficients Robust 

Standard 

Error 

Marginal Effects (%) 

Extreme 

Poor 

Poor Vulnerable 

Poor 

Non-Poor 

Age 

Age Squared 

HH Size 

0.012*** 

0.000*** 

0.401*** 

0.005 

0.000 

0.010 

-0.01** 

0.00*** 

0.20*** 

-0.11*** 

1.34E-

03*** 

3.64*** 

-0.23*** 

2.7E-

03*** 

7.48*** 

0.35*** 

-4.E-

03*** 

-11.27*** 

Sector (Estate) 

Urban 

Rural 

0.478*** 

0.18*** 

0.060 

0.056 

-0.20*** 

-0.06*** 

-3.37*** 

-1.51*** 

-8.13*** 

-3.28*** 

11.63*** 

4.85*** 

Gender (Female) 

Male 0.126*** 0.036 -0.10*** -1.21*** -2.37*** 3.63*** 

Ethnicity (Sinhala) 

SL Tamil 

IND Tamil 

SL Moors 

Burgher 

-0.26*** 

-0.006 

0.020 

-0.144 

0.031 

0.062 

0.043 

0.264 

0.14*** 

0.01 

-0.01 

0.07 

2.80*** 

0.05 

-0.17 

1.46 

5.01*** 

0.10 

-0.36 

2.75 

-7.96*** 

-0.16 

0.55 

-4.29 

Civil Status 

Married 

Widowed 

Divorced 

Separated 

0.424*** 

0.434*** 

0.205 

0.248*** 

0.067 

0.071 

0.139 

0.089 

-0.30*** 

-0.10*** 

-0.06** 

-0.10*** 

-4.70*** 

-3.10*** 

-1.57** 

-1.85*** 

-8.11*** 

-7.43*** 

-3.62 

-4.35*** 

1.31*** 

10.65*** 

5.25 

6.27*** 

Education (No Schooling) 

Primary 

Secondary 

Tertiary 

Degree or < 

0.406*** 

0.923*** 

1.628*** 

2.178*** 

0.046 

0.046 

0.062 

0.178 

-0.10*** 

-0.6*** 

-0.2*** 

-0.1*** 

-3.09*** 

-9.69*** 

-6.72*** 

-4.89*** 

-7.11*** 

-16.64*** 

-18.80*** 

-16.52*** 

10.31*** 

26.91*** 

25.76*** 

21.56*** 

Employment (Unemployed) 

Government 

Semi Gov. 

Private 

Employer 

Self Employ 

Fam. Work 

0.400*** 

0.307*** 

-0.15*** 

0.682*** 

0.028 

-0.045 

0.068 

0.087 

0.035 

0.119 

0.035 

0.225 

-0.1*** 

-0.08 

0.06*** 

-0.10*** 

-0.01 

0.02 

-2.73*** 

-2.19*** 

1.41*** 

-3.61*** 

-0.25 

0.43 

-6.76*** 

-5.28*** 

2.80*** 

-10.19*** 

-0.52 

0.85 

9.59*** 

7.55*** 

-4.26*** 

13.91*** 

0.78 

-1.30 

Agri Land (No Agri Land) 

Have Agri 

L. 

0.215*** 0.032 -0.10*** -2.21*** -4.10*** 6.42*** 

Disability (Head of HH is a Disable) 

No 

Disabilit. 

0.102*** 0.024 -0.10*** -0.91*** -1.89*** 2.85*** 

Remittances (No Remittances) 

   Have 

Remitt. 

0.449*** 0.045 -0.10*** -2.98*** -7.48*** 10.56*** 

Expen/Income 0.061*** 0.012 -0.10*** -0.55*** -1.14*** 1.72*** 

Ancillary parameters                                              Marginal Effects after Ordered 

Probit 

 

/cut1 0.4159 0.1562 0.0012` 0.0436 0.1561 0.7989 

/cut2 1.7578 0.1557     

/cut3 2.6168 0.1567     

Prob > chi2 0.0000      

Pseudo R2 0.2078      

Observations  20,536      
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Results and discussion  

The most focused and objective oriented variable of the Ordered Probit Model is 

“Urban” and the estimated coefficients indicate that the probability of being 

extremely poor, poor and vulnerable non-poor for a household in the urban sector 

is significantly lower than both the estate and rural sectors. Particularly, the 

probability of being extreme poor, poor and vulnerable non-poor for a household 

in the urban sector is lower by 0.2 percent, 3.4 percent and 8.1 percent 

respectively, compared to the estate sector. However, the probability of being 

extreme poor, poor and vulnerable non-poor for a household in the rural sector is 

lower only by 0.06 percent, 1.5 percent and 3.2 percent respectively, compared 

to the estate sector. Interestingly, the probabilities of being non-poor for 

households in the urban sector and rural sector are higher by 11.63 percent and 

4.8 percent respectively, compared to the estate sector. In fact, these estimates 

sufficiently prove that both the poverty level of the urban sector, and probabilities 

of being extreme poor, poor and vulnerable non-poor for households in the urban 

sector are significantly lower compared to both estate and rural sectors. Similar 

results have also been found by the scholars such as De Silva (2008), 

Gunewardena (2007) and Newhouse et al. (2016) in the context of Sri Lanka and 

however, their findings relied on two way poverty classification. 

Further, Figure 1 visualizes the average predicted probabilities of being extreme 

poor, poor, vulnerable non-poor and non-poor for the households in each sector. 

 

 
Figure 1 Average predicted probabilities of being extreme poor, poor,  

Vulnerable non-poor and non-poor for the households in three Sectors 
  

As the graph illustrates, the urban sector’s average predicted probabilities of 

being extreme poor, poor and vulnerable non-poor are 0.03, 0.17 and 0.18 

respectively, and these probabilities are significantly lower than the predicted 

probabilities for both rural and estate sectors. In contrast, the average predicted 

probability of being non-poor for the urban sector is 0.91, while the predictions 

for rural and estate sectors are 0.77 and 0.74 respectively. Therefore, both 
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marginal effect estimations and average predicted probability estimations clearly 

highlight that the probabilities of being extreme poor, poor and vulnerable non-

poor for the urban sector are remarkably low, while the probability of being non-

poor is significantly higher compared to the other two sectors. In fact, urban 

sectors provide sufficient economic opportunities such as better employment 

opportunities, access to financial markets, and other essential services to 

households compared to the rural and estate sectors. Consequently, income 

poverty measured by the Poverty Headcount Index is considerably low in the 

urban sector, while the urban sector permits very low probability of being poor 

for its inhabitance. 

The Growth Elasticity of Poverty (GEP) for urban, rural and estate sectors were 

calculated in order to further examine the impacts of urban sector on the poverty 

level of Sri Lanka.  
 

Table 2 Growth elasticity of poverty 

Sector Percentage Change in 

Per Capita Income 

(2002-2013/13) 

Percentage Change in 

Head Count Index 

(2002-2012/13) 

Growth 

Elasticity of 

Poverty 

Urban 245.45 -75.00 -0.31 

Rural 282.47 -68.00 -0.24 

Estate 326.94 -63.33 -0.19 
 

Table 2 indicates the GEP for each sector during the period of 2002-2013. As 

Table 2 summarizes, the urban sector has the highest GEP (-0.31) and it expresses 

that one percent increase in the urban sector per capita income during 2002-2013 

reduced the Poverty Headcount Index of urban sector by 0.31%. However, GEP 

for both the rural and estate sectors are -0.24 percent and -0.19percent 

respectively. Therefore, it is obvious that the rate at which growth translated into 

poverty reduction is considerably higher in the urban sector compared to the rural 

and estate sectors. 

 

Conclusion 

As results suggest, the probability of being extreme poor, poor and vulnerable 

non-poor for a household in the urban sector is lower by 0.2 percent, 3.4 percent 

and 8.1 percent respectively, compared to the estate sector. Interestingly, 

probabilities of being non-poor for households in the urban sector and rural sector 

are higher by 11.63percent and 4.8percent respectively, compared to the estate 

sector. According to the predicted probabilities based on the Ordered Probit 

model, the urban sector’s average predicted probabilities of being extreme poor, 

poor and vulnerable non-poor are 0.03, 0.17 and 0.18 respectively and these 

probabilities are significantly lower than the predicted probabilities for both rural 
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and estate sectors. In contrast, the average predicted probability for being non-

poor for the urban sector is 0.91 while the predictions for rural and estate sectors 

are 0.77 and 0.74 respectively. In fact, the reduced poverty level in the urban 

sector is mainly due to the higher level of employment opportunities and income 

generation activities compared to rural and estate sectors. Despite, urban-centric 

economic activities reduces the poverty level in urban sector, it widens income 

inequality across sectors. Thus, the study recommends to have well-planned 

urban sector which ensure more equal income distribution while reducing the 

level of poverty. In this regard it is necessary to pay special attention on 

malfunctioning urban sectors in the district such as Monaragala, Badulla and 

Mullaitiuve and provide appropriate infrastructure in order to expand economic 

activities. Similarly, any attempt of expanding urban areas should follow 

established environment regulations in order to mitigate pollution and other 

negative externalities.  

Keywords: Growth elasticity of poverty, Ordered Probit model, urban sector, 

poverty.  
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Introduction 

Middle East is the main destination for labor migration in Sri Lanka with over 93 

percent of the country’s labor flowing into the Middle Eastern region (SLBFE, 

2015). The challengeable lives experienced by the Sri Lankan women migrants 

in Middle East countries are seen and heard through media. Therefore, using a 

gender approach and the thematic case study method it was attempted to examine 

the factors influencing the decision to migrate and the impact it causes within the 

household and to the individual. This study is unique, because it links factors and 

consequences of migration to gender roles and gendered power relations that 

perpetuate inequities in migrant outcomes.   

 

Methodology 

This study follows Braun and Clerk’s (2006) method for thematic analysis. 

Thematic case analysis is suited for small projects/case studies using 6-10 

participants (Fugard & Potts, 2015). This approach recognizes six steps to 

conduct research and analysis; familiarization, generating initial codes, 

discovering, reviewing, defining and naming themes (Braun & Clarke, 2006).  

The primary data were gathered through fifteen (15) in-depth interviews from 

low-income male and female respondents, who are returned migrants from 

Kadaweediya North Grama Niladhari division in Panadura. The quantitative and 

qualitative data collected through the semi structured questionnaire were 

analyzed with the thematic analysis data coding techniques. 

 

Results and discussion  

The results of the study revealed that the major push factors for urban poor 

women’s migration are linked to their productive and reproductive roles. 

Respondents recognized insufficient income (to meet day to day expenses) and 

the general sense of vulnerability and impoverishment felt in relation to 

deprivation of assets (such as housing and education) as reasons for migration. 

These reasons are directly linked with the women’s’ productive role. The other 

important cause for female migration is the change to gender roles or added 
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responsibilities in their gender roles. Factors such as demise of partner, desertion, 

sickness or alcoholism of male-partner, old age care, indebtedness changed 

subsidiary roles women performed in the reproductive sphere to prominent roles 

in both reproduction (caregiving) and production (breadwinner) spheres.  

In addition, socio-psychological aspects such as mental stress, induced by home 

environments and the triple burden (Moser, 1993) were grounds for female 

migration. The major migration push factors for the urban poor male were 

insufficient income, unemployment and asset deprivation. Thus, male migration 

is a result of the males’ prominent role in productive sphere.  Partnered/married 

urban males migrated without any change to their gender roles in contrast to 

female migrants. Table 1 depicts the association between gender roles and the 

socio-economic factors influencing migration.  
 

 Table 1 Gender roles and causes of migration 

 

It was also found that the education levels and skill categories of migrants have 

a gendered dimension. In contrast to the female migrants, the male migrants 

chose work in semi-skilled job categories and have had attained on average a 

higher level of formal education or have gathered other marketable skills (as 

vehicle servicing skills, heavy vehicle operating skills etc.) than their female 

counterparts. Female migrants were limited to seek unskilled jobs as they 

possessed low levels of formal education and were unskilled. Most of the jobs 

the females are limited to involve paid care responsibilities and paid reproductive 

work (domestic work, nursing etc). These deficiencies between male and female 

human capital capabilities, eventually lead to different migrate experiences and 

differentiated access to resources.  

Gender role 
Factors influencing migration 

Female 

(%) 

Male 

(%) 

Productive sphere Insufficient Income, Poverty- Feeling 

poor/ self assessment of 

impoverishment,To uplift the family 

condition,  To construct house for 

dwelling, Indebtedness,  Lack of job 

opportunities. 

56.5 93 

Change in roles/added 

responsibilities/ 

(productive and 

reproductive) 

Partner’s alcholism,  Partner’s 

unemployment, Dissertation, Partner’s 

illness, To take care of parents, To 

finance caring responsibilities 

30.5 0 

Reproductive 

responsibilities 

To educate children 9 7 

Other Stress 4 0 

 Total 100 100 
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In comparison to pre-migration status, the economic impact of migration on both 

the male and female urban poor and on their households were positive in terms 

of increases in monthly income and progresses in household access to assets (in 

land, houses, gold, children’s education attainments etc). However, there is a 

clear gender wage gap in the migrant employment income which disfavours the 

migrant female over the migrant male. Female migrant returnees also reported 

increases in economic decision making powers and skill improvements, 

symbolizing empowerment and augmentations to their gender power relations.  

Urban poor retuned migrant females reported negative workplace experiences 

due to verbal, physical and sexual harassments, over work and irregular payments 

of salary. However, the grievances of urban-poor male migrants were by far 

limited to over working than other types of labor exploitations. These experiences 

are a direct result of the human capital variation between males and female 

migrants which enables the males to enter more formalized and regularized 

employment options.  

Considering the impact on the children due to the mother’s migration, it is clearly 

negative. When mothers migrate seeking employment, children were restricted 

to the care of grandparents or fathers. School going age children of female 

migrants reported absenteeism, school dropouts, irregular attendance and low 

academic performance. Similar finding have been cited by Ukwatta (2010) and 

Perera and Rathnayake (2013).  In contrast, the father’s migration did not have 

such visible impacts on children or their education attainment. Migration of the 

mother who lacks assistance in child care and other necessary long term care 

needs impact the welfare of other household members, especially that of children. 

Thus, the urban poor female migrant is forced to choose between her reproductive 

and productive roles in the case of her migration. 

In the post migration stage, urban-poor women migrants found it difficult to enter 

local labor markets and 90 percent of the returned migrant females were left 

unemployed. This induces future migration as unemployment is a push factor to 

urban poor female migration. In contrast, 80 percent of the male migrants were 

absorbed into local semi and skilled work categories as their Middle Eastern work 

experiences presented added advantage in the domestic markets for labor.  

 

Conclusion 

This study shows that factors driving urban poor migration have a gendered 

dimension. During and post migration impact on females and their households 

are specific and unique.  Thus, labour migration policy should take into 

consideration the gendered characteristics of the urban-poor push factors and the 

gendered nature of impacts. The state should also pay attention to human capital 

deficiencies in female migrants and enhance alternative employment 
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opportunities (local and domestic) for females. In addition, provisioning and 

financially assisting in long-term child care needs in female-migrant households 

will improve household well-being. 

Keywords: thematic analysis, urban poor migration, women’s migration,  
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Introduction 

With the global expansion, nowadays the importance of education has increased 

than earlier. Many people enter to education irrespective of their gender, race, 

ethnicity and even age. Sri Lanka is not an exceptional case in this context. The 

number of university entrants of the country increases annually sideline to 

population growth, therefore the demand for postgraduate studies has also gone 

up since last few years. Resulting state and private sectors are expanding the 

avenues for education competitively through introducing an array of programs so 

as to capture the increasing demand in the field. The competition has led many 

institutions to take an increased interest in student satisfaction as students are the 

key stakeholders in higher education. Institutions can also be benefited from 

student satisfaction in several other ways; for example, satisfied students are less 

likely to drop out, more likely to achieve higher grades and more likely to engage 

in positive word of mouth. Student satisfaction in higher education is influenced 

by many different factors in which quality of academic staff is one of the powerful 

facts that determine student satisfaction in higher education literature (Hill et al., 

2003; Douglus et al., 2006).  

Teaching is one of the main responsibilities of university academics and it greatly 

influences overall quality and image of the institute in long run. Research have 

found that lecturers performance in and outside of class is significant for 

enhancing students' loyalty and satisfaction (Abdullah, 2006; Banwet & Datta, 

2003; Douglas et al., 2006). As universities are in a business of providing higher 

education, classroom experience will be a primary determinant of student 

satisfaction (Wilkins & Balakrishnan, 2013). According to Hill et al., (2003) 

teaching quality has a significant effect on student satisfaction.  Douglas et al. 

(2006) found that both internal students and external students have ranked 

teaching ability of staff and experience of staff on the subject as most important 

factors of student satisfaction. A study conducted by Garcl and Aracil (2009) in 

eleven European countries found that teaching quality and teaching/learning 

materials have higher influence on student satisfaction. Wiers-Jensenn (2003) 

also reported a significant relationship between quality of teaching and student 

satisfaction in Norwegian higher education.  However, empirical literature on the 
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underline phenomenon in the Sri Lankan context is very limited and inconclusive.  

Thus, the objective of the study is to examine the impact of quality of academic 

staff on student satisfaction in state universities in Sri Lanka. 

 

Methodology 

The study is an applied, quantitative type deductive study which aims to examine 

the impact of quality of university academic staff on student satisfaction at 

selected state universities in Sri Lanka. Accordingly, student satisfaction works 

as dependent variable and quality of university academic staff works as the 

independent variable which is measured on four dimensions: lecturer’s 

knowledge, quality of delivery, support to the learning process and fair 

evaluation. Undergraduates of Rajarata University of Sri Lanka, Sabaragamuwa 

University of Sri Lanka, and Wayamba University of Sri Lanka were considered 

as the population of the study. The target population consisted with second and 

third-year management undergraduates and out of them 10 percent was selected 

as the sample based on simple random sampling technique. The study used a 

structured questionnaire that consists two sections. Section one consists of 

personal data of the respondent and the section two consists of 19 items on Likert 

type 5 scale to measure the key variables.  Questionnaires were distributed among 

respondents at the respective classrooms at the selected universities. The data 

were analyzed using SPSS 20 version statistical software. Confirmatory factor 

analysis was used to ensure the discriminant and convergent validities of the 

constructs. Face and content validity of the questionnaire was ensured through 

sound literature review and receiving comments from two subject experts in 

Rajarata University of Sri Lanka. An exploratory factor analysis was used to test 

the construct validity of the items included in the questionnaire. According to the 

factor analysis, the component extracted and KMO values were greater than 

standard level 0.7 and 0.5 respectively (Hair, 2008). All Cronbach Alpha values 

of the constructs were greater than the standard level 0.7 indicating that items 

used are internally consistent. Correlation and regression analyses were used in 

the data analysis.  

 

Results and discussion  

The demographic analysis shows that the majority in the sample was females 

(73%) and sample fairly consists of both second (46%) and third year (54%) 

students. Descriptive statistics indicate that academic staff of selected universities 

has a broader theoretical and practical knowledge in their specialization and 

quality delivering of lectures and fair evaluation. It implies that the lecturers teach 

interestingly, using understandable language, prepare well for lectures, allow 

students to raise questions during sessions and evaluate students fairly on 
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standardized methods. Further, students seek effective support from the academic 

staff throughout the learning process. The mean value of student satisfaction was 

3.7. It indicates that students of the universities are satisfied with the system. 

The association between independent and dependent variable were measured 

through the correlation analysis. According to the test correlation coefficients of 

broader knowledge, quality of delivery, support to the learning process and fair 

evaluation were 0.454, 0.421, 0.395 and 0.354 respectively and those were 

significant at 0.05 level. It delineates that broader knowledge, quality of delivery, 

support for learning process and fair evaluation are positively associated with 

student satisfaction.   

The multicollinearity test reveals that there is no multicollinearity issues among 

the independents variables as estimated the Variance Inflation Factor were ranged 

from 1.84 to 2.46 which are well below the critical value 10 (Hair,  2008). The 

problem of heteroscedasticity does not also exist in the data set as Durbin Watson 

value (1.78) gets closer to critical value 2. The explanatory power (adjusted R2) 

of the model is 28.6. It reveals that selected variables of the study have sufficient 

ability to explain the variation of student satisfaction.  
 

Table 1 Regression result 

Variable Regression Coefficient T Sig 

Constant 2.771 4.916 .000** 

Broader Knowledge  .363 4.539 .000** 

Quality of Delivery  .256 2.657 .008** 

Support for learning process .181 2.132 .034** 

Fair Evaluation  .067 .882 .378 
Dependent Variable: Student Satisfaction,** Significant at 0.05 level 

 

According to the regression result in Table 1, the coefficient of broader 

knowledge, quality of delivery, support for learning process are 0.363, 0.256 and 

0.181 respectively and significant at 0.05 level. Accordingly, changes of the 

aforementioned variable will lead to enhance student satisfaction at selected 

universities. However, the impact of fair evaluation on student satisfaction is not 

significant at 0.05 level. Thus, resulting change of student evaluation process 

does not make any significant impact on the student satisfaction.  

 

Conclusion and recommendations 

The study examined the impact of quality of academic staff on student 

satisfaction under four dimensions collecting data from 408 respondents covering 

three state universities of Sri Lanka naming Sabaragamuwa University of Sri 

Lanka, Rajarata University of Sri Lanka, and Wayamba University of Sri Lanka. 

The light of the results indicated that the impact of lecturer's broader knowledge, 

quality of their delivering process and supportive learning process have 

significant effect on student satisfaction.  These findings are aligned with 
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previous studies (Elliot & Shin, 2002; Hill et al., 2003; Navarro et al., 2003; 

Douglas et al. 2006; Garcl & Aracil, 2009; Voss, 2009). However, effect of fair 

evaluation on student satisfaction is not significant and the reason might be the 

fact that students feel fear to question about the evaluation process of lecturer 

during the learning period. Based on the findings study recommends academic 

staff in regional universities to concentrate their efforts in knowledge acquisition, 

enhancing lecture delivering quality and providing learning support to enhance 

student satisfaction. In this process, the required theoretical and practical 

knowledge about subjects can be taken from continuous reading and research 

process. Further quality of delivering lectures can be enhanced through teaching 

subject interestingly using understandable language, advanced preparation and 

allowing students to raise questions during sessions. Moreover, academic staff 

can help students in learning process providing quality learning materials, 

references and especially more personal contact hours for students. These 

practices of academies would help to keep students more interested and satisfied 

in the leaning process 

Keywords: Academic staff, broader knowledge, quality, satisfaction.  
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Introduction  

The relative magnitude of the citizen’s ownership of an economy could be a 

reflection of the economic sovereignty of a nation.  Hence, greater the 

sovereignty of a nation, the greater the ascendancy to conjoin the political reign 

and cultural roots to establish a country’s identity in the world (Pick, 2011). It is 

in this paradigm that comparative economic development of low and middle-

income nations may be analysed, where most such countries appear losing 

national ownership of their economy with the dawning of neoliberalism 

empowered by its prime agenda namely the economic openness.  

Most of the countries in the world opted for opening their economies in the 1980s.  

Sri Lanka stepped into this system by liberalising her economy in 1978, becoming 

the first South Asian country to open up its economy to the rest of the world. 

While the balance score card pertaining to this strategic shift could be viewed and 

perceived at different angles, this study attempts to look at its impact on the 

nation’s economic independence, a stated objective when the country gained 

political independence in 1948, and when it became a Republic in 1972.  

There exists a prodigious vacuum of literature in this domain in both local and 

international arena of research.  More importantly, there has not been conducted 

any systematic study with the major objective of perceiving the trends and 

magnitudes of national economies, including that of Sri Lanka, being affected by 

neoliberal economic strategies in respect of their economic sovereignty.  Hence, 

the objective of this study was to contribute towards filling this research gap by 

bringing in empirically grounded insights.  

 

Methodology  

The study was entirely based on time series secondary data for the period 

spanning from 1970 to 2016. The data were obtained from the Central Bank of 

Sri Lanka and World Development Indicators, published by the World Bank. 

Descriptive statistical trend analysis on macroeconomic variables such as Gross 

Domestic Product (GDP), Gross National Income (GNI), Net Factor Income from 

Abroad (NFIFA), Exports, Imports, Current Account Balance and Foreign Debt, 

was adopted as research methodology to derive inferences. 
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Results and discussion  

Trade Balance as a percentage of GDP remained negative for the past 46 years 

with some general fluctuations. However, in 1977 Sri Lanka actuated a 

significant milestone by reporting a positive Trade Balance of 1 percent, 

apparently bearing the very fruits of import substitution polices during the 

preceding period (Figure 1).  
 

 
Figure 1 Trade balance as % of GDP from 1970 – 2016 

Source: Author developed based on World Bank data 
 

Yet, in 1978, a new political regime with completely opposite trade policies, was 

granted power. The heavily negative trade balance during 1978 to 1983 evinces 

the myopic decision advocated by the liberal trade regime (Gunaruwan, 2017). 

Hence, this instigated the dramatic fall in Trade Balance, which provoked the 

subsequently observed external economic shocks.  

Current Account balance as a percentage of GDP also indicated a similar trend 

pattern as that of the Trade Balance (Figure 1). This highlights the fact that 

negative Trade balance had a direct and significant influence over Current 

Account Balance during the post-liberalisation period in Sri Lanka. 

NFIFA indicates a negative trend throughout the period under the study. The 

NFIFA as a percentage of GDP, which hovered just below zero percent during 

2000 to 2009, experienced a greater decline in the negatives after 2009 (Figure 

2).  
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Figure 2 Net factor income from abroad (NFIFA) as % of GDP from 2001-2016 

Source: Author developed based on World Bank Data 
 

Primary income received from, and paid to, the rest of the world as a percentage 

of GDP were analysed in segregation to identify their relative contribution 

towards the drop of NFIFA. The study reveals that primary income received from 

abroad as a percentage of GDP recorded a negative trend while Primary income 

paid to the rest of the world as a percentage of GDP has taken a significant upward 

trend during the post-conflict period (Figure 3).  
 

 
Figure 3 Primary income paid to the rest of the World as % GDP (2009 – 2016) 

Source: Author developed based on CBSL Various Annual Reports 

The factor payments abroad include wage, interest and profit outflows from the 

economy, and factor payment ratio as a ratio of GDP reflects the share of 

domestic value added “expatriated”, and thus, the level of the economy “owned” 
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by foreign economic forces. This trend, therefore, is a clear indication that, day 

by day, Sri Lankans lose ownership of their country’s economy.  

Total External Debt and Public External Debt as a percentage of GDP also could 

be significant reflectors of the external dependence of the national economy. 

High external debt burden would risk the very economic sovereignty of the 

nation. Considering the time period spanning from 1970 – 2015, external debt 

ratio averaged around 25 percent prior to 1978, had a significant structural break 

to the upward direction in 1978, and increased gradually ever since to peak at 75 

percent in 1988 (Figure 4).  
 

 
Figure 4 External Debt (Total / Public) as % GDP from 1970 – 2016 

Source: Author developed based on World Bank Data 
 

This significant rise in external debt ratio is a manifestation of the augmentation 

of external debt of the economy at a faster rate than the GDP growth rate up to 

1988. The two decades between 1988 and 2008 indicated a gradual improvement 

of the external debt ratio of the economy, which has once again taken an upward 

turn since the end of the internal conflict in 2009. 

Rising ratio of foreign Debt Service Payments as a percentage of Exports is yet 

another indicator of the increasing external vulnerability of the national economy.  

Debt Service payments have surged during the post-conflict period, which 

appears to have peaked at 57 percent in 2014 (Figure 5).  

The above analysis indicates several fundamental ailments in the Sri Lankan 

economy when it is perceived at a national economic view-point: First, the trade 

deficit appears to continue unabated, which could be recognised as the most 

fundamental and long-term weakness of the economy. Inadequate export growth 

and lack of policy focus to develop local industries to substitute for imports 

appear to be the crux of the matter (Gunaruwan, 2016). Next, over-dependence 
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on external debt appears to have made the national economy vulnerable to 

external shocks and influences. Rising debt service payments, together with 

falling exports have made the country’s ability of servicing foreign debt rather 

weak. Third, the rising factor payments abroad appear to prompt at augmenting 

foreign ownership of the country’s economy, implying gradually weakened 

Gross National Product (GNP) GDP. All these, together, points at the trend of Sri 

Lankan national economy being increasingly at risk of losing its self-control. 
 

 
Figure 5 External Debt Service Payments (Total /Public) as % exports (1970-2016) 

Source: Author developed based on World Bank Data 

 

Conclusion  

According to the findings of the study, liberalisation of the Sri Lankan economy 

in 1978 appears to have triggered an adverse economic process which has 

gradually driven the Sri Lankan economy towards losing its ownership. This 

trend, apparently leading to national economic destabilization, has adverse 

implications on the economic independence and sovereignty, leading to virtual 

threat to the very concept of Sri Lankan “Nation-State”.   

The study points at the necessity to look beyond the prescriptions of the 

mainstream economic doctrine which is more or less in force ever since initial 

liberalisation in 1977. An innovative economic policy paradigm, empowered by 

national economic orientation, appears to be necessary in order to prevent the 

economy dripping into incurably grave malaise. 

Keywords: Economic ownership, external debt, GDP, GNI, NFIFA, Sri Lanka 
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Introduction  

The process of Earnings Management (EM) is used by many corporations in the 

world, knowingly or unknowingly, with the mere expectation of seeking higher 

profits. Unfortunately, few loopholes in the accounting standards have provided 

enough space for the use of EM practices and have committed many financial 

frauds in the commercial world. The term EM can be defined as ‘the 

transformation of financial accounting figures from what they actually are to what 

prepares desire by taking advantage of the existing rules and for ignoring some 

or all of them’(Naser,1993). This is simply a way of manipulating real financial 

information to hide losses and sugarcoat the profits of the firm. The financial 

reporting process should be highly accurate and reliable as the financial 

statements are the mediums by which both internal and external stakeholders 

acquire information about the performance and financial condition of firms. Due 

to the variety of stakeholders of a corporation with diverse interests, preparation 

of financial statements is a highly demanding process, as the company needs to 

satisfy the requirements of all such stakeholders. Hence, this conflicting situation 

of companies require accountants to maintain a balance between the accounting 

processes according to the needs of the situation. Therefore, as a remedy, 

accountants practice EM techniques as a way of satisfying company goals. But 

manipulating accounts and betraying stakeholders is a great economic shock in 

the long term, as manipulated accounts will direct investors towards wrong 

decisions, via higher company profits with an increase in the share prices by 

creating an inflationary situation in the economy. Therefore, the current study is 

primarily based on the objective of investigating the financial variables of the 

commercial banks that can be used to enquire whether banks are practicing EM. 

The sub objectives of the study are to investigate the awareness of stakeholders, 

managers, auditors and shareholders on the practice of EM by commercial banks 

of Sri Lanka, investigating whether there are adequate evidences to suspect that 

the commercial banks are using EM techniques and identifying the factors 

influencing banks in Sri Lanka to practice EM techniques. 
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Methodology  

EM, being one of the best methods used by firms to play with numbers, the 

research methodology needs to be highly quantitative. At the same time, no 

commercial banks would like to reveal the fact of using EM via an interview. 

Hence, it is essential to use a mixed methodology; both quantitative and 

qualitative, which will increase the reliability and accuracy of the research 

outcome. A conceptual framework which comprised of various factors affecting 

EM practices developed based on a previous research. All listed commercial 

banks were employed in the study sample, among which we selected key 

stakeholders were selected for the survey through a mixed sampling approach 

combined with systematic sampling and convenience sampling. A structured 

interview was carried out to triangulate and enhance the confidence of research 

findings. SPSS 20.0 and Excel 2010 were employed as data analyzing software 

packages. 

The hyper geometric distribution was used to decide the sample size of this study 

being there are only 25 commercial banks licensed in Sri Lanka; the population 

of the study which is very small. Therefore, the sample of this study is 20.001 

which is approximated to 20 commercial banks. However, since there is only 10 

public listed commercial banks in Sri Lanka at present, all the 10 commercial 

banks were included to the sample under the convenience sampling method. The 

respondents to the questionnaire were selected from each bank employing a 

mixed sampling technique combining systematic sampling and convenience 

methods.  

The study is based on descriptive analysis and regression analysis on the data 

collected using the survey questionnaire and analyzing of financial statements of 

selected commercial banks for the period 2010-2016. Financial statements of 10 

commercial banks listed in Colombo Stock Exchange (CSE) were carefully 

examined for the period between 2010 -2016 in order to elicit whether banks 

practice EM techniques. The following ratio of earnings as a percentage of 

operating assets was used based on the following assumptions to test whether the 

selected sample has used EM techniques during 2010-2016.   
 

 

  

Assumptions:  

1. If there are larger variations in the earnings as a percentage of operating 

assets for more than five consecutive financial years, it is assumed; that 

the banks have manipulated their earnings.  

2. If there are no huge positive or negative changes in the earnings as a 

percentage of operating assets in the years; it is assumed that the banks 

have not manipulated their earnings.  
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Moreover, structured interviews were employed to investigate the awareness of 

managers, auditors and shareholders about the use of EM by commercial banks 

in Sri Lanka. For that, a close ended questionnaire has been prepared by 

incorporating the key objectives of the study. The Cronbach’s Alpha test was 

conducted to confirm the reliability of the questionnaire statistically.  

Pressure from managers, contractual obligations, tax management, share price 

management and political cost over comings are found to be the main reasons for 

banks to practice EM (Kamau, 2016; Bora & Saha, 2016). Therefore, this study 

investigates whether the above identified factors by previous researchers are 

influencing the banks in Sri Lanka as well. In order to disclose this factor, the 

research uses a questionnaire covering seven sections supporting with an 

interview guide. The questionnaire has been administered among 107 

respondents representing chief managers, senior auditors and major individual 

shareholders across all the banks listed in the CSE.   

 

Results and discussion  

The data collected in this study were evaluated in an effort to address the specific 

objectives of the study. Descriptive statistics were used to analyze the data on 

each variable. The descriptive analysis discusses the awareness of three 

respondent groups on EM and the financial ratios obtained by calculating 

earnings as a percentage of operating assets of the banks. The results for the 

constructs of EM and influencing factors for EM obtained by the Cronbach Alpha 

reliability test were well above the threshold level indicating a high level of 

internal consistency of the constructs. Rest of the constructs other than “pressure 

from managers and “overcome political costs” reside above the threshold level 

of 0.7 Further, the study examines the dependent variable of EM with different 

influencing factors affecting for the banks to engage in EM practices.  

The multicollinearity test showed that there was no multicollinearity among the 

independent variables since all the variables had a VIF of less than 10. This 

indicates that multicollinearity is not a problem in this study. Therefore the study 

retained all the explanatory variables.   

Table 1 in the appendix, proves that the commercial banks in Sri Lanka have not 

practiced EM techniques for the year 2010 to 2016 as per the equation of earnings 

as a percentage of operating assets. The results obtained through the following 

multiple regression model reveal that there is a positive relationship between all 

the five independent variables, i.e., pressure from managers (MP), contractual 

obligations (CO), tax management (MT), share price management (MSP) and 

political cost over comings (OPC).  
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Table 1 Result of multiple regression analysis 

R = 0.387                               Adj. R square =0.107                  F value = 3.550                Sig 

F = 0.004 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

 

(Constant) 1.454 .558  2.607 .011 

MPM .197 .076 .249 2.590 .011 

MCO .059 .098 .064 .601 .549 

MMT .113 .134 .152 .841 .402 

MMSP .117 .149 .140 .787 .433 

MPC .104 .076 .130 1.373 .173 

a. Dependent Variable: MEM 

 

The results in Table 1 indicate that the coefficient of determination (Adj. R2) of 

0.107 and coefficient of correlation (R) of 0.387. The R value points to a weak 

linear relationship between pressure from managers, contractual obligations, tax 

management, share price management, political cost over comings and earnings 

management among banks in Sri Lanka. The result suggests that there is a lesser 

tendency for banks in Sri Lanka to practice EM techniques, depicting that the 

relationship between the dependent and independent variables taken to the study 

are weak but positive. Result in Table1 indicates that the independent variables 

of the model have a significant effect on EM among Sri Lankan banks since the 

p value is 0.004 which is less than 0.05 level of significance. Being it is very close 

to 0.05, it implies that the level of significance is very low when considering the 

influence of independent variables to the dependent variable of EM among banks 

in Sri Lanka.  

From all the identified five independent variables, pressure from managers shows 

the strongest relationship to the dependent variable of EM. The relationship of 

other independent variables to the dependent variable is week. Therefore, the 

model estimates suggest that the hypothesized model is not explained by the data 

collected. Figure in the appendix proves that the awareness of the stakeholders of 

the banks on the Earnings management practices is not in a satisfactory level. 

According to the figure, more than half of the stakeholders agree that they are 

unaware about the EM practices of the commercial banks in Sri Lanka. 

 

Conclusion and recommendations  

According to the results of the study, there are no evidences to suspect that the 

banks in Sri Lanka are practicing earning management, probably because they 

are highly regulated under the strict supervision of CBSL. Further, the study 
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ensures that the awareness and knowledge of most of the Sri Lankans on earning 

management is not at a standard level. Moreover, the research evaluates the 

factors that influence earning management practices of banks in Sri Lanka. The 

results obtained by the study indicate that there is a positive relationship between 

pressure from managers and earnings management. The regression analysis 

showed that there is a positive impact from managers’ pressure on earnings 

management of the Commercial Banks. Following the findings of the study, it is 

recommended that the financial information should not be biased to one party, 

giving individual benefits through information asymmetry, as it will make the 

economy inefficient by providing more chances for stakeholders to take wrong 

business decisions.  

Keywords: Commercial banks, earnings management, financial reporting, 

operating assets.  
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Appendices 

Table 1 Earnings as a percentage of Operating Assets in banks listed at CSE 

Bank 
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2010 0.02 0.06 0.02 0.02 -0.04 0.16 0.03 0.02 0.01 0.01 

2011 1.46 0.11 0.02 0.02 -0.01 0.02 0.03 0.02 0.01 0.02 

2012 1.25 0.06 0.02 0.03 0.02 0.03 0.02 0.03 0.01 0.02 

2013 1.03 0.05 0.02 0.05 -0.03 0.03 0.00 0.01 0.02 0.00 

2014 1.07 0.04 0.02 0.02 0.00 0.03 0.01 0.02 0.02 0.00 

2015 1.06 0.03 0.02 0.01 0.01 0.02 0.02 0.02 0.02 0.01 

2016 1.22 0.02 0.03 0.01 0.00 0.02 0.01 0.02 0.02 0.01 

  

 Strongly 

Disagree 

Disagree Neutral Agree Strongly 

Agree 

Auditors 11.63 88.37 0 0 0 

Managers 29.27 53.66 14.63 2.44 2.44 

Shareholders 13.04 73.91 13.04 0 0 

 
Figure 1 Awareness of the stakeholders on the Earnings Management practices of 

Commercial Banks 
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Introduction 

Remittances play an increasingly important role in developing countries, 

especially in the economies of South Asia. Sri Lanka is one of the economies that 

receive a high value for international remittances in Asian region. There is a 

growing interest on studying how remittance is spent and whether to find out its 

usage affects on economic development. In Sri Lanka, the inflow of the 

remittance is in increasing trend, by contributing to the rapid growth of the 

country’s Gross Domestic Product (GDP). The exchange rate was also 

depreciating significantly in the past couple of years increasing the monetary 

value of remittances. There are three main arguments on the use of internal 

remittances in household expenditure. Randazzo and Piracha (2014) stated that 

the remittance receiving households may perceive the international remittances 

as transitory income, compensatory income and just another source of income, 

and the expenditure pattern may depend on the nature of perception. Remittances 

are a key element in identifying the net impact of international migration on the 

country of origin. In Sri Lanka’s national accounts, workers remittances are 

treated as the component of national savings. There is a growing interest on how 

remittances are spent and whether the use of remittances may have an impact on 

the economic development. Although there are several studies, remittances from 

international migration to Sri Lanka, there is little known on the impact of 

international remittances on household expenditure pattern in the recent past. 

The current literature provides contradictory arguments on the way remittances 

are perceived by the remittance receiving households. For example Chami et al. 

(2005), Samaratunge et al. (2012) consider it as a compensatory income while 

Tabuga (2008) suggests it as a transitory income while Randazzo and Piracha 

(2014), Adams (2005) argue it as just an another source of income. Hence, the 

objective of this research is to analyze the impact of the international remittances 

on household expenditure patterns in Sri Lanka and thereby to identify the trends 

in the flow of the international remittance to Sri Lanka, while also examining the 

expenditure patterns of households which receive remittance from international 

migration.  
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Methodology 

The study was conducted using the secondary data collected from Household 

Income Expenditure Survey (HIES, 2012/13) conducted by the Department of 

Census and Statistics (DCS) under the national Household Survey Programme 

(NHSP) of Sri Lanka. The HIES data are collected as a year-long sample survey 

conducted in 12 consecutive monthly rounds, covering all 25 districts. Population 

of this research is the number of Household in Sri Lanka and 25000 households 

were taken as the sample by HIES 2012/13 by using stratified simple random 

sampling method. From these 25000 households, researcher derived the sample 

of 20540 households by using simple random sampling. The main objective is to 

identify the impact of international remittances on household expenditure pattern. 

Researcher used descriptive statistics and multiple regression models to achieve 

the research objectives. Researcher employed Ordinary Least Square (OLS) as 

one of the main analytical techniques while, propensity score matching (PSM) as 

an alternative approach to overcome the possible self-selection bias generated by 

the Ordinary Least Square method. The self-selection problem was highlighted 

in Yang (2005. To deal with this issue, expenditure behavior of households 

receiving remittance should be compared with that of the similar households 

without migrants while controlling for the endogeneity of migration choices and 

hence, remittances.  Therefore, the study employs the PSM method as an 

alternative approach which uses the nearest neighbor to compare similar 

households.  

International remittance was the independent variable and household expenditure 

on food, expenditure on liquor, drugs and tobacco and expenditure on non-food 

were the major dependent variables included. Working-Lesser Model was taken 

as the major theoretical model for the analysis.  

 

Results and discussion  

The estimates based on HIES data and Sri Lanka Bureau of Foreign Employment, 

shows that the inflow of the international remittance is increasing over the years. 

In 2013 the remittances received from international migration by the households 

was Rs.6.4 billion of which 8.64 percent of the country’s GDP and in 2015 it was 

Rs.6.98 billion of  which 9 percent of the GDP (Central Bank of Sri Lanka, 2015). 

PSM analysis showed that the coefficient of the average treatment effect of the 

treated is 8287.7 (See Table 1). This implies that the households who are 

receiving international remittances spend approximately Rs.8288 more than 

households who do not receive international remittances. Furthermore, the 

analysis found that the households who receive international remittance spend 

more than Rs. 1212.5, compared to the households do not receive international 

remittance on food. Importantly the results generated by using PSM analysis 
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confirmed that, compared to the households without receiving remittances, 

households which receive international remittances spend more on non-food 

items such as durable goods, healthcare, education and investments and they 

spend less on food, and liquor, drugs and tobacco. The coefficient of the 

expenditure on non-food was Rs. 4442.6. The similar results were generated by 

the analysis using Ordinary Least Squares.  

The households with similar characteristics of remittances receiving are 

compared using PSM technique. The study used the nearest neighbor matching 

method estimated the average treatment effect on dependent variable. However, 

the study suggests that there is no relationship between international remittance 

and household expenditure on liquor, drugs and tobacco which, is due to 

migration of male (male households heads) member(s) of the family. 
 

Table 1 Estimated coefficients using PSM and OLS analysis 

Variables PSM OLS 

Total household expenditure 8287.6*** 7904.7*** 

expenditure on food 1212.4*** 1087.1*** 

expenditure on liquor, drugs and 

tobacco 

87.9*** -17.5*** 

expenditure on non-food 4442.6*** 7380.7*** 

Source: Estimations using HIES 2012/13 data 

 

Conclusion 

International remittance has become an important foreign currency earning 

source in Sri Lanka. After garments exports, remittances have become the single 

largest component of foreign exchange inflows to the economy. The international 

remittances inflow to Sri Lanka is increasing over the years. In 2015, remittance 

inflow was 6.98 billion and it was 9 percent of the country’s GDP. There is a 

growing interest on how remittances are spent and whether their use impacts the 

economic development (Adams, 2005).  

The analysis disclosed that the international remittance has a stronger impact on 

the household expenditure patterns; especially the expenditure non-food. But, 

more importantly, receiving remittance has negative impact on expenditure on 

liquor and tobacco in OLS method and positive impact identified by using PSM 

method. The study also compared the PSM estimates with the OLS estimates 

which allow the analysis of the expenditure patterns at the average and found 

similar results. The analysis discovered that in Sri Lanka, compared to the 

households non-receiving remittance, households which receive international 

remittances spend more on non-food items in productive activities and spend less 

on food, liquor, drugs and tobacco which is supported by  De and Ratha, (2012). 

Consequently in Sri Lanka, household receiving international remittances 
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perceive international remittances as compensatory income. Therefore 

entrepreneurs are given a source of opportunity to attract the investment from 

those families receive international remittances. 

Keywords: Household expenditure patterns, international remittances, 

migration, Propensity Score Matching (PSM). 
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Introduction 

In the modern world nowadays organizations require to continuously introduce 

innovative products which meet the trends, lifestyles and expectations of 

customers to compete in a turbulent and competitive business landscape. 

Advertising is the most common and effective tool in creating awareness and 

convincing customers about the brand name and also it is well known fact that 

the advertisement plays an important role in achieving the organizational goals 

and strategies especially in the market. It seems that the use of celebrity is 

increasing day by day. The popularity and credibility of a celebrity helps the 

companies to attract more and more customers. There is a need to find out the 

impact of celebrity endorsement on the buying trends or purchasing behaviors of 

the consumers. Because in today, celebrity endorsement is a very successful and 

commonly practiced strategy for major firms to create and improve company’s 

brand image (Arora & Sahu, 2014). Celebrity endorsements have long been used 

and which are one of the most popular advertising strategies and recognized as 

‘‘ubiquitous feature of modern day marketing’’ (Biswas et al., 2009). General 

objective of this study was to study the impact of celebrity endorsement in 

advertisements on consumer buying behavior of cosmetic products and specific 

objectives were to study the relationship between attractiveness of celebrity 

endorsed advertisements and consumer buying behavior, to study the relationship 

between credibility of celebrity endorsed advertisements and consumer buying 

behavior and to study the relationship between meaning transfer of celebrity 

endorsed advertisements and consumer buying behavior. 

 

Methodology 

The research is quantitative and descriptive in nature. Both primary and 

secondary data were collected and analyzed through SPSS 16.0 version. The 

conceptual framework is depicted in Figure 01. Primary data were collected 

through a structured questionnaire. Qualitative data were measured by using 

Likert’s scale. Secondary data were collected from books, journals, newspapers 
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and web-sites. The target sample is 100 consumers from general public who are 

using cosmetic products in Udubaddawa area. Sample was selected using 

stratified random sampling method. Descriptive statistics and inferential 

Statistics were used in data analysis. 

       

 

 

 

 

 

 

 

  

Figure 1 Conceptual framework 
 

Results and discussion 

According to the results 70 percent of respondents have not purchased cosmetic 

products those which are endorsed by celebrity related to their purchasing in last 

6 months. They have considered price, quality and the brand name for taking 

decisions on purchasing cosmetic products rather than the celebrity advertising. 

64 percent of respondents have considered quality and 19 percent considered 

price and 17 percent considered the brand name. 

Though the majority of respondents have not purchased cosmetic products those 

which are endorsed by celebrity, 85 percent of those have agreed that celebrity 

endorsed advertisements are more attractive than the non-celebrity endorsed 

advertisements.  

It implies that celebrity-endorsed advertisements are more attractive in the 

perception of the viewers. Results show that cosmetic products which are mostly 

endorsed by celebrities are as skincare products as it indicated by 100 percent of 

the respondents. With respect to the hair care products, 97 percent of the 

respondents agreed that hair care products are endorsed by celebrities and 92 

percent agreed that personal care products are mostly endorsed by celebrities.  

Further, 40 percent of the respondents have agreed that color cosmetic is endorsed 

by celebrities. With respect to the awareness on celebrity endorsed 

advertisements, 43 percent viewed that television as the media. Secondly highest 

is recorded for the internet media (32). The least percentage which is 14 percent 

aware on the celebrity endorsed advertisement from newspapers. With respect to 

the frequency which the respondents watch celebrity endorsed advertisements, 

majority of respondents (64%) often watch such advertisements while 31 percent 

occasionally see those advertisements. 

Attractiveness 

Credibility 

Meaning transfer 

Celebrity endorsed 

advertisements 

Buying behavior 
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With respect to the celebrities who can be seen mostly in cosmetic 

advertisements, 48 percent viewed television or movie personalities, 24 percent 

told that musicians are impressed by them through the advertisements while 23 

percent agreed athlete as the factor.  

As shown in this correlation matrix (See Table 1), correlation coefficient for the 

relationship between attractiveness of celebrity endorsed advertisements and 

consumer buying behavior is 0.773 that is significant at 0.01 significance level 

(p<0.01). So that it can be concluded that there is a strong and positive 

relationship between attractiveness of celebrity endorsed advertisements and 

consumer buying behavior.  

The correlation coefficient for the relationship between credibility of celebrity 

endorsed advertisements and consumer buying behavior is .853 that is significant 

at 0.01 level (p<0.01). It indicated that there is a positive and strong relationship 

between credibility of celebrity endorsed advertisements and consumer buying 

behavior. The correlation coefficient for the relationship between meaning 

transfer of celebrity endorsed advertisements and consumer buying behavior is 

.837 that is significant at 0.01 level (p<0.01). It indicated that there is a positive 

and strong relationship between meaning transfer of celebrity endorsed 

advertisements and consumer buying behavior. 
 

Table 1 Correlation analysis 

 

 

  A B C 

A. Attractiveness Pearson Correlation -   

Sig. (2-tailed)    

B. Credibility Pearson Correlation .778** -  

Sig. (2-tailed) .000   

C. Meaning transfer Pearson Correlation .691** .818** - 

Sig. (2-tailed) .000 .000  

D. Buying behavior Pearson Correlation .773** .853** .837** 

Sig. (2-tailed) .000 .000 .000 

Table 2 Results of Regression Analysis 

 Unstandardized 

Coefficients 

Standardized 

Coefficients 

 

t 

 

Sig. 

B Std. Error Beta  

(constant)   .028 .184  .154 .878 

Attractiveness   .213 .069 .223 3.085 .003 

 Credibility   .339 .084 .367 4.035 .000 

Meaning transfer   .388 .080 .383 4.849 .000 
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Conclusion 

This study examined the effect of celebrity endorsement in advertisement on 

consumer buying behavior with respect to cosmetic products. The results reveal 

that there is a positive relationship between attractiveness of celebrity endorsed 

advertisements, credibility of celebrity endorsed advertisements and transfer of 

celebrity endorsed advertisements with consumer buying behavior.  

Keywords: Advertisement, consumer buying behavior, celebrity endorsement. 
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Introduction 

North development is not merely about the economy and it entails economic, 

social, political, cultural and even moral aspects. The end of the long civil war in 

Sri Lanka in 2009 generated widespread expectations of a peace dividend that 

would enable the country to embark on a development plans in Northern.  

Kilinochchi, a region that had experienced pitched battles during the Sri Lanka’s 

civil war, has successfully recovered from the war’s destruction and even 

development further (Fernando et al., 2013). Post conflict development is the 

significant task of transition from war to peace and economic development. In 

this process Government has to consider several things including re-

establishment of democracy, decentralization, managing the development 

processes, building government capacities in conflict area, youth development, 

reintegration, reconciliation, rehabilitation, government policy reforms and 

liberalization if necessary (Barry, 1991). Post-war reconstruction on a firm 

political foundation, what is really required is to widen the political space through 

necessary constitutional and institutional arrangement to include those who feel 

excluded from the political decision-making process indeed success of post-war 

rehabilitation and reconciliation and long-term peace and stability will be 

determined by the progress of the political process. 

This research mainly focuses on the post-war development in Kilinochchi District 

of the Northern Province. In line with that, the study aims to review the progress 

of   development programs and projects in the Kilinochchi District in Sri Lanka 

and to examine the role of development programs and projects in the present 

socio- economic status of the district. 

Development programs have been tremendously taken place in the research area, 

Kilinochchi District. In the research area, agriculture is the main occupation of 

the people. While most of the people are doing paddy cultivation, others are 

engaged with subsidiary food crop cultivation, Next to agriculture fishing comes 

in this second place and helps the people for their livelihoods. Also rain fed 

cultivation is being carried out by the farmers of the research area.  
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Methodology 

The study uses case study approach by focusing Karachchi, Kandawalai, 

Pachchilaipalli and Poonakary Divisional Secretariat divisions. A sample of 125 

respondents was selected to the study from the selected regions using simple 

random sampling. Data were gathered through a structured questionnaire, 

interview and observations. Qualitative and quantitative methods were employed 

in the data analysis.  

  

Results and discussion 

Post-war development activities in the study area include resettlement, housing 

facilities, educations, water supply, communication, health, harmony etc. with 

respect to resettlement and 1211 beneficiaries detail files were completed and 

forwarded to the Rehabilitation Authority in 2012 for the payment of 

compensation to the most affected people during the period of unfavorable 

ground situation prevailed in research area. 

The number of houses built by the Indian government in 2012 year amounted to 

250 houses under the model housing scheme in the research area. The Indian 

government has allocated fund to build 7100 new houses and repair of 1000 partly 

damaged houses in research area under their scheme of constructing 49000 

houses.  

The expenditure incurred for educational development during the last four years 

was Rs.8561467.81.00. The government inaugurated national programs to 

develop 5000 primary schools and 1000 Secondary Schools Island wide. 

Accordingly within  August 2012 school vacation period the physical works such 

as electricity and water supply, construction of school and playground for 

students, renovation of buildings and painting works had been done in the 

selected schools. 

Rehabilitation of the district office of the Water Supply and Drainage Board was 

also initiated by the two ministers. In accordance with an agreement entered with 

the Japanese government on May 6, 2012 Rs. 677 million by the Japanese 

government and Rs 740 million by the Sri Lankan government would be used to 

complete the entire project. Kandavalai Divisional Secretariat would be supplied 

with drinking water benefiting over 40000 families under this scheme.  

Infrastructure is a major factor in the economic well-being in the area. Efficient 

transportation is a key factor providing friendly method of transport as well as a 

safe and economical way of travelling. After more than 23 years, single railway 

line between Colombo to Kilinochchi was re-constructed by the Indian railway.  

People in the research area are optimistic about the vast development in the 

transportation sector. The 24 mega-watts “Uthuru Janani” thermal power plant 

and the 67 kilometers long transmission line, from Kilinochchi to Chunnakam is 
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a modern approach to electric, power generation, transmission and distribution to 

sustain the economic growth in the Northern Province in Sri Lanka. 

Health service in the area is provided by both private and state sectors. A hospital 

in the area was renovated at a cost of Rs 13.8 million.  The government of India 

provided medical equipment to the Kilinochcchi General Hospitals worth 

millions of rupees expanding access to primary care for residents in interior of 

research area through community health centers is an essential task to develop 

the health sector in the research area.  

With respect to telecommunication, the research area has fourth generation (4G) 

mobile phone communication technology standards the Kokavil multi-purpose 

transmission tower commissioned to connect the North and South of country. 

A harmony center in the research area is functioning as a catalyst in bringing 

together the community. The 133 projects implemented by the center is also 

actively involved in developing culture, arts, skills development and sports as a 

tool to uplift and involve communities. Research area security forces through the 

harmony center have granted scholarship to 33000 students. 

 

Conclusion 

Development process is crucial in developed of war affected areas in Sri Lanka. 

The socio-economic status of post-war Kilinochchi well progressed as a result of 

development programs and projects. Local people’s participation in the 

development process is relatively high. It is possible to reach sustainable 

development in the research area through the proper monitoring and evaluation 

of development project.  

Keywords: Development, Kilinochchi district, North province, post-war. 
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Introduction 

Study of cost of military expenditure acquired prominence with the study of 

Benoit (1973). This study says that countries with heavy military expenditure had 

rapid growth rate and countries with lowest military expenditure had less growth 

rates. Sri Lanka faced a problem of civil war for 3 decades. Military expenditure 

was 2.37 as a percentage of Gross Domestic Product (GDP) in 1988. It was 

increased to 5.88 as percentage of GDP in 1995. In 2015, it was decreased to 2.2 

as a percentage of GDP.  Shahbaz and Shabbir (2012) indicated that, there is a 

long run relationship between military spending and economic growth using 

by rolling window approach. Further, negative unidirectional causality was 

found running from defense spending to economic growth. No evidence 

showing the Chinese economy had an effect on its military development or 

the reverse. Nevertheless, military spending benefited the economy after 1989 

when the development of defense was running on a new path. This study is to 

find the impact of military expenditure on economic growth in Sri Lanka 

during the period spanning from 1961 to 2016. 

 

Methodology  

The study used annual time series data of the Gross Domestic Product (GDP) 

(constant 2010US$) and military expenditure as a percentage of the GDP between 

1961 and 2016. These data were gathered from annual report of the Central Bank 

of Sri Lanka and World Bank data base. For analyzing these data, study mainly 

used times series econometrics techniques. A unit root test was performed to 

examine the stationarity of time series. The study has tested the stationarity of 

variables statistically by using Augmented Dickey-Fuller (ADF) unit root test and 

study used Akaike Information Criterion(AIC) to decide the optimal lag  length. 

Next, the study applied the Engle and Granger (1987) cointegration method to 

examine long-run equilibrium relationship between military expenditure and 

economic growth. If two or more series are integrated of order one, I(1), but a 

linear combination of them is integrated order zero, I(0), and thus stationary, then 

series is said to be cointegrated. If both series are cointegrated, there exists a long-
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run equilibrium relationship among the variables. The following equations 

(Equation 1 and Equation 2) are specified for the study, 

LGDPt = β10 + β11MEt + u1t                (1) 

MEt = β20 + β21LGDPt + u2t                 (2) 

Where𝐿𝐺𝐷𝑃𝑡 denotes log values of GDP at time t and 𝑀𝐸𝑡 denotes the 

military expenditure as a percentage of GDP.  

The equilibrium error terms of the models are given by the following equations. 

û1t = LGDPt − β̂10 − β̂11MEt                    (3) 

û2t = MEt − β̂20 − β̂21LGDPt                    (4) 

For cointegration, if GDP and ME are integrated order one I(1) and equilibrium 

errors𝑢1𝑡 𝑎𝑛𝑑 𝑢2𝑡, are integrated order zero I(0) then there exists a long-run 

equilibrium relationship between military expenditure and GDP. However, if 

they are not cointegrated this study might estimate a Dynamic Model in first 

differencing given bellow. 

∆𝐿𝐺𝐷𝑃𝑡 =∝ +∝1 ∆𝐿𝐺𝐷𝑃𝑡−1 +     𝛿0∆𝐿𝑀𝐸𝑡 + 𝛿1∆𝐿𝑀𝐸𝑡−1 + 𝑢𝑡 

Where ∆𝐿𝐺𝐷𝑃𝑡−1 is differencing of lag of ∆𝐿𝐺𝐷𝑃𝑡  and similarly for 

∆𝐿𝑀𝐸𝑡. In this model,𝛿0  is the short-run impact of military 

expenditure and (𝛿0 + 𝛿1)/(1 −∝1) is the long run propensity. 

Finally, this study applied Granger (1969) Causality model given below to find 

the causal relationship between military expenditure and economic growth. 

∆𝐿𝐺𝐷𝑃𝑡 = 𝛿1 + ∑ 𝛽𝑖∆𝐿𝐺𝐷𝑃𝑡−𝑖

𝑛

𝑖=1

+ ∑ 𝛾𝑖∆𝑀𝐸𝑡−1

𝑛

𝑖=1

+ 𝑢1𝑡                 (4) 

∆𝑀𝐸𝑡 = 𝛿2 + ∑ 𝜌𝑖𝐿𝐺𝐷𝑃𝑡−𝑖

𝑛

𝑖=1

+ ∑ 𝜃𝑖𝑀𝐸𝑡−1

𝑛

𝑖=1

+ 𝑢2𝑡                         (5) 

The null hypotheses of model (4) is that military expenditure does not Granger 

cause economic growth ( 𝐻1: ∑ 𝛾𝑖
𝑛
𝑖=1 = 0) and null hypothesis of model (5) is 

that economic growth does not Grange cause military expenditure. 

(𝐻2: ∑ 𝜌𝑖
𝑛
𝑖=1 = 0 ).  

 

Table 1 Results of Augmented Dickey-Fuller (ADF) test 

Variables Level First Difference Decision 

tau-value p-value tau value p-value 

LME -2.083 0.543 -7.191 0.000 I(1) 

LGDP -1.334 -0.868 -5.965 0.000 I(1) 

 

Table 2 Results of Phillips Perron Unit root test 

Variables Level First Difference Decision 

tau-value p-value tau value p-value 

LME -2.264 0.445 -7.260 0.000 I(1) 

LGDP -1.518 0.811 -5.828 0.000 I(1) 
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Results and discussion  

Table 1 and Table 2 show the estimated results of ADF and PP unit root test. The 

results of both ADF and PP test gives same results. The results of tau- statistics 

and p-value conclude that both series of log values of military expenditure (LME) 

and log values of GDP (LGDP) are integrated order one, I(1). This means that 

series of both variables are non-stationary at level but it turns to be a stationary 

at first differencing level of series. 

Table 3 shows the results of Engel Granger cointegration test. Linear 

combinations of each model are not stationary because tau-statistics and Z-

statistics are less than the critical value. This result shows that military 

expenditure and economic growth were not cointegrated, therefore, there were no 

long-run equilibrium relationship between military expenditure and economic 

growth in Sri Lanka between 1961 and 2016. 
 

Table 3 Results of Engel and Granger co-integration test 

Residuals series  tau-statistics p-value Z-statistics p-value 

û1t -1.627 0.711 -5.876 0.645 

û2t -1.825 0.620 -6.853 0.561 

 

Table 4 shows the results of dynamic model where dependent variable is first 

deference of logarithm of GDP. The military expenditure had positive but no 

significant impact on GDP in short run and long-run as well.  
 

Table 4 Results of Autoregressive Distributed Lag Model (Dynamic Model)  

variables Coefficient t-statistics p-value 

Constant (∝) 0.0369 5.3739 0.000 

∆𝐿𝑀𝐸𝑡 0.0052 0.4976 0.621 

∆𝐿𝑀𝐸𝑡−1 -0.0163 -1.5545 0.126 

∆𝐿𝐺𝐷𝑃𝑡−1 0.2355 1.7121 0.931 
 

Table 5 shows the results of Granger causality test between military expenditure 

and economic growth in Sri Lanka for the period from 1961 to 2016. The results 

concluded that there was no causal relationship between these variables. 
 

Table 5 Results of Granger Causality test 

Causality  p-value at lag 

order one 
From To 

Military Expenditure Economic Growth 0.1861 

Economic Growth Military Expenditure 0.2326 
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Conclusion 

This study examined the relationship between military expenditure and economic 

growth in Sri Lanka from 1961 to 2016 by using Engel Granger cointegration, 

Autoregressive Distributed Lag model and Granger causality test to find 

relationship between these two variables. From Engel Granger cointegration test 

found that there was no long run stable equilibrium relationship between military 

expenditure and economic growth. Dynamic model showed that military 

expenditure had a positive but no significant impact on economic growth in short-

run and long-run as well. Further, Granger causality test revealed that there was 

no causal relation between these variables. Since no causal relationship between 

military expenditure and economic growth the policy makers would concentrate 

other factors that determine the economic growth in Sri Lanka.  

Keywords: Cointegration, economic growth, granger causality, military 

expenditure.  
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Introduction 

It is well evident that extreme events create huge social and economic impacts 

around the globe. Due to the floods and landslides which occurred in May 2017, 

nearly two hundred and fifty people in eight districts of the island were deprived 

of their lives and nearly 80 people have disappeared meanwhile 2,093 houses 

were completely damaged and 11,056 houses were partially damaged.  Further, 

approximately 0.7 million people were affected by those incidents Ratnapura, 

Kalutara, Matara, Galle and Hambantota districts were dominating as the highly 

affected districts (Disaster Management Centre, 2017).  It had also been recorded 

in 2016 that 24 districts were affected by the floods and landslides, affecting 

adversely on approximately 493,319 people of 124,398 families while 93 people 

died, 33 were injured and 117 were missing (Ministry of Disaster Management, 

2016). 

When the number of floods and landslides occurred in last decade (2006 – 2016) 

were considered and associated impacts on the communities, disaster 

management has become a big challenge to Sri Lanka thus public policy should 

have to be developed with suitable enhancements to face such hazards. With that 

background, this study attempted to review the trend of floods and landslides 

events occurred in recent past and to understand the magnitude and severity of 

impacts to human being.  

 

Methodology 

Secondary data were used to identify the floods and landslides events from 2006 

to 2016. The required data were collected from Disaster Management Centre 

(DMC) and the Ministry of Disaster Management (MDM) in Sri Lanka. Data 

analysis was made using descriptive method with simple statistical tools.  

 

Results and discussion 

The landslide occurred at Aranayaka area in Kegalle District in May 2016 and 

the landslide occurred at Koslanda area in Badulla District in October 2014 were 

two major natural events. In addition, heavy rains in May 2017 resulted in huge 

flooding in the Colombo and Gampaha Districts following the overflowing of the 
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Kelani River and its associated water streams. In the aftermath of Tsunami 

incident in 2004, many floods have been reported in the North, East, North 

Central and North-Western Provinces of the island. All these events have created 

series of socio-economic and environmental impacts at different levels across the 

country. 

Table 1 Flood impacts in Sri Lanka, 2006 – 2016 

Year 

Number of 

affected 

people 

Number 

of deaths 

Number 

of 

injured 

people 

Number 

of 

missing 

people 

Number of 

completely 

damaged 

houses 

Number 

of 

partially  

damaged 

houses 

2006 605903 34 22 1 1334 5412 

2007 499881 16 12 2 1635 9690 

2008 1262506 44 11 3 1305 6323 

2009 453429 3 2 0 140 1534 

2010 1163932 24 10 1 1180 7199 

2011 724349 40 49 1 6390 14268 

2012 158411 25 13 0 942 6698 

2013 450343 2 0 0 84 281 

2014 1174073 35 32 3 4877 15220 

2015 237331 15 18 1 419 5046 

2016 444505 26 20 0 379 2518 

Total 7174663 264 189 12 18685 74189 
Sources: - http://www.desinventar.lk 

 

According to Table 1, the total number of affected people and deaths during the 

study period was 7174663 and 264 respectively.  Whereas, the highest number of 

affected people and death were recorded in 2008. Though similar incidents were 

reported in 2010 and 2014, the number of affected people have been reported is 

varied. During the study period, 18685 houses have been reported completely 

damaged while 74189 houses have been reported partially damaged during 

floods. 

As shown in Table 2, the data revealed that 112231 people have been affected 

and 206 people have been died by the effects of landslide from 2006 to 2016. The 

highest number of 28270 people have been affected and 67 people have been died 

in 2016 while the next highest damaged landslides have been reported in 2007 

and 2006 respectively.  

Over the study period of 2006-2016, 470 lives have been lost due to floods and 

landslides and it was also recorded that the number of disappeared persons was 

163. Also, 20,013 houses have been completely damaged and 80,856 houses have 

been partially damaged. Although there are no recorded data, excepts to the 

mentioned damages in above two tables, Public and Private sector buildings, 

offices, commercial enterprises, their furniture, business equipment and 
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machinery have been damaged or destroyed. In addition to that, the 

infrastructures like roads, bridges, culverts, water supply systems, 

telecommunication systems have been badly affected and the damage to 

agricultural and industrial sector is not negligible. All these damages have 

impacted from micro household to the national economy in Sri Lanka.  
 

 

Conclusion and recommendations 

In all the cases of disasters, governments have provided foods, dry rations and 

relief services to the affected communities in response stages. Nevertheless, the 

governments have also compensated for damaged houses, industries, livelihoods 

and also the governments have reconstructed affected infrastructures. In some 

cases, new housing schemes have been built in safer places and the affected 

people have been resettled.  

According to the Post Disaster Need Assessment (PDNA) report prepared  after 

the floods and landslides events in 2016, by the Ministry of Disaster Management 

with several other organizations, it was estimated  that the total effect of the 

disaster was around  LKR 105 billion, which comprises damages worth LKR 87 

billion (83%) and losses worth LKR 18 billion (17%). According to the PDNA, 

total recovery needs for the floods and landslide impacts were LKR 139 billion. 

Out of this amount LK R6.7 billion (4.8%) was assessed necessary to address 

short-term needs, LKR 35.3 billion (25.4%) to address medium-term needs and 

LKR 97.0 (69.8%) to address long-term needs. Furthermore, it was found that the 

damage occurred Housing, Land and Settlements sector, accounting for over 53.5 

Table 2 Landslide impacts in Sri Lanka, 2006 - 2016 

Year 

Number of 

affected 

people 

Number 

of deaths 

Number 

of 

injured 

people 

Number 

of 

missing 

people 

Number of 

completely 

damaged 

houses 

Number of 

partially  

damaged 

houses 

2006 26889 27 57 0 265 2018 

2007 27537 34 28 3 495 1822 

2008 3273 16 17 0 48 248 

2009 1376 11 12 0 26 91 

2010 1686 2 9 0 16 82 

2011 2564 10 11 0 134 124 

2012 5154 0 3 0 5 60 

2013 824 2 3 0 12 149 

2014 13848 30 5 31 72 147 

2015 810 7 1 0 11 150 

2016 28270 67 9 117 244 1776 

Total 112231 206 155 151 1328 6667 

Sources: - http://www.desinventar.lk 
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percent of the total effect. The Industry and Commerce sector contributes almost 

30 percent, while all other sectors are shown below 10 percent. 

Disaster Risk Management Financing Analysis of budget estimates from 2013 to 

2016 reveals that the total allocation for direct interventions related to Disaster 

Management activities by agencies under the purview of the Ministry of Disaster 

Management, varies from 0.05 percent to 0.11 percent against the total annual 

budget of the government. The World Bank stated in 2015 that “annual expected 

sector-specific loss from natural disasters represents 0.50 percent of Sri Lanka’s 

GDP and is equivalent to 3 percent of total government expenditure” (Ministry 

of Disaster Management, 2016). This reflects the need for an increased allocation 

for disaster risk reduction of the country in the future. 

The governments of Sri Lanka had used considerable amount of national income 

to overcome the damages caused by disasters in the past decade. However, the 

prevailing disaster management mechanism of the country should be advanced 

giving high priority to the phases of disaster prevention, mitigation and 

preparedness in pre-disaster management stage (Disaster Risk Management). 

Disaster risk reduction projects should be identified based on proper disaster risk 

assessments and the necessary projects should be implemented where necessary.  

The post disaster damage assessments should be done for every disaster events 

to identify the real damage for the sectors of economy, social and environment.  

Keywords: Disaster management, disaster management mechanism, floods, 

landslides.  
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Introduction  

Value relevance is one of the basic attributes of quality of the financial statements 

and it can be defined as the ability of accounting numbers to summarize the 

information underlying the stock prices. In Sri Lanka, few empirical studies have 

been conducted to establish the relationship between value relevance of 

accounting information and share prices. Rauf and Lebbe (2015) examined the 

value relevance of accounting information and stock price reaction of listed 

banking sector companies in Colombo Stock Exchange (CSE) using some 

accounting information indexes such as earning per share, dividend per share, net 

asset value per share and found a positive relationship between the underline 

variables. However, studies that have focused non-financial companies listed in 

the CSE failed to established significant relationship between the relevance of 

accounting information and stock price reactions (Nimalathasan & Vijitha, 2014; 

Perera & Gunaratne, 2015). Therefore, this study aims to study the relationship 

between the values relevance of accounting information and stock price reaction 

in the CSE.  

 

Methodology  

The research population consists of all listed commercial banks in the CSE in Sri 

Lanka. The study selected 10 commercial banks as a sample and gathered data 

from annual reports of the selected commercial banks for six year period from 

2011 to 2016. Earnings per share (EPS), Return on Assets (ROA), Return on 

Equity (ROE) and Core Capital Adequacy Ratio (CCAR) were used as the 

independent variables and Share prices were used as the dependent variable. 

Correlation and regression analyses were used in the data analysis.    

 

Results and discussion  

Result of correlation indicates that EPS (r=0.729,p<0.01), ROA (r=0.688,p<0.01) 

and ROE (r=0.646,p<0.01) are  positively  correlated with share prices while 

CCAR is  negatively correlated with the share prices (r=-.389, p<0.01). 

Regression analysis reports adjusted R Square 0.670 and it indicates that EPS, 

ROA, ROE and CCAR have ability to explain about 67 percent variation in share 
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price variation. Durbin- Watson stat (1.803) which is very closer to value to 

further shows that the regression model is free from serial correlation. The result 

of regression analysis confirms the positive effect of EPS and ROA on share 

prices. However, the results show that ROE and CCAR have negative effect on 

the share prices.   

 

Conclusion 

The study found that accounting information such earning per share and return 

on assets have a positive effect on share prices in the banking industry while 

return on equity and core capital adequacy ratio have a negative effect on the 

share prices. In this premise, the study concludes that accounting information has 

value relevance in determining the share prices of financial companies in the 

Colombo Stock Exchange of Sri Lanka.   
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Introduction 

The typical feature of the informal sector, heterogeneity, is often created by 

simultaneous inclusion of urban poor people who depend on informal subsistence 

activities for their livelihood, as well as relatively higher-income people most of 

which are entrepreneurs running more profitable microenterprises that use capital 

and hire labor. These variations of firm size, firm life, profitability, growth 

potentials, as well as differential returns to physical and human capital can be 

largely explained by individual abilities, skills, capacities, motivations, resource 

acquisition and preferences (Mead & Liedholm, 1998; Cunningham & Maloney, 

2001). Especially, these variations might be attributed to the involuntary 

entrance: either lack of any other viable option to generate a livelihood has been 

pushed to microenterprise sector (Tokman, 2007); excluded by the formal sector, 

motivated by the need of satisfying lower order psychological needs as described 

by Maslows’ hierarchy of needs (Roy & Wheeler, 2006) or queuing for jobs in 

the formal sector (Levenson & Maloney, 1998; Gunathilake, 2008; Damayanthi 

& Premaratne, 2015). Since the final outcome depends on which basis they have 

been in, the understanding of the complexity arisen from the heterogeneity- by 

means of nature, structure, motivation, constraints and determinants of the current 

behavior- and identifying the potential niche of micro entrepreneurship are 

crucial for any strategy, policy interventions aiming at alleviating poverty and 

improve the economic welfare of the sector. Hence, the main objective of this 

study is to identify de facto typologies and potential entrepreneurship in urban 

informal sector in Sri Lanka.  

 

Methodology 

This study explores enterprise as well as entrepreneur information to identify 

underlying typologies. Thus, a non-experimental quantitative research was 

designed to use the variables as it appears in practice. As survey research method 

allows inclusion of a range of questions related to enterprise and entrepreneur 

aspects, the main survey tool of the study was questionnaire which consisted 

close ended questions. Considering the heterogeneity of the sector, semi 

structured interview method was seen as the best suited data collection method. 

Within this methodological setting, data were drawn from a stratified random 
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sample of 300 micro enterprises in urban underserved settlements (USS).  

Occupying the facilities provided by SPSS 22.0 data were primarily screened for 

wild codes, inconsistencies, outliers and influential cases and managed so that the 

statistical analysis can be done with minimum data distortions. The original data 

collections for this study consisted of measurements of ratio, nominal and scale. 

They were meaningfully recorded so that the requirements of the statistical 

models are met. Since there is no distinction has been made between dependent 

and independent variables from the study objectives, and the strategy that 

searching for dimensions proceeds in the absence of a prior basic structure was 

required, Q analysis was performed under Ward’s hierarchical clustering method. 

Then it could investigate for each two micro entrepreneurs to what extent they 

resemble each other making use of their scores on root variables. 

 

Results and discussion  

Entrepreneurs in cluster one are  relatively older group; they are on average 10 

years older than the youngest with mean age of 49 years. They work the least 

number of hours a month compared to any other group, apparently earning the 

least and therefore the poorest. They revealed lower educational and least 

entrepreneurship skills as well.  Majority is previously unemployed while least 

rational selectors were presented in this group.  This cluster shows the lowest 

awareness level as well. Desire and experience are the major deriving forces in 

the cluster while the majority has entered to the sector because of the difficulty 

of finding another job.  

Since the majority of entrepreneurs in cluster one is previously unemployed it 

can be seen involuntary entrance due to lack of opportunities in the formal sector. 

This is often called as labor market segmentation which describes the 

insufficiency of job opportunities for the lower belt of the market.  This implies 

that there are no sufficient job opportunities for the people who have low level of 

education and experience.  Thus they have entered in to this field at very young 

ages. Then they have adopted to do very simple less technical lower end 

economic activities in order to provide food for the family though it is not 

sufficient but having satisfying behavior. This is indicated by several factors. The 

basic findings show that the entrepreneurs in cluster one are hardworking, earn 

less, poor but they have been in the sector for a long time period. Although they 

are the longest lived firms, more than 50 percent of the firms are above 10 years 

while one fourth of them are above 25 years, firm size is very low. Majority of 

them are self-employed from the beginning to more than 15 years showing no 

graduation. Further, regardless of the firm age, working site is temporary for the 

majority.  This clearly confirmed their unwillingness to grow. Low educational 

level and high rate of unemployment presumed that they have no accumulated 
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human capital while high poverty rate confirmed low level of physical capital as 

well. Even though they earn less they have stated that they do not need funds to 

improve business while they have least complaints on business problems. 

Further, they do not have strong vision to improve the enterprise as well.  These 

evidences clearly show that enterprises in this segment are “survival”.  

Cluster three is least educated, oldest, retired and hard working group with low 

earnings. More than 50 percent of them are above 50 years and are at mature 

stages of domestic cycle. Very low level of education is considerable. “No 

schooling” is highest (27.6%) among them whilst more than 75 percent them have 

only primary or below. Regardless of the age they are considerably less 

experienced in the field. Majority of this group had had salaried jobs compared 

to the other clusters. This group is fairly volunteer to the field as well. Firm size 

is the lowest with highest percentage of self-employees and more resembles 

cluster one in many other aspects. This cluster clearly represents “survive 

forever” firms. The headed theme of running a firm is not to be a dependent. They 

are surviving putting no burdens to the government. They are neither 

consumption constrained nor no credit constrained. Further, people in this group 

are not vulnerable. That is they have no competition between firm and the day 

today life needs.   

The rate of motivation to become successful entrepreneur is least among the 

entrepreneurs in these two clusters. Since they had involved in hardworking labor 

employments they might not be physically wellbeing in efficient / active working. 

Especially, they cannot be taken into the productive field changing their vision 

because they are not ready for those attitude changes with the age level.  

Nevertheless, their entrepreneur skills are very low. Therefore they have to be 

trained intensively for a growing firm. The possibility of getting effective and 

dedicative training is least for this group with their socio economic, family 

background and specifically with low educational level. Thus, motivation would 

be impossible for them. All in all, these groups are not viable entrepreneurs that 

could be motivated to forefront in order to achieve objectives of microenterprise 

sector to the economy. 

 It was indicated that the entrepreneurs in cluster two is more educated hard 

working and rich. Mean age is 42 years while more than 75 percent of them are 

below 50 years of age of which half represents 40 years or below. Education level 

is very high with a considerable percentage of graduates. Entrepreneurial self-

efficacy is very high for them. Marketing ability is higher for them with very 

strong ability of establishing goals. Fairly high risk taking capacity and therefore 

are innovative. Considerable share of the sample had done salaried jobs before 

entering in to the microenterprise sector. They are the largest firm owners in the 

sector. This group reports the highest rationalists in activity selection while the 



Strengthening Economic Resilience for Inclusive Growth  

Sri Lanka Economics Research Conference 2017 

116 
 

awareness level is also high compared to the other groups. Motivation to the 

sector is backed by the difficulty of finding a job and to be independent. However, 

this group strongly believes that enterprise income is higher than a salaried job. 

Almost 90 percent of the entrepreneurs in this segment have permanent business 

premise. Formal banking connections to start as well as for further funds are 

higher for this group. Further they like to become formal and to get bank loans to 

improve the business. Competitiveness, general economic downturns and credit 

have been pointed as major problems.  

These basic findings clearly imply that cluster two is the most viable 

entrepreneurs in urban microenterprise sector. They are credit constrained though 

they are perfectly not “entrepreneurship is in the belly”. Considerable proportion 

has effective need to become entrepreneurs. However, it is an essential 

requirement in forming policies to develop skills and change attitudes 

complementary to enhancing credit facilities. Competitiveness is the major 

problem which could be a resulting impact of low motivation towards new 

markets, low levels of risk taking. Nevertheless, marketing strategies are very 

weak in the group. They must be trained sufficiently to use credit facilities 

successfully to graduate the firms to attain economy wide goals, but not a 

challenging issue.    

Cluster four is the largest of the subgroups with the youngest entrepreneurs and 

with youngest firms. They have better earnings though not the highest.  This 

group is working moderately, more educated and a sort of resemble to cluster 

two. Majority of the members are skilled entrepreneurs but least likely to take 

risks. Therefore, innovation is low. They reported a sort of internally controlled 

in nature and more dependent on outside advices and supports in the decision 

making process. They have high willingness to grow but competitiveness and 

general economic constraints. They clearly show that they are credit binding with 

shortage of knowledge. Therefore, entrepreneurship skill development with 

increasing awareness is key to make these firms to be graduated. Demand is not 

a key issue for them but competitiveness. This might be attributed to the fact that 

they are not neither risk takers and apparently nor innovators. Innovativeness, in 

the sense introducing something new or marketing with a considerable 

diversification etc. are crucial to reduce completion within the sector. The nature 

of the business naturally traces out or makes failure the undiversified productions. 

It is evident that this group is at a transitory period. Thus they will be in the sector 

as long as they are unemployed. This group represents the majority of the sample 

containing 42 percent shows a great possibility to become successful 

entrepreneurs provided the required complementarities. It was quite interesting 

that cluster four is approachable with entrepreneurial dynamics which can be 
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acquired by the education. However, the essential skills are needed to developed 

in order to make them remained in the sector as effective entrepreneurs.  

 

Conclusion 

Resulted five cluster solution suggested the segmentations within the sector. 

According to characteristics of the cluster membership, cluster one is “survival” 

while cluster three is “survival forever” and cluster five seemed to be “self-

sufficient”. Survival or survival-forever groups cannot be assisted for the growth 

due to their setup and other related characteristics while self-sufficient group has 

least capacity to expand within the micro context.  All three groups are therefore 

falls in to the category of “non-optimizing” in nature showing the least possibility 

of growing. However, cluster two and four are cases to be concerned. Cluster two 

and four are growth oriented and hence potential groups that could be finalized 

as the viable micro entrepreneurial blocks which have greater potential to grow 

with the complementary assistances.   

Keywords: Micro enterprises; Q analysis, urban informal sector; ward’s 

hierarchical clustering. 
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Introduction 

Entrepreneurship is one of the most ‘elusive’ (Baumol, 1968) areas of study that 

cuts across various social sciences. It is not only an occupational choice, rather is 

an expression of self-confidence; assertion of autonomy and unleashing of the 

spirit of adventure. Varied roles such as of an arbitrageur and coordinator of 

factors of production (Cantillon, 1931; Say, 1803), manager (Say, 1803) and a 

risk taker (Knight, 1921) have been assigned to the entrepreneur. Schumpeter 

(1934, 1950) identifies him as an innovator, as an individual who unleashes the 

forces of ‘creative destruction’17 and propels the capitalist economy to new 

equilibrium. Kirzner (1973, 1979), arguing in the Austrian tradition considers an 

entrepreneur to be a part of an on-going disequilibrium process, wherein he 

discovers opportunities and exploits these to his advantage after careful 

evaluation. Thus, the Kirznerian entrepreneur moves the market to new states of 

equilibrium consistent with existing information, while the Schumpeterian 

entrepreneur consistently creates new equilibrium. The entrepreneur, in this sense 

was considered to be the ‘hero’ of capitalism and very essential component of 

economic growth. Neo classical school of economic analysis views 

entrepreneurship as an occupational choice driven by relative risk weighted 

returns between different occupations. Choice and decision to become an 

entrepreneur is also seen as a function of the abilities of individuals specifically 

related to judgement, leadership and human capital (Lucas, 1978; Gifford, 1998; 

Lazear, 2005). Economists have also delved into the motivations for 

entrepreneurship highlighting not only the importance of pecuniary gains, but 

also non pecuniary incentives such as desire for independence, autonomy and 

flexibility to have a desirable work- life balance.  

A subject of intense debate is the policy framework that should be, if at all, put 

in place for encouraging entrepreneurship. There have been arguments for better 

targeting of entrepreneurial policies towards the more talented entrepreneurs, 

                                                 
17Process by which entrepreneurs driven by pressure of competition, continually destroy 

and create new products, markets, technologies and methods of production. 
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rather than thinning down the support mechanism across all deserving as well as 

the ‘reluctant entrepreneurs’ (Banerjee & Duflo, 2011). Should government 

intervention be more towards pushing survival entrepreneurs to expand? Or 

should the focus be on those with ‘good potential’? (UNDP, 2004) Considering 

the employment and welfare aspect of survival entrepreneurship, and recognizing 

the fact that there is a huge majority of such entrepreneurs in less developed and 

developing economies, there is need for specific policies for this group, as the 

UNDP report argues. Policies in the form of hard and soft assistance, cluster 

approach have been proposed and are being followed by various countries in 

different doses, but there is indeed an urgent need to evaluate and understand the 

efficacy of such measures. We also need to see whether these policies would be 

equally effective in all socio- cultural milieus in which these firms operate.  

Against the above theoretical background, researcher seeks to understand the 

existence and survival of micro and small entrepreneurs in two different socio 

cultural settings. Researcher specifically looks at tribal entrepreneurs from the 

state of Mizoram and Muslim scissor manufacturers based in the city of Meerut, 

Uttar Pradesh, India. While the former work with hired labour and run a semi- 

formal enterprise; the latter fall in the category of self-employed. They draw from 

a common pool of labour force and also share their machinery with others to keep 

down their fixed costs and hence maximize their margins. But, for both these 

communities, entrepreneurship is more than just an occupational choice; it is an 

assertion of their identity, a means of poverty alleviation and their effort to creep 

out of their marginalized status. Most of the entrepreneurs especially in the 

scissor manufacturing trade in Meerut appear to be driven into entrepreneurship 

by necessity.  Yet, there are a few in both Meerut as well as Mizoram, especially 

the more talented and educated ones, who voluntarily opted for entrepreneurship 

as a profession and continue to be there, despite the various problems they face 

including low profits. This is the phenomenon that motivated me to understand 

the reasons for their occupational choice, which researcher hypothesized does not 

only depend on pecuniary, but also on non-pecuniary factors. The impact of the 

socio cultural context on the entrepreneurial behaviour of these micro 

entrepreneurs is also explored. Researcher  has also tried to evaluate the relative 

effectiveness of policies that focus on entrepreneurship development in these two 

regions- subsidies were the predominant policy focus in the case of the tribal 

community while cluster development was the emphasis area in case of the 

Muslim entrepreneurs in Meerut. The specific research questions that researcher 

have tried to answer through field survey in both these areas are the following.  

 Can we explain the occupational choice in favour of entrepreneurship in 

both these communities using conventional economic theories, 

especially focusing on risk, pecuniary and non- pecuniary incentives? 
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 Can the business models of these two communities be understood on the 

basis of their socio- cultural and economic context?  

 Finally, what are the deficiencies on the existing policy framework and 

would contextualizing these policies help in enhancing their efficacy?  

 

Methodology 

This study primarily focused on generating and analyzing a primary data set 

based on questionnaires administered to a sample of about 150 Mizo 

entrepreneurs18 based in five different districts of Mizoram and 30 entrepreneurs 

involved in manufacturing scissors and based in the city of Meerut19. The sample 

of Mizo entrepreneurs was culled out from databases of the Department of 

Industries, Government of Mizoram and the Chambers of Commerce and 

Industry of the state. Researcher had three such databases and tried to select the 

respondents through random sampling. But, it was discovered that a large number 

of firms and entrepreneurs just existed on paper. Hence, researcher followed the 

snowball sampling method, wherein researcher was led by respondents to their 

acquaintances. Though this was not a probability based sampling procedure, 

researcher does not expect a selection bias in this sample, since the effort was to 

cover a wide variety of sectors, varying scales and also different age groups20. 

The questionnaire had around 100 questions looking at different aspects of 

entrepreneurial activity as well as the off take and benefits flowing from 

government policies to these entrepreneurs.  

As for the scissor manufacturers based in Meerut, help was taken from FISME 

(Federation of Indian Micro and Small and Medium Enterprises), MIDFO 

(Meerut Industrial Development Forum) and some leading operators in this 

industry to reach out to the sample respondents. The objective was to understand 

the business models of these entrepreneurs and specifically to gauge their 

apprehensions of moving to a cluster that has been identified to promote their 

activities and take care of their infrastructure requirements. Participant 

observation method was employed with open ended, close ended questions as 

well as questions with prompts to elicit responses in both the case studies.  

                                                 
18 This field research was done for my doctoral work, ‘Entrepreneurship in Tribal 

Societies: Case study of Mizo Entrepreneurs’, under the supervision of Prof Amit S Ray, 

CITD, JNU, 2014 
19 Was a preliminary pilot study done with the help of FISME and MIDFO 

20   Entrepreneurs belonging to eleven sub sectors- e.g. metal fabrication, carpentary, 

bakery, handloom and bamboo products and retail- were covered. The mean turnover was 

192. 35 lakhs pa with a standard deviation of 317 lakhs pa. Profits varied from 0.5 to 500 

lakhs pa, average being 44 lakhs and standard deviation, 85 lakhs pa. The mean age of 

our respondents was 48.54 years and the ages varied from 25 to 84 years. Male 

entrepreneurs comprised 71% of the dataset. 
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The responses were studied and codified in order to delineate certain trends that 

the data might suggest. The study was primarily ethnographic and views of 

various constituencies such as industry bodies, chambers of commerce and 

industry as well as government officials were taken on board, to get a more 

balanced picture.  

 

Results and discussion 

Interaction with the entrepreneurs based in these two areas brings home the fact 

that micro enterprises need a different kind of analysis and treatment. The socio- 

cultural context is a much more crucial element for micro and small scale 

enterprises than for large scale units that more or less adapt their trajectory to the 

rates of return. Social capital, trust and network factors have a significant impact 

on the functioning of small entrepreneurs and provide a key element for 

understanding most of their actions. Though there are significant differences 

between the Mizo entrepreneurs and the tiny scissor manufacturers of Meerut, 

yet there are some underlying threads that join the two. While the tribal sense of 

self respect, autonomy, egalitarianism and community bonding stimulates the 

entrepreneurial spirit of the Mizos; the family legacy and lack of suitable 

alternatives, keeps the Muslim artisans into scissor manufacturing. It can also be 

hypothesized that even if the entrepreneurs want to move on to some alternative, 

the psychological community pressure keeps them bound to the same occupation. 

When it comes to the efficacy of the policy framework for supporting and 

promoting entrepreneurship in these societies, it can be concluded that a supply 

side approach is not the best way forward and that effort should be made to get 

the ‘right’ fit between the need of the entrepreneurial community and the policies 

enunciated for them. This is essential to generate a sustainable business model 

for these communities that lead to employment generation and poverty 

alleviation.  

 

Conclusion 

It is very important to understand the business models and forces that drive the 

entrepreneurs who dominate the micro, tiny and small sectors of developing 

economies. Though the majority of them are driven to this alternative in the 

absence of anything else, they do exhibit business acumen and dynamism to the 

extent possible under the given constraints. Besides the livelihood and 

development aspects, these units also contribute significantly to the export 

performance, employment and output of their respective countries21, which again 

                                                 
21 Micro, small and medium enterprises contribute 38% to industrial production, 40% to 

exports and create around 30 million jobs in India (2012-13) 
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points to their inherent dynamism and competencies. Hence, effective policies 

ought to be evolved for them which can make their business models viable and 

sustainable. These case studies and results have a much wider connotation since 

they provide lessons for understanding and promoting entrepreneurship in 

countries at a similar level of development and having a similar entrepreneurial 

profile.  

Keywords: Cluster approach, micro enterprises, socio- cultural context 

subsidies, tribal entrepreneurs.  
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Introduction 

Entrepreneurship has become a national priority for many developing countries 

because it is widely used as one of leading strategy to combat the major economic 

issues of a nation (Karimi et al., 2010). It is now increasingly recognized as an 

important driver of productivity, innovation and job creation for both economic 

and social development (Audretsch, 2012). Many developing countries have 

recognized entrepreneurship as a fundamental solution for problems of lower 

economic growth, higher unemployment, the balance of payments (Gird & 

Bagraim, 2008). Encouraging entrepreneurship is timely important to striving the 

economy in a volatile environment. Hence, the current public policy has 

increased its attention in stimulating and reigniting entrepreneurial spirits and 

activities in the economy. Universities as centers that make intellectuals, are the 

best places to build up entrepreneurial skills among undergraduates who are ready 

to stand tomorrow in the economy. Some efforts have already been pursued by 

many universities to develop entrepreneurial skills amongst students and to help 

them consider entrepreneurship as a career alternative. Currently, in Sri Lanka, 

more than 25000 students are entering to state universities and more than that of 

students attach with private universities for tertiary education under different 

disciplines. Upon completion of the degrees, many of them start career attaching 

either to public or private institutions as monthly earning employees. However, 

country’s economy is expanding little bit slow compared to the graduation rate. 

It raised unemployment problem among the graduates and stimulated many 

sideline social, economic and political problems in the country. The situation can 

be effectively addressed through changing the mindset of undergraduates to start 

his or her own business rather working as a paid employee. Accordingly, 

increasing entrepreneurial intention among undergraduate is of paramount 

importance for long-term prosperity and development. Hence, the aim of this 

study was to examine the impact of factors affecting entrepreneurial intention of 

undergraduates in Sri Lanka.  
 

Methodology 

The study of factors affecting to entrepreneurial intentions of undergraduates in 

Sri Lanka is quantitative type causal research. The deductive research method 
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was applied and questionnaire survey method was deployed in the study. 

According to the conceptual framework developed, fear to failure, network 

availability, entrepreneurial experience and family support are considered as the 

independent variables and entrepreneurial intention was considered as the 

dependent variable. The population of the study consists of all management 

undergraduates of University of Colombo, University of Sri Jayewardenepura, 

Rajarata University of Sri Lanka and Wayamba University of Sri Lanka. Out of 

which 400 students were selected as a sample based on stratified random 

sampling method. Data were collected through researcher administrated 

structured questionnaire that consisted two sections. The first section of the 

questionnaire includes questions for gathering demographic information. Five-

point Likert type questions related to both dependent and independent variables 

were included in the second section.  The data were analyzed through SPSS by 

deploying different statistical tests such as descriptive statistics, correlation and 

regression analysis to address the research questions.  
 

Results and discussion  

In data analysis process incomplete questionnaires were removed from the 

analysis to make a strong conclusion. Face and content validity of the 

questionnaire was ensured through the comprehensive literature survey. The 

Cronbach Alpha values of the test were greater than standard 0.7 and the lowest 

value represented fear of failure (0.775). They indicated that all items used to 

measure both independent and dependent variables were internally consistent. 

The demographic analysis indicated that respondents are fairly distributed among 

all four universities: University of Colombo (26.1%), University of Sri 

Jayewardenepura (25.2%), Rajarata University of Sri Lanka (26.4%) and 

Wayamba University of Sri Lanka (22.4%). The majority in the sample was 

females (62.7%) and was not from the families with business background 

(72.7%). According to the descriptive statistics mean value of network 

availability, family support, and entrepreneurial intention were 3.64, 3.51 and 

3.53 respectively. These values indicate that undergraduate of four universities 

had a relatively high network, family support, and entrepreneurial intention. 

However, the experiences of undergraduate about entrepreneurial activities are at 

a moderate level (mean 3.28) and interestingly fear of students to fail, in 

entrepreneurial activities has very low level mean (2.05).    

The association between the independent and the dependent variable was 

measured through the correlation analysis. According to the test correlation 

coefficients of fear of failure, network availability, entrepreneurship experience 

and family support were -0.484, 0.483, 0.430 and 0.522 respectively and were 

significant at 0.05 levels. The result delineated that fear of failure has a 
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statistically significant negative association with entrepreneurial intention and 

other independent variables have a statistically significant positive association 

with the entrepreneurial intention of undergraduates in Sri Lanka. 

To check the multicollinearity, the study estimated the Variance Inflation Factor 

and found the values range from 1.412 to 1.865 which are well below the critical 

value 10 where multicoliniriarity exist. The problem of heteroscedasticity also 

does not exist in the data set as Durbin Watson value (1.858) gets closer to critical 

value 2. The explanatory power (Adjusted R2) of the model 39.7 indicates that 

model explains 39.7 percent variation of undergraduates’ entrepreneurial 

intention.  

Table 1 Results of regression analysis 

Variable Coefficient T value Sig. Value 

Constant 2.644 6.597 000** 

Fear to failure -.536 -5.693 000** 

Network availability .166 2.084 .038* 

Entrepreneurship 

experience 

.036 .966 .331 

Family support .362 6.051 .000** 
Dependent Variable: Entrepreneurial Intension, **Significant at 0.01 level, 

*Significant at 0.05 level 
 

According to the regression result, it is revealed that fear of failure has a negative 

impact on the entrepreneurial intention of undergraduates while network 

availability and family support have a positive effect on entrepreneurial intention.  

Resulting positive changes in network availability and family support will lead 

to promote entrepreneurial intention of undergraduates in Sri Lanka. However, 

the impact of entrepreneurship experience on the entrepreneurial intention of 

undergraduates is not statistically significant in Sri Lankan context.  
 

Conclusion and recommendations 

The study examined the factors influencing the entrepreneurial intention of 

undergraduates by gathering data from 330 respondents covering four state 

universities naming the University of Colombo, University of Sri 

Jayawardanapura, Rajarata University of Sri Lanka, and Wayamba University of 

Sri Lanka. The study found fear of failure, network availability, and family 

support are as significant predictors of entrepreneurial intention of the 

undergraduates in Sri Lankan universities. These findings are similar to the many 

previous studies (Pruett et al., 2009; Kuckertz & Wagner, 2010; Shinnar et al., 

2012; Quan, 2012; Quan, 2014;  Kebaili et al., 2017; Long & Dong,  2017). 

However, undergraduates' entrepreneurship intention is not reinforced by 

previous entrepreneurship experience. Possible reason would be the case that 

working in related industries can accumulate tacit knowledge of how to 

effectively manage a business that has been established but creating a new 
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venture is significantly different. Specifically, resources are relatively abundant, 

and the institution is more mature in established ventures.(Long & Dong, 2017). 

The study recommends universities to organize and launch continuous 

entrepreneur training programs for the undergraduates during their academic 

period to eliminate the notion of fear to failure in businesses through experienced 

and well-known entrepreneurs in Sri Lanka. The program should cover ideally 

how do they deal with customers, how do they manage financial, human and 

physical resources, how do they get the business decision through their previous 

experience, how do they face business risk and market competition and finally 

how do they achieve their business goals. The further study recommends 

universities to organize business forums and workshop to promote linkage 

between industry and university. Such links would help undergraduates to capture 

ample of opportunities in starting their own venture after graduation.   

Keywords:  Entrepreneurship intention, family support, fear to failure, network 

availability. 
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Y%S ,xldfõ .%dóh m%foaYj, iq¿ yd uOH mrsudK l¾udka; 
ia:dk.; lsÍfïoS i,ld n,k idOl ms<sn| wOHhkla  

  

mS' ã' iurisxy* iy fla' cS' cS' ùrisxy 

wd¾:slúoHd wOHhkdxYh" Y%S chj¾Okmqr úYajúoHd,h" Y%S ,xldj. 
*Corresponding author: pdsamarasingha.pds@gmail.com  

 
ye`oskaùu 
ld¾ñl úma,jh;a iuÕ iEu rgl u wd¾Ól jHqyh ;=< l¾udka; wxYfha 
jeo.;alu m%p,s; ùfï kj m%jK;dj;a we;s jq w;r cd;sl yd cd;Hka;r 
uÜgñka l¾udka; iaa:dms; lsÍu flfrys o oeä Wkkaÿjla ks¾udKh úh' 
l¾udka; ia:dk.; lsrSu" wdodhï WmrsulrK yd msrsjeh wjulrKh fyj;a 
,dN WmrsulrK ikao¾Nh ;=< f.dvkef.a¡ tfiau l¾udka; ia:dmss; lsÍu idOl 
rdYshl tl;=jla u; .kakd ;SrKhls' l¾udka; ia:dk.; ùu mq¿,a f,i 
wd¾:sl" iudcSh" fN!;sl wdoS úúO idOlhkag msúiSfï yelshdj u; ;SrKh jk 
w;r l¾udka; ia:dk.; ùu flfrys n,mdk idOl ráka rgg" m%foaYfhka 
m%foaYhg" l¾udka; iajrEmh wkqj" .%dóh yd kd.rsl wkqj fjkialï fõ' 
ixj¾ê; rgj, fuka u ixj¾Okh fjñka mj;sk rgj, o wd¾Ólhg úYd, 
odhl;ajhla iq¿ yd uOH mßudK l¾udka; j,ska ,nd foa' ta ksid ksIamdok 
l¾udka; ia:dk.; lsÍfï ks¾Kdhl ms<sn| j mj;sk úúO ;Srlhka ms<sn| j 
úúO rgj,a úúO mÍlaIK isÿ lr we;' l¾udka; ia:dk.; lsÍfï idOlj, 

ñkqï (Dimensions of Industrial Location Factors) hk wOHhkh nøs ^Badri& 
úiska 2007 oS isÿ lr we;¡ l¾udka;j, úOdhl ks,OdÍkag ,ndÿka m%Yakdj,shla 
u.ska ,nd.;a o;a; ixLHdkuh l%ufõohka weiqfrka úYaf,aIKhg ,la lr we;s 
w;r f.da,Sh ;rÕldß;ajh" úfoaYSh rgj, foaYmd,k ;;ajh" rdcH kS;s Í;s" 
wd¾Ól idOl hk idOl yd wka;¾cd;sl jYfhka m%jdykh" Y%uh" wuqÞjH 
fj<|fmd<"  ld¾ñl N+ñh" rdcH wdl,am"  nÿ jHqyh yd ld,.=Kh hk idOlhka 
fmdÿfõ i,ld n,k ;SrKd;aul idOlhka f,i fhdodf.k we;'  
rgla ixj¾ê; o W!K ixj¾ê; o hkak u; l¾udka; ia:dk.;ùu úúO úh 

yelsh¡ 2008 oS äÉuka we;=¿ msßi ^Deichman et al& ixj¾Okh fjñka mj;sk 

rgj, l¾udka; ia:dk.;ùu ^Industrial Location in Developing Countries& hk 
wOHhkh isÿ lr we;' ixj¾Okh fjñka mj;sk rgj, wd¾Ól j¾Okfha oS 
ksIamdok l¾udka; wxYh wd¾Ólh l%shd lrjkakla f,i lghq;= lrk nj olajd 
we;¡ tfia u bkaoshdfõ ksIamdok l¾udka; fmdl=re.; ùfï ks¾Kdhlhka 

^Determinants of Clusters  in Indian Manufacturing& hk wOHhkh *¾kekafvia 

yd I¾ud ^Fernandes and Sharma, 2012& úiska isÿ lr we;' fï u.ska bkaoshdfõ 
l¾udka; fmdl=re.; ùu úfYaI idOl ldKav 4la tkï há;, myiqlïj, 
N+ñldj" hymd,kh" wOHdmkh yd ld¾ñl m%;sm;a;s hgf;a iïnkaO jk wdldrh 
y÷kd.ekSu i|yd isÿ lrhs¡ 
rgl ixj¾Okh i|yd l¾udka; wxYfha j¾Okh b;d jeo.;a fõ' Y%S ,xldfõ 
mj;sk oßÞ;djh" fiajd úhqla;sh" wdodhï jHdma;s úIu;djh hkdoS .eg¿j,ska 
ñoSug l¾udka; wxYfha oshqKqj bjy,a fõ¡ úfYaIfhka u kj l¾udka; 
ia:dk.; lsÍu ;=<ska tal mqoa., wdodhu by< f.dia mqoa., cSjk ;;a;ajh by< 
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hhs¡ kuq;a Y%S ,xldfõ m%dfoaYSh jYfhka l¾udka; wxYfha odhl;ajfhys oeä 
úIu;djhla oel.; yels h' .%dóh wxY ish wdodhï uÜgu by< kxjdf.k 
wd¾Ól Yla;sh j¾Okh lr .ekSug l=vd l¾udka; ia:dk.; lsÍug keTqrejla 
olajk nj fmfka' ta ksid .%dóh jYfhka iq¿ yd uOH mßudK l¾udka; 
ia:dmkh lsÍu flfrys wjOdkh fhduq lsÍu w.fka h¡    
úfYaIfhka u l=vd l¾udka; nyq, jYfhka .%dóh wxYh flakaø lrf.k 
ia:dk.; jk ksid tfia ia:dk.; ùfï oS l=uk ks¾Kdhlhka  n,mdkafka o 
hkak úYaf,aIKh lsÍu ld,Sk wjYH;djls' 
 
wOHhk l%ufõoh  
m¾fhaIK wruqKq bgq lr .ekSu i|yd m%d:ñl o;a; /ia lsÍu l=vd 
l¾udka;lrejkag ,ndfok ,o m%Yakdj,shla wdY%fhka isÿ lrk ,os' ksheosh 
f;dard .ekSfï oS 2015 jif¾ weô,ssmsáh m%dfoaYSh f,alï fldÜGdifha ,shdmosxÑ 
jQ jHdmdr kdu f,aLkhg we;=<;a l=vd l¾udka; 297la w;ßka l¾udka; 60la 
wyUq f,i f;dard.;a w;r l¾udka;fha iajrEmh wkqj o;a; ,nd.ekSfï myiqj 
i`oyd wdydr ksIamdok" f.dvke.s,s øjH" me, ;jdka yd fldyq ksIamdok" oej 
wdY%s; ksIamdok yd we`.¿ï jYfhka YS¾I myla hgf;a l¾udka; f;dard.ekSu 
isÿ úh' jHdmdr kdu f,aLkfha nyq, jYfhka ,shdmosxÑ ù we;s l¾udka;j,ska 
jeä ksheos tall m%udKhla ksfhdackh jk mßos ksheosh f;dard.ekqKs' tfiau 
ksheÈ o;a; úYaf,aIKh lsÍu i`oyd úia;rd;aul úYaf,aIK l%ufõoh Ndú;d 
lrk w;r ta hgf;a m%ia;dr igyka" j.= yd m%;sY;l w.hka Ndú;fhka o;a; 

bosßm;a lsÍu isÿ lrkq ,efí' fuys o;a; úYaf,aIKfha oS Excel yd SPSS hk 
uDÿldx. fhdod.ekqKs' 
iqq¿ yd uOH mßudK l¾udka; ia:dk.; ùu flfrys n,mdk idOl ms<sn| j 
lrk fuu wOHhkfha wOHhk m%foaYh f,i weô,smsáh m%dfoaYSh f,alï 
fldÜGdih ksheos m%foaYh f,i f;dard.ekSug n,mdk ,o fya;= lsysmhls' 

 kQ;k ixj¾Ok l%shdj,sh ;=< iS>%fhka by< b,lal fj; <`.d fjñka 
mj;akd jQ m%foaYhla ùu' 

 iajNdúl" fN!;sl fuka u udkj iïm;a w;ska o fmdfydi;a m%foaYhla 
õu' 

 wfkl=;a m%dfoaYSh f,alï fldÜGdij,g jvd .%dóh .;s ,laIK 
ie,lSfï oS b;d by<ska oelsh yels m%dfoaYSh f,alï fldÜGdih ùu' 

 iqúfYaIS wuqøjH mej;Su ksid l¾udka; ia:dk.;ùu i`oyd by< 
úNj;djhla iys; m%foaYhla ùu' 

 ksIamdok l¾udka; úúOdx.SlrKhla mej;Su' 

 f;dard.;a jir ;=< wfkl=;a m%dfoaYSh f,alï fldÜGdij,g jvd l=vd 
l¾udka;j, iqúfYaIS j¾Okhla mj;sk m%dfoaYSh f,alï fldÜGdihla 
ùu' 

wOHhkh i`oyd wjYH oaú;Shsl o;a; /ia lsÍfï oS weô,smsáh m%dfoaYSh f,alï 
fldÜGdifha o;a;" .%du fiajd ld¾hd,Sh o;a;" uy nexl= jd¾;d" l=vd l¾udka; 
yd l¾udka; ia:dk.; lsÍu iïnkaOfhka jQ wfkl=;a m¾fhaIK ,sms" i`.rd 
wdosh mßYS,kh lrk ,os' 
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o;a; úYaf,aIKh 
.%dóh m%foaYj, l=vd mrsudK ksIamdok l¾udka; ia:dms; lsÍfï oS i,ld n,k 
idOl y÷kd.ekSu fuu wOHhkfha uQ,sl wruqKla jk w;r ta hgf;a Y%u 
iq,N;djh" N+ñ ysñldß;ajh" wuqøjH iq,N;djh" fj<`ofmd< ;;a;ajh" m%jdyk 
.=K;ajh" ldrl m%d.aOkh imhd .ekSfï myiqj" ksIamdokh i`oyd hka;% Ndú;h 
iy fiajlhskaf.a ffoksl jegqm hk idOlhka jeo.;a ù we;' 
.%dóh m%foaYj, l=vd l¾udka; ia:dk.; lsÍfï oS Y%u iq,N;djh .%dóh wxYfha 
l=vd mßudK l¾udka; i|yd mqyqKq Y%uh fhdojd .ekSula isÿ fkdfõ' fï wkqj 
úêu;a mqyqKqjlska f;dr j tkï mqyqKq msßjehla oeÍulska f;dr j ksIamdokh 
i`oyd fhdod.; yels yd fuf;la fiajd kshqla; fkdlrk ,o Y%ñlhka úYd, 
msßila .%dóh wxYh ;=< mej;Su .%dóh m%foaYj, l¾udka; ia:dms; lsÍfï fm<Uqï 
idOlhka f,i y`ÿkd.; yels h' tfiau ksIamdokh i|yd wjYH fhojqï 
ndOdjlska f;dr j ,nd.; yels ùu ksid ^je,s" .,a" c,h yd mi hkdos idOl& 
hï m%udKhlg msßjeh wju lr.ekSug wjia:d j ie,iS we;' úfYaIfhka u 
f.dvke.s,s ksIamdok yd me, ;jdka hk l=vd l¾udka; ysñhka l¾udka;h 
ia:dms; lsÍug fmr wuqøjH iq,N;djh hk idOlh i`oyd by< wjOdkhla fhduq 
lr we;s nj meyeÈ,s fõ'  
.%dóh l=vd l¾udka; yqfol,d l¾udka; f,i ia:dk.; ù ;sîu fya;=fjka tla 
tla l¾udka;fha fj<`ofmd< jmißh idfmaË j by< uÜgul mj;S' tfyhska 
Tjqyq ;u ksujqï mq¿,a mrdihlg wf,ú lrkq ,n;s' tfia wvq ;rÕldÍ nj 
.%dóh m%foaYj, l=vd l¾udka; ia:dms; lsÍfï oS ;j;a jeo.;a idOlhla f,i 
ie,lsh yels h' 
m%;sM,j,g wkqj .%dóh l¾udka; wdrïN lsßu i`oyd wjYH m%d.aOkh 
imhd.ekSfï oS Kh ,nd.ekSfï m%jK;djh b;d my< uÜgul mj;S' tkï 
mj;sk ;;ajh mj;ajdf.k hdu flfrys Tjqka ;=< by< Wkkaÿjla fkdue;' 
fï wkqj meyeos,s jk lreK kï .%dóh m%foaYj, l=vd l¾udka; ia:dms; lsÍfï 
jHdjidhlhka fmd,S msßjeh wju jk wkaoñka ldrl m%d.aOkh imhd.ekSug 
W;aiql jk nj hs' .%dóh m%foaYj, mj;sk by< fiajd úhqla;sh fya;=fjka fuu 
l¾udka;lrejka Y%ñlhka fjkqfjka f.jkq ,nk fõ;kh idfmaË j my< 
uÜgul mj;S' Y%ñlhka fj; f.jkq ,nk fmdÿ jegqma ;,hg wdikak fyda 
jegqma ,nk msßi b;d iq¿ m%udKhla fõ' fuu wvq msßjeh Y%uh l=vd l¾udka; 
wdrïN lsÍu i`oyd jHjidhlhka fmdf<dUjk idOlhla f,i oelaúh yels h'  
fojk wruqK jkafka l=vd l¾udka; ia:dk.; ùfï m%n, id ÿ¾j, idOl 
y÷kd.ekSu hs' N+f.da,Sh wjldYh ;=< hï ksIamdok l¾udka;hla ia:dms; lsÍu 
i`oyd .kq ,nk ;SrKh idOl rdYshl tl;=jla u; ;SrKh jkakls' we;eï úg 
tu idOl ish,a, tl fia n,mEï lrkq fjkqjg úfYaIs; idOl lsysmhla jeo.;a 
úh yels h' ,nd.;a ksheos f;dr;=rej,g wkqj .%dóh m%foaYj, l=vd l¾udka; 
ia:dms; lsÍfï oS m%jdyk .=K;ajh" fj<|fmd< b,a¨u" N+ñ ysñldß;ajh" m%Odk 
fj<|fmd<g we;s ÿr" jegqm" Y%u iq,N;djh" wuqøjH iq,N;djh" ldrl m%d.aOkh 
imhd .ekSu hk idOl ms<sn`o by< wjOdkhla fhduq lrkq ,eî h' kuq;a 
wkd.; m%idrK yelshdj" ;r`.lrejkaf.a msysàu" ksIamdokh i|yd hka;% 
Ndú;h hk idOl .%dóh wxYfha l=vd l¾udka; ia:dk.; ùu flfrys m%n, 
n,mEula isÿlr fkdue;' 
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f;jk wruqK jQfha l=vd l¾udka;lrejka uqyqK fok .eg¿ y÷kd.ekSu hs' ta 
w;r Wmfoia ,nd.; fkdyels ùu" ,shdmosxÑ lsÍfï .eg¿" wmøjH  
l<ukdlrK .eg¿" Kh ,nd.ekSu ÿIalr ùu" m%d.aOk iQlaIu;djh" ;dlaIKsl 
oekqu fkdue;s ùu" Y%u ys̀.h hkdosh m%Odk fõ' YS% ,xldj jeks ixj¾Okh 
fjñka mj;sk rgl l=vd mßudK ksIamdok l¾udka; wxYfha m%j¾Okh 
wd¾Ólfha fyg oji ;SrKh lrkakla jk ksid fõ.j;a yd wLKav j¾Okhla 
i`oyd .%dóh m%foaYj, l=vd l¾udka; iïnkaOfhka fkdúi`oS mj;sk .eg¿ 
ksrdlrKh lsÍfï wjYH;djh by; .eg¿ foi wjOdkh fhduq lsßfï os ms<sônq 
fõ' l=vd l¾udka; j¾Okh ;=<ska m%dfoaYSh ixj¾Okh we;s ù wd¾Ól ixj¾Okh 
lrd rgg .uka l< yels fõ' 
 
ks.uk 
o;a; úYaf,aIKhg wkqj .%dóh m%foaYj, l=vd l¾udka; ia:dms; lsÍfï oS m%jdyk 
.=K;ajh" fj<|fmd< b,ä u" N+ñ ysñldß;ajh" m%Odk fj<|fmd<g we;s ÿr" 
jegqm" Y%u iq,N;djh" wuqøjH iq,N;djh" ldrl m%d.aOkh imhd .ekSu hk 
idOl m%n, n,mEula isÿ lr we;' tu idOlj, n,mEu u; .%dóh m%foaYj, 
nyq, j l¾udka; ia:dk.; fõ' 
wOHhk m%foaYh ;=<ska ,nd.;a l=vd l¾udka; ksheosh ;=< .%dóh l=vd l¾udka; 
ia:dk.; ùfï oS jeä msßila uqyqKmdk .eg¿ .Kkdjla yÿkd.; yels úh' 
úúO .eg¿j,g uqyqK oSfuka meyeos,s jk lreK kï .%dóh l=vd l¾udka; 
osß.ekaùu i`oyd wdh;ksl jYfhka ,ndfok iyfhda.h b;d wvq uÜgul 
mj;sk nj h' kuq;a .%dóh l=vd l¾udka; i`oyd m%d.aOkh tkï hka;% Ndú;d 
lsÍfï .eg¿j yd wjYH lrk Y%uh ,nd.ekSu fuu l¾udka; i|yd ixfrdaOl 
f,i biau;= ù fkdue;s w;r Bg fya;+ka f,i .%dóh m%foaYj, w;sßla; Y%uhla 
mej;Su fuka u w;s nyq;rhla jQ .%dóh l=vd l¾udka; Y%u iQpl l¾udka; ùu 
±laúh yels h' 
flfia kuq;a .%dóh m%foaYj, l=vd l¾udka; ia:dk.; ùfï by< keUqre;djla 
mj;sk w;r l=vd l¾udka; j¾Okh ;=<ska rfÜ ixj¾Okh by< hk nj 
ks.ukh l< yels h' 
m%uqL mo( l¾udka; ia:dk.; ùfï idOl" ksIamdok l¾udka;" m%dfoaYSh 

ixj¾Okh" iq¿ yd uOH mßudK l¾udka;.  
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Introduction 

The micro loan is a financial tool under the scheme of microfinance services 

which provides financial assistance to the low income sectors, including the 

micro and small enterprises. It is mostly obtained for the developing economies 

for which other commercial intermediaries are reluctant to provide the same 

financial assistance. The micro enterprises are said to be the less privileged 

business entity which could contribute income to the economy. 

Many studies have revealed that the income of micro entrepreneurs have 

increased after the provision of micro loans (Aheeyar, 2007). The research 

conducted by Naeem et al., (2015), revealed that the microfinance has overall 

significant impact on sale revenue and net income of microenterprises. According 

to Kyale (2013) the provision of Micro Finance Institutions (MFIs) loan products 

along with favorable interest rates can minimize the challenges facing Small and 

Medium Enterprises (SMEs) and provide an opportunity for them to grow and 

expand. 

Microenterprise industry is one sector of the economy in Sri Lanka in which 

microfinance institutions are playing a substantial role to foster the industry by 

providing micro loans to micro enterprises. However, the expected growth level 

has not been achieved due to some reasons and limitations such as higher interest 

rates, stringent terms and conditions and disutility of funds. Therefore, this study 

is aimed to research the impact on micro loan over the income growth of the 

microenterprises in Sri Lanka and to propose a more effective mechanism so that 

the government and microfinance institutions can adopt in order to meet the 

expected growth level of microenterprises. 

 

Methodology 

The target population of the study was microcredit recipients in Homagama 

Divisional Secretariat area. Out of which borrowers of sixty microenterprises in 

different sectors were selected based on the information obtained from the 

microfinance institutions in the area as the sample. The primary data were 

collected by using questionnaire survey and interviews.   
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Under the quantitative techniques, paired sample t - test was conducted to 

analyze the significant differences between the mean income before and after the 

provision of micro loan. The Eta squared was used to measure the magnitude of 

micro loan intervention’s effect. The hypothesis is mentioned below. 

H1: There is a significance difference between the mean income before and after 

the provision of micro loan 

A linear multiple regression was conducted through multivariate analysis to 

measure the impact of each independent variables upon the income growth of the 

microenterprises.  

𝑰𝑮 = 𝛼 + 𝛽1(𝐴𝐿) + 𝛽2(𝐹𝑅) + 𝛽3(𝐼𝐿) 

Where; IG = Income growth, AL = Amount of the loan borrowed from MFIs, 

FR = Facilities in acquiring raw materials after the provision of micro 

loan, IL = the amount of the loan invested for the business. IG was used 

as a dependent variable. AL, FR and IL were used as independent 

variables and measured as continuous, nominal and ordinal variables 

respectively.  

The two Gamma tests were conducted respectively to evaluate the relationship 

between the adequacy of micro loan and satisfaction of the services provided by 

the microfinance institutions and the improvement of the business after the 

provision of micro loan. Two separate Kendall’s tau-b tests were conducted 

accordingly to evaluate the same relationship. The Chi-square test was conducted 

to evaluate the relationship between amount of the loan invested for the business 

and the facilities obtained in acquiring the raw materials. 

 

Results and discussion  

As per the descriptive analysis (See Table 1), majority of the loan borrowers 

have agreed that the income growth of the business was improved after the 

provision of micro loans.  

Table1 Reasons for disutility of loan 

Reasons Percentage 

For consumption 21.05% 

To renovate houses 42.11% 

For children’s education 10.53% 

to repay loans and mortgages 26.32% 

The 21 percent , 42 percent and 26 percent of micro entrepreneurs have spent 

parts of the loans resprctively for consumption, renovate houses and repay 

mortgage loans. Most of them faced difficulties in achieving the expected growth 

due to stringent terms, highger interest rates, insuffiecient loan amounts and poor 

flow of information. 

Statistics revealed that there is significant difference (p< 0.05) in 

microenterprise’s income after the provision of micro loans (Table 2). The Eta 
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squared value is 0.2, which is a large effect with the substantial differences in 

income.  

Table 2 Results of paired sample t- test  

Type of Impact Mean 

Difference 

t value Sig. 

level 

Effect size – Eta squared 

𝑡2

 𝑡2 + 𝑁 + 1
 

 

Impact on income 

growth 

 

8.317 

 

3.843 

 

.000 

 

0.20 

 

 

 

 

 

 

As per the regression analysis (Table 3), amount of loan significantly contribute 

to estimate the income growth of micro enterprises (p<0.05). When the other 

factors remain constant, the increase in one unit of amount of loan leads to 

increase the income by 2.12 units. Micro entrepreneurs who had not invested 

the full loan amount, income growth decrease by 4.47 units than those who had 

invested the same. Similarly, the micro entrepreneurs who had not obtained the 

facility for the purchase of raw materials, income growth decrease by 2.05 units 

than those who had obtained the same. But, the investment of the total amount of 

loan into business and facilities gained in acquiring raw materials do not 

significantly contribute to estimate the income growth.  

 

Table 4 Symmetric measures of Gamma and Kendall’s tau-b test  
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Relationship between the 

adequacy of the micro loan 

and the improvement of 

the business in terms of 

income growth 

Ordinal 

by 

Ordinal 

Kendall's 

tau-b 

.718 .064 9.54

9 

.000 0.78

1 

 Gamma .931 .050 9.54

9 

.000 

Relationship between the 

adequacy of micro loan 

and the satisfaction of the 

microfinance services 

Ordinal 

by 

Ordinal 

Kendall's 

tau-b 

.690 .054 10.0

58 

.000 0.69 

Gamma .935 .036 10.0

58 

.000 

Table 3 The results of regression analysis 

Parameter Beta Sig. Partial Eta Squared 

Intercept 4.723 .000 .037 

AL 2.124 .000 3.89 

IL -4.476 .391 1.4 

FR -2.053 .980 .110 
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Kendall’s tau-b correlation depicts that there is a strong positive relationship 

(78%) between the adequacy of the micro loan and the improvement of the 

business in terms of income growth (Table 4). The value of Kendall tau-b is 

0.718 and gamma is 0.931, which indicate that there is a moderate and strong 

positive relationship between the adequacy of the loan and the improvement of 

the business respectively. Kendall’s tau-b correlation depicts that there is a strong 

positive relationship (69%) between the adequacy of the micro loan and the 

satisfaction of the services provided by the microfinance institutions. The value 

of Kendall tau-b is 0.69 and gamma is 0.935, which indicates moderate and strong 

positive relationship between the adequacy of the loan and the satisfaction about 

the services respectively. 

As per the Chi-square statistics the Pearson Chi-Square value is 44.211 and 

Continuity Correction value is 29.831 with the associated p<0.05). This implies 

that there is relationship between the amount of the loan invested for the business 

and the facilities received in obtaining the raw materials. 

 

Conclusion  

The study concludes that the micro loan creates positive impact upon the income 

growth of microenterprises in Sri Lanka. Although they have faced constraints in 

financing loans they are satisfied of the loan amount. High income growth could 

be expected if the higher level of loan is invested for the business. 

The study recommends that the affordable loan slab should be available with 

individual desire, and also MFIs should launch programs to educate micro 

enterprises in income growth and profit maximization, and that moreover, a well-

organized network within the industry to monitor the implemented systems, 

programs and standards in the industry concerned. 
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Introduction 

Entrepreneurship has been important in recent years due to its contributions to 

national economy and the society at large (Gerba, 2012). Entrepreneurship 

contributes to the economy by reducing one of major economic problem of 

unemployment. Although Sri Lanka has more educated work force, the 

unemployment rate in Sri Lanka increased to 4.2 percent in 2016  (Central Bank 

of Sri Lanka, 2016). Self-venturing has been identified as one of main solutions 

for unemployment in the country. When considering Sri Lankan current context, 

it is important to identify youths’ intention to be an entrepreneur. Youth is the 

power full force in a country because youth unemployment leads to various 

economic and social issues. According to the available data there are 41,000 

unemployed graduates in Sri Lanka (Ceylon News Paper, 2016). A greater 

percentage of fresh graduates passing out from universities have a preference in 

searching for a wage employment rather exploring the opportunities for an 

entrepreneurial career. According to a recent study of the Ministry of Tertiary 

Education and Training "about 73 percent who had passed out as graduates were 

unemployed", Thus unemployment is a persistent problem in the country even 

among the "educated” youths (Ilmudeen, 2009). Entrepreneurial graduates have 

been identified as a viable option to solve the problem of graduate 

unemployment and get them involved in the economic activities.  Studies 

conducted in various countries found that entrepreneurial intention of 

undergraduates and graduates are determined by a range of factors (Keat & 

Shuhymee, 2012, Lee et al., 2012, Wu & Wu, 2008). However, findings of 

those studies are yet inconclusive and loaded with vague assertions. Thus, the 

present study examined the factors influencing the entrepreneurial intention 

among final year undergraduates of the Faculty of Management Studies, 

Rajarata University of Sri Lanka.  

 

Methodology 

This study is grounded on theory of planned behaviour (TPB), theory of the 

entrepreneurial event (EET), entrepreneurial support model (ESM), integrated 

conceptual model (ICM), Taramisi Sama-Ae model and the model proposed by 
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Ahmed et al. (2010). Through a comprehensive review of literature the study 

identified five major independent variables, attitudes toward behaviour, 

subjective norms, perceived behaviour control, personal traits and 

entrepreneurial education that may have effect on entrepreneurial intention.  

The study collected data from 100 (48 male and 52 female) final year students 

of Faculty of Management Studies in Rajarata University of Sri Lanka. This 

population was selected because they have a strong foundation regarding 

business-related knowledge and they are currently in the critical stage to decide 

their future career path. Researchers used simple random sampling technique in 

selecting the sample. A structured questionnaire was used in the data collection. 

The questionnaire was undertaken in both English and Sinhala language. The 

questionnaire was basically based on TPB model, ESM model and Ahmed et al. 

(2010) model.  All closed ended constructs in the questionnaire comprised with 

various items on Likert Type five – point scales ranging from 1- strongly 

disagree, to 5 – strongly agree. Descriptive statistics, correlation analysis and 

regression analysis were employed in the data analysis. 

 

Results and discussion 

Table 1 shows the descriptive statistics and result of correlation analysis. Mean 

values indicate that selected undergraduates have a favorable mind-set for the 

entrepreneurial context. The correlation coefficient for the relationship between 

attitudes toward behavior and entrepreneurial intention is 0.765 and it is 

significant at 0.05. So that it can be concluded that there is a positive and 

significant relationship between attitudes toward behavior and entrepreneurial 

intention. Social norms are also shown a positive relationship with 

entrepreneurial intention. Moreover, perceived behavioral control, 

entrepreneurial education and personal traits are also positively correlated with 

entrepreneurial intention.  
 

Table 1 Descriptive statistics and results of correlation analysis 

 A B C D E F 

A. Attitudes toward 

behavior  
(3.96)      

B. Social norms .387** (3.16)     

C. Perceived behavioral 

control 
.575** .575** (3.36)    

D. entrepreneurial 

education 
.450** .322** .397** (3.95)   

E. Personal traits .638** .423** .548** .480** (3.83)  

F. Entrepreneurial intention .765** .406** .649** .497** .707** (3.67) 
**. Correlation is significant at the 0.01 level (2-tailed), (XXX.) mean  



Entrepreneurship and SME Development 

 

139 

 

To evaluate whether there is a significant difference between male and female 

on entrepreneurial intention, independent samples test was performed. The 

result reveals that male undergraduates (M= 3.85) have a higher level of 

entrepreneurial intention than that of female (M=3.50) (t=2.221, p<.05). In 

addition, undergraduate from business families (M=4.167) have shown a higher 

level of entrepreneurial intention than other students who are not from business 

families (M=3.56) (t=3.051, p<.05).     

Table 2 presents the result of regression analysis. R square and F- value indicate 

that the overall regression model is significant and fitted to the data. The 

regression coefficients indicate that attitude toward behavior, perceived 

behavioral control; personal traits have significant effect on entrepreneurial 

intention. However, social norms, entrepreneurial education have no any 

significant effect on entrepreneurial intention of the selected undergraduates.  
 

Table 2 Result of regression analysis 

Adj. R2 = 0.691                    F Value = 45.232                                     Sig F = 0.000 

Variable  Unstandardized 

Coefficients 

Standardized 

Coefficients 

T Sig. 

B Std. Error Beta 

(Constant) -1.644 .387  -4.251 .000 

Attitude toward 

behaviour 
.584 .108 .425 5.407 .000 

Social Norms -.059 .092 -.045 -.648 .519 

Perceived 

Behavioural 

control 

.356 .116 .242 3.064 .003 

Entrepreneurial 

Education 
.130 .095 .090 1.365 .176 

Personal traits  .387 .109 .279 3.555 .001 
 

Conclusion  

This study found that entrepreneurial intention of undergraduates is driven by 

attitudes towards entrepreneurship, perceived behavioral control and personal 

traits.  The results revealed that male students have higher level of entreprenruial 

intention than that of female students. Thus, curriculum of the relavant degree 

programs should be enriched with specific courses that help to develop positive 

attitudes towards entreprenrial intention, perceived behavioural control and 

personal traits among the undergraduates to promote entrepreneurial intention 

among them. In adddition, present entreprenrial edcuation in the university 

needs to be revised by accomodating extra curricular activities to develop  

undegraduates with tacit knowledge required for entreprenrial behavior. 
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Introduction 

Financial literacy has been defined in various ways; as the ability of skills to 

apply that knowledge, perceived knowledge, good financial behavior and 

financial experiences (Hung et al., 2009). According to the International Network 

on Financial Education, financial literacy is a combination of awareness, 

knowledge, skill, attitude and behavior necessary to make sound financial 

decision and ultimately achieve individual financial wellbeing. Financial literacy 

has received a great concern in both the developed and developing countries due 

to its main role in financial decision making which implies its effectiveness on 

firm performance. Performance can be generally characterized as the firm’s 

ability to create acceptable outcomes and actions. Further, financial literacy is 

now globally recognized as one of major factors of economic and financial 

stability and development of firm performance. 

A compelling body of literature has shown a strong positive association between 

financial literacy and performance of Small and Medium Enterprises (SMEs) 

(Hilgert et al., 2003; Kidwell & Turrisi, 2004; Lusardi et al., 2010). In point of 

the view of the Department of Census and Statistics of Sri Lanka (2015), SMEs 

play a vital role in almost all the economies in the world, especially in  the 

developing countries like Sri Lanka and it largely contributes  to Gross Domestic 

Product and facilitates  more employment opportunities. On the other hand SMEs 

serves as a nursery for large enterprises of the future, as most of the large 

enterprises right now originated as SMEs in the past.  

As there have not been adequate researches to ascertain the relationship between 

financial literacy and Micro and Small Enterprises’ (MSEs) performance 

especially in Sri Lanka, this article aims to fill the gap by way of an empirical 

study in Sri Lankan context. The main objective of this study is to determine the 

impact of financial literacy on performance of MSEs in Sri Lanka. 
 

Methodology 

A survey was conducted in Mihintale Divisional Secretariat Division in 

Anuradhapura District in North Central Province in Sri Lanka. There are 570 
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MSEs registered in Mihintale Divisional Secretariat Office during 2012 to 2016. 

Although it is difficult to obtain the population of MSEs in the study area, a 

sample was selected using convenience sampling method. Seventy (70) 

questionnaires were distributed among entrepreneurs and forty three 

questionnaire were returned. Therefore, forty three enterprises have been selected 

as the sample. Although there are different definitions of MSEs, this research 

used the definition used in Economic Census 2013/2014 of Department of Census 

and Statistics in Sri Lanka to define MSEs for this study. The empirical approach 

consists of data collection through the use of self-administered questionnaire in 

the survey to gather information from entrepreneurs who are the directly 

responsible persons to maintain businesses.  

As there is no generally accepted definition for financial literacy, this study used 

four concepts to measure financial literacy after reviewing the literature (Huston, 

2010; Cole & Fernando, 2008;. Zuhair et al., 2015; Remund, 2010). Budgeting 

and book keeping skills, Debt management skills, historical financial practices 

and future oriented financial practices are used to measure the financial literacy. 

The conceptual model in Figure 1 outlines the relationship between financial 

literacy and firm performance. Descriptive statistics, correction and regression 

analysis were used in data analysis.  
 

Figure 1 Conceptual framework 
 

Results and discussion  

The entrepreneurs were asked to indicate their demographic details and the results 

of them are outlined in Table 1. Cronbach’s alpha value was used to determine 

the internal consistency of the variables to gauge their reliability. All coefficients 

are above 0.70 except the variable named future oriented financial practices (See 

Table 2). 

Growth of MSEs 

Budgeting & book keeping 

skills 

Debt management 

Historical financial practices 

 

Future oriented financial 

practices 
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Table 1 Sample profile 

Demography  Percent  Demography Percent 

Gender Male 74.4  Age <25 2 

 Female 25.6   26-35 21 

 

M Status 
Married 82   36-45         35 

 Unmarried 18   46-< 42 

Education Primary 9.3  

 Secondary 32.5  

 Tertiary  58.1  

 

Table 2 Reliability statistics 

Variable No. of 

Items 

Cronbach's Alpha 

Budgeting  & book keeping (BBK) 4 0.839 

Debt management(DM) 4 0.743 

Historical financial practices (HFP) 4 0.767 

Future oriented financial practices (FOFP) 4 0.620 
 

The correlation analysis is used to determine the extent to which different 

financial literacy factors are associated with changes in MSE performance. Its 

results are shown in Table 3.  

The result of correlation indicates that all variables are the positively correlated 

with performance of MSEs. It means that, budgeting and bookkeeping (BBK), 

historical financial practices (HFP), Debt management (DM) are positively 

correlated with growth of MSEs (GMSE). 
 

Table 3 Results of Correlation analysis 
 

 

Multiple regression analysis was used to examine the effect of BBK, HFP and 

DB on GMSE and its result is reproduced in Table 4.  According the above result, 

all three predictor variables have a positive effect on growth of MSEs. In other 

words, budgeting and bookkeeping (BBK), historical financial practices (HFP), 

Debt management (DM) have positive effect on growth of micro and small 

enterprises in the region. Moreover R-Square value, 0.825, indicates that 

 G BBK HFP 

Growth 
Pearson Correlation -   

Sig. (2-tailed)    

BBK 
Pearson Correlation .896** -  

Sig. (2-tailed) .000   

HFP 
Pearson Correlation .833** .935** - 

Sig. (2-tailed) .000 .000  

DM 
Pearson Correlation .841** .851** .808** 

Sig. (2-tailed) .000 .000 .000 
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budgeting and book keeping skills, debt management, and historical financial 

practices have good ability to promote the growth of micro and small enterprises 

in the North Central Province in Sri Lanka.   
 

Table 4 Result of regression analysis 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

 

(Constant) .383 .286  1.339 .188 

BBK .570 .111 .655 5.127 .000 

DM .367 .168 .288 2.192 .034 

HFP .014 .096 .011 .147 .048 

 

Conclusion and recommendations 

The main objective of the study was to investigate the impact of financial literacy 

on growth of MSEs. The result reveals that financial literacy has a positive and 

significant effect on growth of MSEs.  In fact, budgeting and book keeping 

literacy ensures a sustainable growth in MSEs. Thus participation of employees 

in the budgeting and book keeping process is necessary for achieving betetr 

performance in the business firms. It is evident that some micro businesses are 

not practicing proper budgeting and book keeping activities. Therefore, such firm 

should keep accurate, meaningful, and timely information to make their decision 

appropriately. This is particularly true concerning financial information about a 

firm’s operations. As a matter of policy, entrepreneur should keep the records on 

sales, purchase, accounts receivable, inventory, and stock on daily, weekly or 

monthly basis and should have an awareness on inflation and interest rate. But 

many entrepreneurs think that employing capable hands to keep adequate data of 

business operations is only required for the large businesses. This research sets 

an important benchmark for further research in this area.  

Keywords: Financial literacy, firm performance, micro and small enterprises. 
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Corruption, gender and credit constraints: Evidence from 

South Asian SMEs  

 

Nirosha Wellalage 
Department of Finance, University of Waikato, Hamilton, New Zealand. 

nirosha@waikato.ac.nz      

 

Introduction 

In South Asian economies, the most recurrent problem for small and medium 

enterprise (SME) owners is related to access to credit, and corruption (World 

Bank Enterprise Surveys, 2014).  Credit access by firms can be affected by 

specific local contexts such as government regulations and culture. That indicates 

views on corruption and extortion may vary according to the institutional settings. 

However, within same institutional environment the effects of corruption on 

individual firms may differ. The significance of this current study is the use of 

micro-level data drawn from World Bank 2014 Enterprise Surveys, in contrast to 

the macro-index approach, to gain a better understanding of the corruption and 

SME credit constraints.  

Looking at gender differences in the corrupt behaviour of owners of SME is 

important. The possibility that female business owners face gender-specific 

challenges and may differ from males in terms of ethics and moral standards 

warrants careful investigation at the microeconomic level.  If women 

entrepreneurs are less likely to engage in corruption than men entrepreneurs, then 

measures and policies to fight corruption will reduce the advantages male-owned 

enterprises gain from these behaviours. In addition, a business environment that 

is friendlier to women-owned SMEs would be more attractive to women and so 

would encourage more women to become entrepreneurs, with potential for 

increasing their incomes and welfare. Such an environment would also be more 

conducive to the development of the business sector, which is important for 

poverty alleviation and sustainable growth in developing economies.     

This study examines the effect corruption has on credit access of small and 

medium enterprises (SMEs) and whether corruption exacerbates gender-based 

asymmetries to accessing credit in South Asia.  Corruption is perceived to have 

considerable effect on the development of a business and its ability to compete 

and survive in markets as well as diverting resources away from more worthy and 

productive uses (Joseph et al., 2016). 

This study contributes to the understanding of corruption’s impact in several 

ways. Prior studies mainly use macro-data, and of the few studies that drill down 

to micro-level analysis, most focus on a single country  (Tran et al., 2016; Van 

Vu et al., 2017). This research providing a cross-country study is, to our 
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knowledge, the only study providing an insight into gender, corruption and credit 

access. Second, the current research is significant in establishing whether there is 

a causal relationship between SME corruption levels and credit constraints. An 

appreciation of how corruption and credit constraints affect individual SMEs is 

essential when formulating efficacious public policy.  

 

Methodology 

This study applies a discrete choice Probit model for binary choice (yes, no) 

responses to the credit constraints question.  The Probit model is written as 

follows: 

𝐶𝑜𝑛𝑠𝑡𝑟𝑎𝑖𝑛𝑡𝑠𝑖 = 𝛽0 + 𝛽1𝐵𝑟𝑖𝑏𝑒_𝐷𝑖 + 𝛽2𝐵𝑟𝑖𝑏𝑒_𝐷𝑖 ∗ 𝐹𝑒𝑚𝑎𝑙𝑒 + 𝛽3𝐵𝑟𝑖𝑏𝑒_𝐷𝑖

∗ 𝑀𝑎𝑙𝑒 +  𝛽4 (𝐹𝑖𝑟𝑚 𝐶ℎ𝑎𝑟𝑎𝑐ℎ𝑡𝑒𝑟𝑖𝑠𝑡𝑖𝑐𝑠)𝑖 +  𝛽5 (𝐶𝑜𝑢𝑛𝑡𝑟𝑦)𝑖 

    Where, 𝐶𝑜𝑛𝑠𝑡𝑟𝑎𝑖𝑛𝑡𝑠𝑖  is a binary variable representing whether SME owner 

i in credit constraint (1) or otherwise not (0). 𝐵𝑟𝑖𝑏𝑒_𝐷𝑖   Is a vector of 

the variable indicating the existence of a bribe, 𝛽2𝐵𝑟𝑖𝑏𝑒_𝐷𝑖 ∗
𝐹𝑒𝑚𝑎𝑙𝑒, 𝛽3𝐵𝑟𝑖𝑏𝑒_𝐷𝑖 ∗ 𝑀𝑎𝑙𝑒, 𝐹𝑖𝑟𝑚 𝐶ℎ𝑎𝑟𝑎𝑐𝑡𝑒𝑟𝑖𝑠𝑡𝑖𝑐𝑠𝑖    is a vector of 

firm characteristics and   𝐶𝑜𝑢𝑛𝑡𝑟𝑦 𝑖 is a vector of country dummy. 

The empirical findings relating to corruption and credit constraints are mixed and 

this may be attributable to endogeneity and reverse causality. Although, selection 

of the sample to minimise the likelihood of endogeneity, Smith-Blundell (1986) 

test22, rejects the hypothesis that Bribe_D variable, is exogenous at a significance 

level of 0.01.  Corruption and credit constraint relationships can be endogenously 

determined in many ways. Omitted variable bias may influence the corruption 

and credit constraint regressions. Measurement errors also commonly give rise to 

an endogeneity issue. When corruption is jointly determined with the credit 

constraint there is a simultaneity problem, which leads to a spurious relationship 

between credit constraints and corruption.  As an illustration, corruption in 

lending may contribute to a reduction in firms’ access to external finance due to 

increasing the cost of the loan.  A bribe amounts to a tax on borrowers and so 

creates an obstacle to credit. On the other hand, highly credit constrained firms 

may use a high level of corruption to overcome bureaucratic processes and 

complex regulations in accessing credit.  

To correct endogeneity bias, we use instrumental variables which affect credit 

access but do not directly influence corruption. Likely candidates are 

macroeconomic variables or government regulations. In a cross-country study, it 

is difficult to find a strong instrument that is common for regulation, determined 

outside the firm and does affect the firm. The study follows the approach of 

Fisman and Svensson (2007) and Qi (2016), using as an instrument the existence 

                                                 
22 STATA command probexog provides opportunity to test endogeneity in limited 

dependent variables model (Probit in here). 



Entrepreneurship and SME Development 

 

149 

 

of firm bribery (Bribe_D) by locality-sector average of bribery (Avg_Bribe_D). 

This is a very strong instrument, because locality-sector average of bribery 

captures the institutional environment in the locality, business methods, and rent 

extraction preferences of bureaucrats, which are factors exogenous to the firm.   

According to Stock and Yogo (2002), when the transformed F-test for the joint 

significance of identifying instruments in the first stage regression exceeds 10, 

the selected instruments are valid.  The F-test for instrument relevance for our 

instrument variable Avg_Bribe_D is 30.97.   The F-test value indicates a well 

specified instrument and resulting econometric findings are robust.  We conclude 

that the instrumental variable probit model (i.e., IV probit) is appropriate. 

 

Results and discussion  

The results, using firm level data for five South Asian economies (Afghanistan, 

Bangladesh, India, Nepal, and Pakistan), indicate that the majority of SMEs in 

South Asia pay bribes to get things done. Considering full sample, consistent with 

the “sand the wheels” concept, we conclude that corruption increases the credit 

constraints of SMEs by 7.6 percent.  However, gender differences emerge.  When 

female-owned SMEs pay bribes, they are on average 0.78 percent more likely to 

be less credit constrained (grease effect) compared to female SME owners who 

do not pay bribes. However, when male owned SMEs pay bribes, they are on 

average 0.61 percent more credit constrained (sand effect) than their counterpart 

male SME owners who do not pay bribes. 

 

Conclusion 

According to our results, a significant proportion of SMEs pay bribes in South 

Asia. Therefore, policies focusing on improving the quality of the judiciary, and 

implementing those policies that are likely to lead to a reduction in behaviours 

and cultural norms supporting corruption would be most efficacious. The study 

indicates that anti-corruption measures would be conducive to developing SMEs 

in South Asia, by ensuring resources go to stimulate economic growth.   

Women constitute a greater proportion of the population than men in South Asia. 

In situations where government officials and lending institutions’ decision 

makers are predominantly men, opportunities arise to abuse entrusted power and 

to expose women SME owners to bribe-paying practices. Introducing a gender 

focus in anti-corruption measures through mainstreaming gender equality is 

important for social and economic well-being.  

In the future, expanded datasets may permit the estimation of bribery intensity. 

Also, the present study is limited to South Asia and there are opportunities to 

extend this to other regions. 

Keywords: Corruption, credit access, SMEs, South Asia, women.  
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Introduction 

Globally, Greenhouse Gases (GHG) and caused climate change and global 

warming are well debated among researchers, scientists, government, head of 

states, policy makers and head of states. Carbon dioxide (co2) emissions as the 

significant anthropogenic GHGs (Owusu & Asumadu-Sarkodie, 2016), which are 

accountable for more than 60 percent of the greenhouse effect (Ozturk & 

Acaravci, 2010), importantly contribute to the upsurge in temperatures of the 

world and especially climatic changec. Under these circumstances, policy makers 

try to bring cleaner environments without diminishing economic growth and 

proportions are being put forward with a determination to decrease reliance on 

non-renewable resources of energy, ensuring poverty reduction and energy 

security (Chaudhry, 2010; Pao & Tsai, 2010; Siddiqui, 2004). 

The main objective of this study is to examine the short-run and long-run 

causality association among renewable energy, natural resource depletion, 

carbon-dioxide emission, poverty and Gross Domestic Product (GDP) in the 

South Asia region. This Study attempts to analyze the nexus between economic 

growth and environmental factors in the case of South Asian economies. This 

study used data from five countries: Pakistan, India, Sri Lanka, Nepal and 

Bangladesh, which have been categorized as developing and in transition to 

industrialized economies (see Table 1). Therefore, it is significant in order to 

understand the pattern of co2 emission with an empirical analysis of these 

countries in their transitional phase of development. 

 

Methodology  

This study investigates the scenario of the study area using short and long run 

analyses. It was utilized the data on energy from electricity production, renewable 

sources (excluding hydroelectric (kwh)), carbon dioxide (co2) emission, natural 

resources depletion, poverty head count ratio and gross domestic product (GDP) 

in select south Asian economies (Pakistan, Sri Lanka, India, Bangladesh and  

Nepal) over a time periods of 1970 to 2013. 
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Table 1 Trends in  energy consumption, GDP (per capita)  and Co2 emission in 

South Asian countries (1980-2012) 

Year Pakistan India Bangladesh Nepal Sri Lanka 

 Co2emission per capita (metric tons) 

1980 0.4 0.498 0.092 0.037 0.225 

1990 0.617 0.794 0.144 0.037 0.221 

2000 0.74 1.138 0.21 0.139 0.531 

2010 0.95 1.39 0.39 0.139 0.615 

2011 0.93 1.48 0.41 0.2 0.75 

2012 0.91 1.59 0.43 0.21 0.79 

2013 0.94 1.59 0.44 0.23 0.78 

 Energy consumption per capita (in Kg of oil equivalent) 

1980 309.55 293.51 101.84 317.12 307.5 

1990 385.78 364.53 118.59 319.64 324.19 

2000 445.42 438.65 140.43 349.7 435.9 

2010 486.92 600.3 203.51 380.62 476.66 

2011 481.61 613.71 204.72 382.63 499.33 

2012 479.44 645 212.29 384.95 516.52 

2013 488.42 606.87 215.29 401.37 487.37 

 GDP per capita (in US $) 

1980 296.17 271.24 219.85 135.27 272.91 

1990 360.15 375.89 283.97 200.29 472.08 

2000 514.15 457.28 355.97 236.98 854.92 

2010 1024.5 1419.1 664.06 596.37 2400 

2011 1213.9 1533.6 731.89 704.18 2835.9 

2012 1256.6 1489.2 752.15 690.2 2923.2 

Note: statistical data is taken from WDI (2016) statistics. 
 

Followed the study of Kanjilal and Ghosh (2013) and Zeb et al. (2014), this study 

based on panel data analysis for selected South Asian countries used  the variables 

in log-linear form to express the interrelationship between several factors as 

specified in Eq.(1). 

LnERPit =γ0+γ1lnCRBit+γ2rt+γ3lnDNRit+γ4lnGDPit +

γ5lnPVEit + et   …… (1)    

Where; ERP is measured as electricity production from renewable 

sources excluding hydroelectric in KWH,  CRB is related to Carbon 

dioxide emission from electricity and heat production, Natural 

resource depletion ( % of GNI) is denoted as DNR, GDP stands for 

Gross Domestic Product and PVE is measured by Poverty Head Count 

ratio and 𝑒𝑡 is the error term. 

The next step is based on Johansen’s co-integration technique and 

Multivariate Granger-causality tests on error-correction model. 
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Table 2 Description of data 

Variables Measurement Expected  Sign 

Electricity production 

from renewable sources, 

excluding hydroelectric   

(ERP) 

Kilo Watt (hour kwh) 

 

 

- 

 

 

CO2 emissions (CRB) million (metric tons) NEG 

Depletion of natural 

resources (DNR) 

GNI (%) 

 

POS 

 

Economic growth (GDP)  Current US $ POS 

Poverty(PVE) Head count ratio NEG 
Source: World Bank (2016) 

Results and discussion 

In the beginning of estimation process, it is essential to check the potential non-

stationary problem through the tests of Augmented Dickey Fuller (ADF). The 

results for the ADF test indicate that all the given variables are integrated of first 

order I (1). 

Table 3 Results of Augmented Dickey Fuller (ADF) test 

Name of the country Variables Constant with trend  Differences 

Pakistan     
 ERP -1.18665 2.363889 5.337277* 

 CBR 0.709058 -2.609058 -6.07238* 

 DNR 0.519043 - -5.07238** 

 GDP 5.34999 2.404476 -3.8686*** 

 PVE -3.41251* -3.7654 -7.07238* 

 Sri Lanka     
 ERP -1.652866 -2.548819 -6.301651* 

 CBR -0.3336 -2.77011 -8.404942* 

 DNR -3.318946 -3.56789** -6.98670* 

 GDP 2.84693 2.770111 -3.4768*** 

 PVE 2.004049 3.390244 -3.90350* 

Bangladesh    

 ERP -0.730699 -2.837307 -7.905479* 

 CBR -5.94567 2.509475 -8.406328* 

 DNR -2.091018 -2.45677 -5.709683* 

 GDP 3.105025 2.800513 -3.12786** 

 PVE -6.71803* -6.340358 -11.40655* 

INDIA     

 ERP -0.085734 1.123654 -4.805354* 

 CBR 5.565676 -0.214521 -5.43854** 

 DNR -3.03345* -2.908762 -9.750834* 

 GDP 2.738986 2.56042 -3.345678* 

 PVE -1.58623 -1.107559 -13.90139* 

NEPAL     
 ERP 3.879755 -0.575110 -5.354382* 

 CBR -1.897576 8.30370* -4.192437* 

 DNR -2.96639 -3.45678 -7.152066* 

 GDP 6.356332 6.100045 -3.86860** 

 PVE -1.724265 -1.404712 -10.54345* 

Note: The lag length (optimum) was designated using Akaike criterion (AIC) *, ** and *** 

shows 1%, 5 %and 10% significance levels. 
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Therefore, multivariate co-integration test was applied by using Johansen and 

Juselius test (in 1990) with the maximum likelihood estimation method. Table 3 

shows the results of ADF test. The results of Johansen and Juselius integration 

which was done to check the results of multivariate co integration test show one 

cointegration relationship among India, Bangladesh and Nepal. This scenario 

predicts that there is a long run relationship among electricity production (from 

renewable sources), natural resource depletion, GDP, carbon dioxide emission 

and poverty.  Results are supported by Zeb et al. (2014) and Paramati et al. 

(2017), where they found significant long-run relationship between use of 

energy, GDP growth and carbon dioxide emission.The strong relationship found 

between economic growth, use of energy and environmental issues are found in 

the literature of Ang (2007, 2008), Halicioglu, (2009), Jalil and Mahmud (2009), 

Zhang and Cheng(2009). However, a long run relationship was not found among 

dependent and independent variables in the case of Pakistan and Sri Lanka. These 

results are consistent with the results of Zeb et al. (2014) in the case of south 

Asian countries from the period of 1975 to 2010. 
 

Table 4 Results of Johnson cointegration test 

Null Hyp Alt Hyp test stats At 5%(critical 

values) 

p-value 

Pakistan 

λtrace λtrace       

hy=0* hy>0 88.37389 77.97277 0.0065 

hy =  ≤ 1  hy>1 53.75752 54.07904 0.0434 

hy = ≤ 2 hy>2 32.69432 36.19275 0.0719 

λ𝑚𝑎𝑥 λ𝑚𝑎𝑥    

hy=0* hy>0 31.61637 34.80587 0.0892 

hy =  ≤ 1  hy>1 22.0632 28.58808 0.3351 

hy = ≤ 2 hy>2 19.07252 22.29962 0.1757 

 Sri Lanka 

λtrace λtrace      

hy=0* hy>0 48.26514 69.81889 0.8732 

hy =  ≤ 1  hy>1 25.37265 48.85613 0.9343 

hy = ≤ 2 hy>2 10.26915 30.23457 0.9544 

λ𝑚𝑎𝑥 λ𝑚𝑎𝑥       

hy=0* hy>0  0 24.89248  33.87687 0.3923 

hy =  ≤ 1  hy>1 13.1035 13.1035 0.8792 

hy = ≤ 2 hy>2 2 7.556833  21.13162 0.928 

Bangladesh 

λtrace λtrace       

hy=0* hy>0 91.905 68.818 0 

hy =  ≤ 1  hy>1 61.623 49.7568 0.03 

hy = ≤ 2 hy>2 24.875 29.978 0.302 

λ𝑚𝑎𝑥 λ𝑚𝑎𝑥       

hy=0* hy>0 42.305 34.768 0.001 

hy =  ≤ 1  hy>1 25.713 28.584 0.063 

hy = ≤ 2 hy>2 12.672 21.231 0.48 

Note:  Hyp = Hypotheses testing, Alt= Alternative hypotheses. 
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Table 4 continued.   

Null Hyp Alt Hyp test stats At 5%(critical 

values) 

p-value 

India 

λtrace λtrace       

hy=0* hy>0 81.76955 68.99881 0.0035 

hy =  ≤ 1  hy>1 43.46148 46.7658 0.221 

hy = ≤ 2 hy>2 22.5643 29.8765 0.3296 

λ𝑚𝑎𝑥 λ𝑚𝑎𝑥       

hy=0* hy>0 37.2288 33.98787 0.27961 

hy =  ≤ 1  hy>1 37.34568 34.87651 0.091 

hy = ≤ 2 hy>2 10.39564 21.5678 0.7172 

Nepal  

λtrace λtrace       

hy=0* hy>0 40.1347 48.8561 0 

hy =  ≤ 1  hy>1 40.1342 47.6785 0.1237 

hy = ≤ 2 hy>2 18.5268 29.8698 0.5334 

λ𝑚𝑎𝑥 λ𝑚𝑎𝑥       

hy=0* hy>0 63.7654 33.87687 0 

hy =  ≤ 1  hy>1 21.70502 27.8765 0.2359 

hy = ≤ 2 hy>2 14.7843 21.1316 0.3425 

Note:  Hyp = Hypotheses testing, Alt= Alternative hypotheses. 
 

Table 4 shows that there is one long run co-integration in Nepal and Bangladesh 

among the production of electricity from carbon dioxide emission, natural 

resource depletion, renewable sources, poverty and GDP. The results of trace 

statistics show that there is no co-integrating or long run relationship between the 

variables and null hypotheses cannot be rejected in the case of both of these 

countries. 

The results of the multivariate Granger-causality technique on Error-correction 

(EC) model the required negative (-) sign shows speed of adjustment and 

statistical significance of the error correction in all equations indicates a long-run 

impact of variables. The equations of renewal energy production, natural resource 

depletion and poverty signify a long run impact of variables in case of 

Bangladesh. The unidirectional long-run relationship found towards ERP, GDP 

to PVE, between CRB, ERP to GDP and towards DNR to GDP in the case of 

India. The long-run relationship is found by Attiaou et al. (2017) and Rashid and 

Rehaman (2017) among these variables.   

The results of statistical significance of the EC with the negative sign reflects 

speed of adjustment of after a shock from previous year in PVE, GDP and DNR 

equations. Other findings represent that there is bidirectional granger causality 

between poverty and energy production and carbon-dioxide emission and natural 

resource exhaustion in Pakistan. 



Strengthening Economic Resilience for Inclusive Growth  

Sri Lanka Economics Research Conference 2017 

156 

 

Table 5 Results of multivariate granger-causality tests  

Regression DERP DCRB DDNR DGDP DPVE 
Error term 

(et) 

Pakistan 

DERP - 4.0762 2.3639 0.8701 9.3377* -4.6022 

DCBR 0.2140 - 0.6091 0.4032 1.5064  -0.054* 

DDNR 0.2342 0.5190 - 1.8007 0.7088 -0.0030 

DGDP 4.2401 0.3500 1.4045 - 1.4060 -2.5570 

DPVE 
8.9576

* 
0.4125 3.9817 2.8120 - -0.0840 

 Sri Lanka 

DERP - 0.2529 0.5488 2.3017 -0.4064 -3.6704 

DCBR 0.9938 - 0.7824 1.4049 1.0889 -0.2080 

DDNR 2.4630 1.3189 - 0.5047 0.4501 -0.2070 

DGDP 2.1874 0.8469 2.7701 - 0.0752 -2.6690 

DPVE 
12.344

2* 
2.0040 3.3902 3.9035 -  -0.432* 

Bangladesh 

DERP - 1.7307 0.8373 2.9055 
-

5.300271* 
 -8.840* 

DCBR 0.7084 - 2.5095 3.4063 1.2005 0.0400 

DDNR 0.8065 8.0918* - 2.7097 0.6954  -2.80* 

DGDP 1.2037 9.1050* 0.8005 - 2.6016 -3.8700 

DPVE 0.4615 0.7180 2.3404 0.6035 -  -0.605* 

India 

DERP - 0.8857 2.1237 5.8053** 5.834871* -0.0001 

DCBR 
10.065

8* 
- 1.1452 5.4385** 1.0304 -144563 

DDNR 0.1023 1.0833 - 6.75083* 1.2844 -4.1100 

DGDP 1.8355 2.7390 2.5604 - 2.8467  -5.210* 

DPVE 5.0871 4.5862 1.1076 4.0014 -  -4.789* 

Nepal 

DERP - 0.8798 0.5751 0.3544 1.3004 -3.0000 

DCBR 3.8626 - 8.3037* 2.1924 2.1206 -0.7850 

DDNR 1.0681 8.1966* - 3.6521 3.9549 -0.4300 

DGDP 1.7468 0.3563 5.1000 - 1.5342 -1.6900 

DPVE 2.5163 0.1243 0.2047 1.4543 - -0.0219 

Note: ** and * shows the 5% and 10% statistical significant levels respectively. ‘(-)’denotes not 

appropriate and in the parenthesis are degrees of freedom. 
 

Results are supported by Zeb et al. (2014), Jebli and Youssef (2015) and Paramati 

et al. (2017), where they found significant long-run relationship between use of 

energy, GDP growth and carbon dioxide emission, results are consistent with 

Attiaou et al. (2017). The strong relationship found between economic growth, 

use of energy and environmental issues are found in the literature of Ang (2007, 

2008), Halicioglu, (2009), Jalil and Mahmud (2009) and Zhang and Cheng 

(2009). However, there is no long run relationship found among dependent and 

independent variables in the case of Pakistan and Sri Lanka, results are consistent 

with the results of Zeb et al. (2014) in the case of South Asian countries from the 
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period of 1975 to 2010. The positive unidirectional causality running towards 

PVE to ERP and error correction (EC) term is significant and has negative sign 

in case of Sri-Lanka, results are consistent with the findings of  (Dafauce &  

Martin, 2015) that Sri Lanka as low income country have high consumption of 

renewable energy (biomass) consumption.  Nepal found positive bidirectional 

causality between CRB and DNR, results are consistent with Akhmat et al. 

(2014), where they found carbon dioxide, air pollution and its adverse effects on 

environment in developing countries also. 

The results show that the distortion of natural resources leads to spiraling carbon 

emissions, as distortion of natural resources leads to spiraling carbon emissions 

whereas an increase in energy production increases in carbon emissions in these 

countries. Because growing demand of for fossils fuels to intensive use of energy 

lead to depletion of natural resources, higher carbon dioxide emission and finally 

environmental degradation (Rashid & Rehaman, 2017). Consequently, a 

significant rise in production of energy leads to growth in GDP which further 

upsurge carbon dioxide emission in the region, results found consistent Chien and 

Hu (2007), Chien and Hu (2008), Shahbaz et al. (2011). 

Table 6 shows the overall results of cointegration of Pedroni Panel cointegration 

test for study area. It indicates that there is long-run association between these 

variables, a panel cointegration technique to examine the long-run equilibrium 

relationship among the variables. The panel cointegration method is very useful, 

if a time series component of all cross section is short (Alam & Paramati 2015). 

Due to benefit, many researchers started applying the panel cointegration 

approach to observe the long-run equilibrium correlation among the variables. 

This analysis applies Fisher-type Johansen cointegration methodology which is 

developed by Maddala and Wu (1999).  
 

Table  6 Pedroni Panel co-integration test results 

Alternative hypothesis:  “with common AR coefficients” (within - dimension)  

Panel v (stat) 
Statistics 

values  
p-value 

Weighted 

statistics 
p-value 

Panel v-(stat) 1.656867 0.0488** 0.822052 0.1855 

Panel rho-(stat) -1.480148 0.0694*** -1.363888 0.0763*** 

Panel PP-  (stat) -3.641114 0.0001* -4.138672 0.0010* 

Panel ADF-

(stat) 
-3.819671 0.0001* -4.138672 0.0000* 

Alternative hypothesis: individual common AR coefficients. (Within - dimension)  

Tests -0.70855     0.2456 

Group rho-stat         

Group PP-stat 
-3.470020 

0.0000 
  0   

Group ADF-

stat 

-3.860477 

0.0000 
  0   
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Table 6 Continued. 

 (II) Johansen  test of fisher Panel Co- integration  

Unrestricted Co-integration Rank statistics Test ( from Trace and Maximum 

Eigenvalue) 

Tests 

Fisher Stat. 

P-value 

Fisher 

(statistics). 
p-value 

(applying  

trace test) 
(Maxeigentest) 

None  164.7 0.0000* 93.92 0.0000* 

At most 1 1 89.53 0.0000* 52.69 0.0000* 

At most 3 57.86 0.0000* 27.76 0.0001* 

At most 4 37.71 0.0001* 25.8 0.0034* 

At most 2 23.71 0.0130** 23.71 0.0130** 

(III) Test of Kao Residual Co-integration  

None     t-Statistic p-value 

ADF test     -5.00078 0 

Where, stats= statistics and Probabilities are calculated applying asymptotic Chi-square 

distribution. 

 

Table 7 Results of panel groups FMOLS statistics 

Variables Coefficients t-values 

ERP equation 

CBR 1.251 2.602* 

DNR -4.821 -0.927 

GDP 0.047 2.963* 

PVE 4.775 2.316* 

CBR equation 

ERP 9.08 6.743* 

DNR 1.11 1.970*** 

GDP 1.3 0.77 

PVE 0.036 1.566 

DNR equation 

ERP 3.812 0.037 

CBR 0.017 1.605 

GDP -1.981 -0.735 

PVE 0.013 1.001 

GDP equation 

ERP 3.2 7.230* 

CBR 1.244 9.980* 

DNR -2.31 -0.965 

PVE -3.403 -2.357* 

PVE equation 

ERP 6.76 2.218* 

CBR 0.017 0.053 
NRD 2.425 0.901 

GDP -1.99 -0.448 
 

The test of cointegration explains the long-run correlation among the underlying 

vectors. Therefore, in this analysis, it was used fully modified OLS (FMOLS) 

estimation technique (Table 7) designed by Pedroni (2001) which provided 
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consistent and unbiased long run coefficients in the model. The results of panel 

FMOLS analysis show that carbon dioxide emission, GDP and poverty are 

significantly associated with ERP. Further, it was found an inverse relationship 

in between GDP and poverty, results are consistent with the finding of Zaman 

and Moemen (2017) based on SAARC countries and poverty and positive 

relationship in between ERP and CRB which is very consistent with the results 

of Zeb et al. (2014). These results indicate that when electricity is produced from 

renewable sources of energy, there is a tendency to increase CRB and raise GDP. 

Accordingly, it can be noticed that ERP has a significant positive correlation with 

CRB also supported by Long et al. (2015). Furthermore, study reveals that GDP 

has a positive association with ERP and CRB. Overall, the statistical results 

provide evidences for the presence of a positive causal relationship and have a 

long-run presence of energy production, environmental degradation and income 

in the region.  

 

Conclusion 

The findings of the study explain that long run cointegration relationship exist 

among these variable for all selected countries. The term error correction is 

significant with the required negative (-) sign for all selected countries revealing 

speed of adjustment of after a shock from previous year. Pedroni Panel 

Cointegration test and Panel Group FMOLS is used. It indicates that there is long-

run association between these variables, a panel co-integration technique to 

examine the long-run equilibrium relationship among the variables. The results 

of Pedroni Panel cointegration test reveal that there is a long run relationship 

among Renewable energy, GDP, carbon dioxide emission, depletion of natural 

resources and poverty, as evident from the statistically significant Panel rho, 

Panel PP and group ADF statistics. The results of Panel FMOLS analysis show 

that carbon dioxide emission, GDP and poverty are significantly associated with 

ERP. Further, it was found an inverse relationship in between GDP and poverty, 

results are consistent with the finding of Zaman and Moemen (2017)  based on 

SAARC countries and poverty and positive relationship in between ERP and 

CRB which is very consistent with the results of Zeb et al. (2014). These results 

indicate that when electricity is produced from renewable sources of energy, there 

is a tendency to increase CRB and raise GDP. Accordingly, it can be noticed that 

ERP has a significant positive correlation with CRB.  

For policy recommendation there is basic requirement for corporation on the 

international level to overcome the problem of global environmental.  
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Introduction 

Climate change has played an increasingly important role in recent years and is 

now one of the leading political priorities worldwide. Climate change is a result 

of the phenomena of global warming, which is projected to increase the 

frequency and severity of extreme weather events. The economic losses caused 

by natural disasters could also increase significantly with the frequency of 

occurrence. 

The developing nations will be most affected by climate change. Yet, they need 

more economic growth and more energy today, and nothing should stand in the 

way of that progress. Ironically, the economies of these countries are exposed to 

climate-change sensitive sectors such as agriculture, fisheries and are important 

tourist destinations. Tourism in many developing and least developed countries 

is the most viable and sustainable economic development option, and in some 

countries, the main source of foreign exchange earnings (WTO, 2011). Further, 

agriculture continues to be the main source of employment, livelihood and 

income for between 50percent – 90percent of the population (Kwa, 2001). 

Therefore, climate change could immensely affect the economies of these 

countries in the long-run. 

Thus, the main objective of the study is to determine the impact of climate 

change on economic performance of developing countries and thereby examine 

the need for those economies to develop policies to withstand shocks arising 

from climate change. The following research problem is the basis for the study. 

“Should Developing countries take Climate change into account when designing 

their economic policies for development?” 

Sri Lanka is a developing country whose economy consists of sectors 

significantly exposed and sensitive to climate changes and its effects. A global 

study of the sensitivity of economic growth of developing countries to climate 

change and their ability to withstand such shocks to the economy would provide 

sound foundation for policy makers in Sri Lanka. 

 

Methodology 

The present study adopts a combination of both casual and descriptive research 

designs which analyze the nature of economic behavior to changes in climate 
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condition. The empirical analysis of the study adopts a Basic Cross-country 

Regression method based on the seminal work done by Barro (1991), for cross 

section of 83 developing countries located in the tropical climatic belt; classified 

according to the UN country classification report and IUCN list of tropical 

countries. Further, the study employs secondary data collected from reliable data 

sources and details of the variables is described in appendix. (See appendix 1). 

The baseline model used in this paper is specified as: 

Yi = γo + Zi γk + βCi + εi 

Where; Yi is the level of GDP per capita growth; Zi is a vector of control 

variables that are perceived to be potential drivers of economic 

growth which consist of gross capital formation as a percentage of 

GDP, population growth, total population, trade openness, initial 

per capita GDP and initial level of school enrolment (primary and 

secondary); and Ci is the vector of climatic variables consisting of 

temperature and precipitation, and εi is the disturbance term.  
 

Further, to draw inferences and derive implications for policy recommendations 

from the study; a number of diagnostic tests are conducted and measurement 

errors are discussed to ensure the reliability of the results generated from the 

econometric analysis. 

  

Results and discussion  

The main objective of the study was to identify the sensitivity or the degree of 

influence of climate change on the economic growth of developing countries. 

The desired objective was successfully captured through the regression model. 

(See Appendix 3) 

Economic growth of developing countries in this region was significantly 

affected from the level of initial per capita GDP of the year 1990, level of 

investment, population growth, degree of trade liberalization and market size of 

the countries. Level of initial per capita GDP and population growth in the region 

had a negative impact on per capita GDP growth during the period 1990-2014. 

In contrast, the total population; proxied for the market size has a positive impact 

on growth suggesting that the economic growth in the region is driven by 

demand. 

The theoretical underpinnings of the Solow growth model were further 

established from the study through a highly significant positive impact of level 

of investment; proxied by the gross capital formation as a percentage of GDP, 

on per capita GDP growth in developing nations. Further, an insignificant level 

of unconditional convergence was identified in the region. This implied that poor 

countries tend to grow faster than rich countries.  

The statistics indicate that the mean GDP per capita for the countries over the 

period 1990-2014; was US$ 3755.636, which reflected the middle-income levels 
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of many countries within the region. Further, the mean per capita GDP growth 

of 2.07percent is a significant indicator of the low level of development in this 

region. (See Appendix 2) 

On the climate side, temperature averaged 24.71 ºC within the period across the 

sample. The precipitation values recorded corroborate the tropical nature of the 

sample units as the mean precipitation recorded was 1368.62 millimeters over 

time and space. The temperature levels in the region have increased significantly, 

and this rise in temperature over the years is observed in the concept of climate 

change and global warming. In contrast, precipitation seems to fluctuate around 

a very insignificantly increasing trend over the period 1990-2014.  
 

 

Figure 1 Temperature and Precipitation (1990-2014) 

Source: Based on data extracted from CRU database (2017) 
 

The economic activities in the African region are highly vulnerable to climate 

change, in other words; increase in temperature levels. Compared to Africa, the 

exposure of countries in the Latin American and Asian region to agricultural 

activity is low. However, although the value addition is low, this sector cannot 

be ignored. This sector provides employment to more than 30 percent of those 

employed in economic activities. 

In some developing countries, notably small island states, tourism account for 

over 25 percent of GDP, while on the other hand, tourism is the first or second 

source of export earnings in 20 of the world’s 48 least developed countries. The 

tourism sector of countries in the area under study is highly sensitive to climate 

change. During the time period 1990-2014, a clear increase in tourist departure 

was identified. This illustrated the negative impact climate change; the rise in 

temperatures can have on tourism.  

All in all, the study concluded the need for developing countries located in the 

tropical climatic belt to incorporate the concept of climate change into policy 

planning. The study concludes that climate variation in the region has direct and 
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indirect impacts on economic growth as supported through previous studies and 

the empirical study. While previous studies done on the effects of the climate 

change were focused on direct channels through which it is transmitted to the 

economy, scholars are now encouraged to study the impact of climate change on 

the entire economic stability of nations as the concept of global warming has 

already taken ground in the twenty-first (21st) century and there is no turning 

back. 

 

Figure 2 Temperature and Tourism 1995-2014. 
Source: Based on data extracted from World Development  

Indicators and CRU database (2017) 

 

Conclusion and recommendations 

In reality climate change cannot be eliminated from any society, economy, 

country, or region. Instead measures should be taken to minimize the 

acceleration of climate change. Further, steps to build resilience in economies to 

withstand shocks arising due to climate change can better safeguard the economy 

of developing nations. Developing tropical countries are already in the process 

of putting their economy together. Therefore, these countries could only be 

rescued from worsening conditions if the recovery process due to climate change 

can be shortened. 

Prioritization of action is the key to development. The study established climate 

variation to be a potential factor in determining the economic growth in 

developing tropical countries. All in all, the first step to be implemented through 

the findings of the study is to incorporate the significance of climate in policy 

planning for economic development. 

Keywords: Climate Change, developing countries, economic growth, tropical 

climatic belt.  
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Appendix 1  
Definitions of Variables 
GPER9014 : Log Average GDP per capita growth (annual %)  

LNPER90 : Log Initial GDP per capita of 1990(current US$) 

PRIM90 : Initial School enrollment, primary of 1990(% gross) 

I_Y9014 : Gross capital formation (% of GDP) 

GPOP9014 : Population growth (annual %) 

TRD9014 : Trade Openness (%) = (Imports + Exports)/GDP*100 

LNTEMP9014   : Log Mean Temperature, degrees Celsius 1990-2014 

LNPREC9014 : Precipitation, mm/year 

LNPOP9014 : Population, total geometric average 1990-2014 

 

Appendix 2 
Table 1 Summary Statistics 

Variable Obs. Mean Std. Dev. Min Max 

TEMP9014 83 24.71084 3.430376 7.72 28.904 

PREC9014 83 1368.622 862.2042 25.624 3118.74 

TRD9014 82 83.04793 56.37132 22.40931 360.6203 

GPOP9014 83 2.145727 0.9569063 0.2022053 6.676078 

GPER9014 83 2.076565 2.631198 -2.047577 18.32747 

I_Y9014 82 22.55337 10.0166 5.651219 89.61407 

PRIM90 82 96.65096 20.29553 29.2021 141.0814 

PER90 79 2073.1 4037.226 98.03187 27989.3 

SEC90 55 36.65707 24.84015 5.21859 89.10972 

POP9014 83 50800000 182000000 144485 1270000000 
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Appendix 3 
Table 2 Impact of climate change on economic growth 

Dependent 

Variable 

Model I Model II Model III Model IV Model V 

LNPER90 -0.489** -0.417** -0.342** -0.356** -0.410** 

 (0.162) (0.164) (0.160) (0.161) (0.157) 

PRIM90 -0.005 -0.007 -0.009 -0.006 -0.007 

 (0.010) (0.010) (0.009) (0.009) (0.009) 

I_Y9014 0.191** 0.195** 0.194** 0.199** 0.190** 

 (0.020) (0.019) (0.018) (0.018) (0.018) 

GPOP9014 -0.603** -0.451** -0.471** -0.531** -0.619** 

 (0.183) (0.199) (0.191) (0.190) (0.175) 

TRD9014 0.004 0.002 0.006 0.005 0.007* 

 (0.004) (0.004) (0.004) (0.004) (0.004) 

LNTEMP9014 -1.629* -1.832** -1.382  -1.180 

 (0.888) (0.883) (0.868)  (0.868) 

LNPREC9014  0.295* 0.284* 0.250  

  (0.168) (0.161) (0.161)  

LNPOP9014   0.280** 0.313** 0.285** 

   (0.104) (0.103) (0.106) 

_cons 7.747** 5.740* -0.629 -5.439** 1.203 

 (3.213) (3.368) (4.009) (2.685) (3.929) 

R Squared 0.69 0.71 0.73 0.72 0.72 

F-Statistic 30.72** 27.53** 27.11** 29.95** 29.65** 

Observations 78 78 78 78 78 
Note: Std. Errors are in parentheses. * and ** denote significance at 10% and 5% level, 

respectively. 
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Introduction 

More than half of the developing world’s population, particularly rural poor 

households depends on solid fuels such as agricultural residues, green waste, 

wood and wood derivatives, charcoal, coal, crop waste, and dung for their 

primary cooking (Malla & Timilsina, 2014). Their larger reliance on traditional, 

inefficient and dirty energy sources has been identified as a major threat to the 

economic development specifically in developing countries (Barnes & Floor, 

1996). The hazardous effects of biomass consumption challenge the standards of 

living, education, health, employment and many economic aspects of the humans. 

Sri Lankan households use wood than any other fuel source. Approximately 

65percent of households are cooking inside the main household structure while 

only 9percent had a separate building for cooking.  

The type of cooking fuel source used by individuals is determined based on 

factors such as socio- economic conditions, energy use patterns, housing 

characteristics, cooking behavior, cultural factors, government policies and 

people’s willingness to reduce the impact of indoor air pollution etc. (Malla & 

Timilsina., 2014, Laxmi et al., 2003). Most Precisely Indoor Air Pollution (IAP) 

caused by wood fuel used in cooking has been identified to be a major threat in 

developing nations with numerous adverse effects (Banerjee et al., 2012). The 

magnitude of health risk is expected to be influenced through above factors, 

specifically with the type of fuel depending on its rank in energy ladder along 

with many social, economic, behavioral and housing characteristics. Moreover, 

health risk is always a health cost which will finally add up to the economic cost 

of the rural households. This study examines factors affecting health risk of rural 

households, emphasizing the significant positive impact of wood fuel used in 

cooking 

 

Methodology 

Health risk is interpreted based on presence of cough, phlegm, red eye and eye 

itching among household members. Principle Component Analysis reduced the 

dimensionality of health index related data, involving a replacement of a set of 

correlated variables with a set of uncorrelated principle components that 
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represent unobserved characteristics of the population. Thus the dependent 

variable is binary which takes value 1 for risky group with presence of any of 

these illnesses and 0 otherwise. Independent variables were mainly awareness on 

cleaner fuel benefits, fuel type used for cooking, per head income; mean age of 

household, time spent on cooking and collecting firewood and education level of 

the head of the household. 

Because of the dichotomous dependent variable, Binary Logit Regression Model 

was utilized in analyzing data. These models are appropriate when the response 

variable takes only two values representing presence and absence of a particular 

characteristic in the variable which the researcher is interested in.  

             𝑦𝑖 = ∑ 𝑋𝑖𝑗𝛽𝑗
𝑘
𝑗=0 + 휀𝑖                                                                                  

We consider the case where the response Yi is binary, assuming only two values 

can be taken by the dependent variable as one or zero. For example;  

                  1 if ith person has biomass cooking related health issue 

  0 otherwise 

𝑙𝑛 (
𝑃𝑖

1 − 𝑃𝑖
) = 𝛽0 + 𝛽1 + 𝛽2𝐸𝑑𝑢_𝑠𝑝𝑜𝑢 + β3𝑓𝑢𝑒_𝑡𝑦𝑝𝑒 + 𝛽4𝑎𝑤𝑎𝑟𝑒𝑛𝑒𝑠𝑠

+ 𝛽5𝑡𝑦𝑚_2𝑝 + 𝛽6𝑡𝑖𝑚𝑒_𝑐𝑜𝑜𝑘 + 𝛽9𝑝𝑒𝑟𝐻𝑑_𝐼𝑛𝑐
+ 𝛽9𝑦𝑒𝑎𝑟𝑠_𝑐𝑜𝑜𝑘 +  휀 

 

Results and discussion  

Almost 70 percent of the households use wood fuel as their main source of energy 

in daily cooking while nearly half (48%) of the sample was using biomass for 

cooking. More than a half (69%) of households in Karametiya area uses wood 

fuel for cooking as their main fuel choice. The next most used fuel type is 

electricity which is used by 16 percent of the households. Gas was used as a main 

cooking fuel by 14 percent of the households. Kerosene was used by negligible 

number of households.  Alongside 68.5percent of the households were not aware 

of the cleaner fuel sources and the hazardous health effects of indoor air pollution. 

The most of the household heads (98.5%) was employed in a wider range of 

occupations including farming (56.7) while 94percent of the women were 

unemployed. About 93percent of households are having their kitchen inside the 

house.  

Except per head income of the household, time spent on cooking and collecting 

firewood, all the other variables were significant having the expected signs. Fuel 

type and mean age of household showed a significant positive relation under 0.05 

significant levels confirming; higher the age, the higher will be the risk of having 

a health issue. Fuel type being significant for wood fuel, it confirmed that the 

wood fuel usage at home as the main cooking energy source increases the odds 

of having a wood fuel consumption related health risk (p < 0.05). Awareness 

Yi 
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showed a negative relation confirming that better awareness on cleaner fuel and 

negative health effects of biomass use and indoor air pollution have a low risk of 

falling in to biomass cooking related health issues.  
 

Table 1 Determinants of Health Risk Index of biomass cooking: Regression results 

Variable Coefficient sd Odds Ratio Wald Sig. 

Fuel type 

Wood fuel 

Kerosene 

Gas 

   19.535 .000 

3.422* 0.918 30.634 13.901 .000 

0.861 1.704 2.364 0.255 .614 

-0.198 0.910 0.821 0.047 .828 

Mean_ageH 0.091*    0.026 1.095 12.670 .000 

Awareness (1) -0.937* 0.475 0.392 3.894 .048 

Perhd_Inc                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                     0.000 0.000 1.000 0.010 .922 

Time_cook 0.012   0.647 1.012 0.000 .985 

Time_2p 0.003   0.224 1.003 0.000 .990 

Constant  -4.900    1.552 0.007 9.969 .002 

* p < 0.05 

For example; regarding wood fuel users, it is 30.96 times more likely to be in 

health risk than for other fuel type users while aged groups were more likely to 

be in biomass cooking related health risk 1.095 times.  

 

Conclusion and recommendations 

Concluding the findings of the research, fuel type being wood fuel, unawareness 

and higher mean age were to be the significant factors that have affected in 

presence of health risk associated with use of biomass in cooking in rural Sri 

Lanka. With the kitchen type considered, low rate of outside kitchens is 

surprisingly noticed while Karametiya being a rural area. This implies the need 

of sufficient ventilation to the kitchen for those who are not in the safe conditions.  

When wood fuel was used, health cost was higher than the direct cost incurred in 

monetary terms. Indirectly, using the biomass for cooking costs the rural 

community more than what is actually felt by them in day to day life. This 

strengthens the idea that the increase in numbers of people who suffer from 

indoor air pollution related health issues or other physical discomforts will add 

up barriers to development. 

Changing the fuel type used at home through awareness programme on risks of 

dirty fuel consumption will be helpful in improving the knowledge about health 

effects of indoor air pollution. Changing attitudes of the people will also be 

beneficial. Increasing women employment and the capacity to engage in self-

employment activities will reduce the extra time left for them at homes and there 

by encouraging them to shift on the efficient energy sources, is beneficial since 

the opportunity cost of time would be higher when women are employed.  

Keywords: Biomass, health risk, Logit Model, wood fuel cooking.  
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Introduction 

Historical view of all communities was to develop their life patterns in peace and 

harmony with natural ecosystems. Since small tanks constitute a very important 

part of the rural landscape of the Dry Zone of Sri Lanka along with their 

ecosystems, there are a strong social, environmental and economic reasons for 

ensuring the sustainability of these settlements. These small tanks are connected 

to each other in those plains which are called as “Cascades” or “Clusters of 

tanks”. Cascade system is a major component of water management in dry zone 

landscape. A cascade is defined as a “connected series of tanks organized within 

a ‘meso-catchment’ of the dry zone landscape, storing, conveying and utilizing 

water from an ephemeral rivulet” (Maddumabandara, 1985; Panabokke, 2000). 

According to Tennakoon (1994), the indigenous term for a cascade is 

“Ellangawa”, and it means the handing one after the other. Usually a cascade 

may contain 2 to 25 tanks.  The purpose of this system is to store, convey and use 

water for various purposes. There are 1,166 cascade tank systems in Sri Lanka 

(Darmasena, 2004). The contribution of this system directly helps to rural 

livelihoods and indirectly helps many other aspects of rural communities. In 

ancient times, these systems were highly functioned and managed for multi 

purposes.  

Most of the benefits from those ecosystems enter into markets or can be 

marketed, but the non-market benefits are always being overlooked. These non-

marketed benefits are often high and sometimes more valuable than the marketed 

ones (Pushpakumara, 2013). If the prevailing situation of decay and destruction 

is allowed to continue, there is a risk of survival to this unique system of water 

conservation. So, rehabilitation and sustainable maintenance programs need to be 

launched to protect them. Department of Agrarian Development as a technical 

agency will have to take the lead with the active participation of farmer 

organizations in restoration and maintenance of these systems holistically. If 

scientific restoration of cascade systems is undertaken, they will provide a series 

of benefits to local communities who are directly dependent on these systems. 

Such benefits can be spreaded more widely through conserving bio-diversity and 
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providing educational, spiritual and aesthetic opportunities at both local and 

international levels (Vidanage, 2005). 

Lack of finances for investing in cascade development is a common problem in 

initiating rehabilitation programs to enhance their benefits. It is important to 

measure values of cascade systems to gain a sound understanding of construction 

needs. In the literature of environmental economics, there are standard methods 

to quantify both market and non-market values. It is always feasible to convert 

benefits to prices directly when it is tradable.   

 

Methodology 

With the above background, this study attempts to estimate the benefits of 

cascade system by examining the public willingness to pay for cascade 

development. The study was conducted in the Rambewa Division of the North 

Central Province. Weddewa village is located 10km away from Rambewa town 

area and Weddewa tank is the upper tank of this Cascade system.  The selected 

Cascade area has four main villages and four main tanks. The total number of 

households of the area is 278 households. Simple random sampling method was 

employed to select 20 percent of farm families to the sample. The primary data 

source was the information gathered from the farmers using structured 

questionnaires, interviews and field observations. Contingent valuation method 

(double bounded) was used to measure public willingness to pay. Secondary data 

collection method was utilized in collecting information from a few selected 

websites in the internet and related books. Both of them help to gather 

information with a satisfactory degree of reliability. Spread sheet applications 

(MS Excel) and statistical Software’s (SPSS) are used for analyze different 

section of the study goals.   

 

Results and discussion 

The sample consisted of 29 females (48%) and 31 males (52%) in 60 households 

surveyed. The majority (65%) of the respondents were predominantly farmers 

while others were engaged in government and private sector jobs. Education level 

of the respondents varied from primary (10%) to Advanced Level. Many are 

schooled only up to grade 6-9 (41%). Monthly average household expenditure in 

the study area was LKR 18,650, against monthly average income about LKR 

27,625. In general, community understands about Small Tank Cascade System 

(77%), even though most of them do not identify tank components accurately. 

Many people did not use soil conservation bunds (55%), where soil erosion was 

recorded. Many (64%) was believed that, there is a relationship between drought 

increment and degradation of the cascade system. Three-quarter of the 
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respondents are with the opinion that the Government and community support is 

necessary to rehabilitate and reconstruct Small Tank Cascade System (STCS). 

Public preference for cascade development was identified via monetary values 

and labor support. Of respondents, 46 agreed to extend monetary support for 

small tank rehabilitation. Average frequency value was LKR 1,000 which is the 

mode value from all bid values. Total WTP was LKR 246,864. When, average 

maximum WTP (LKR 888) was multiplied by number of households in study 

area. Total willingness to provide labor was 1,112 man days. This indicates that, 

authorities can launch restoration programs with the support of community in the 

form either monetary or labor donations. 

 Mean WTP (Bid values) is derived from the expression in Probit model via SPSS 

analysis followed below function. 

∑(𝛽1 × 𝑥𝑎)/ 𝛽2)  ×  −1                                      (1) 

Xa = Mean value of X variables 

According to this model, mean WTP was LKR 779. Three socio-economic 

indicators namely: age, education and monthly income level were used in the 

evaluation. Although those indicators had been become insignificant, mean WTP 

was considered by using only bid values. 

 

Conclusion 

STCS are an ancient small scale irrigation technology adopted especially in the 

Dry Zone. It was clearly seen that community awareness is poor in identifying 

essential components of a tank system. It may contribute to degrade this 

ecosystem. Those ecosystems and their relationships should be conserved as a 

store of wealth and wealth creation opportunities.  

Considering the weak sustainability position as a nation, we can use STCS to 

fulfill basic requirements such as water, food and biodiversity. Public willingness 

may change over time, due to many factors. Some reasons can be measured while 

others like perceptions and attitudes are more challenging. 

The research mainly focused on the public preferences of rehabilitate or 

reconstructs the ecosystem to conserve benefits. It is found that total benefit of 

this system is about LKR 246,864 in monetary terms (Considering the average of 

their maximum WTP). It is a significant amount to launch a reconstruction 

program with the help of relevant authorities. Correlation between monthly 

income and WTP and between education level and WTP were weak. The signal 

behind these results is that WTP is not dependent on their knowledge or income 

level, and also related to their attitudes and perceptions towards the benefits of 

the Cascade System. 

There is a lack of estimating ecosystems values in Sri Lanka. The people and 

commercial interests may tend to destroy those systems without understanding 
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their richness. When valuations are carried out, the awareness will increase 

among the members of the community. Thus, it is necessary to conduct awareness 

programs about the importance of the cascade system, conserve and enhance the 

components of STCS and stimulate infrastructure development to avoid 

migration from those areas. STCS can be improved as a drought adaptation 

method and total WTP can be used as a cascade restoration fund. This will 

facilitate the decision makers to integrate the ecosystem services into mainstream 

decision-making processes. 

Keywords: Cascades, conservation, public preferences, willingness to pay. 
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Introduction 

Drought is one of the major natural disasters in Sri Lanka. Acute droughts recur 

once in every 2-3 years in Sri Lanka especially in the North Central Province 

(NCP). The Dry zone of Sri Lanka has undergone severe drought conditions 

creating many socio-economic and environmental problems such as loss of 

income due to crops failure, increasing poverty, reducing the availability of 

drinking water, loss of animal husbandry etc. (Disaster Management Centre, 

2012). Drought severely damage to the domestic economy of the peasant families 

of the NCP (Maddumabandara, 1983).  Drought means various things to various 

people, depending on their specific interests. Drought is different from other 

environmental hazards due to three inherent features namely, drought is a 

‘creeping’ hazard, droughts are not constrained to a particular geological or 

topographic setting and their impact can extend over very large regions and 

impacts of droughts vary greatly between the developed and lesser developed 

countries. Drought is the consequence of a natural reduction in the amount of 

precipitation over an extended period of time (Sivakumar, 2005). Drought is 

considered by many to be the most complex but least understood of all natural 

hazards and it could affect more people than any other hazard (Wadid, 2011). The 

shortage of the rainfall, the erratic distribution of the rainfall, high 

evapotranspiration, water erosion, and low water holding capacity of soil are the 

major causes of drought (Carefree, 2014). Therefore, it is hard to give a 

universally accepted precise definition for drought. 

Although droughts occur frequently and generate many adverse impacts, still 

there is no sign of resilience. For example some 1,927,069 persons were affected 

by the drought in September 2017 across 17 (out of 25) Districts in Sri Lanka 

(Disaster Management Centre, 2017). Despite the fact that, some research studies 

have been carried out on droughts, still, it remains as a least understood hazard. 

Therefore, the present study was carried out with the hope of achieving a few 

objectives i.e. to understand the nature of drought in the NCP, to identify the 

vulnerability of people and to suggest resilience strategies for drought based on 

its findings. 

mailto:Pradeeplmap85@gmail.com


Strengthening Economic Resilience for Inclusive Growth  

Sri Lanka Economics Research Conference 2017 

178 

 

Methodology 

Both primary and secondary data were used for this study including questionnaire 

surveys, interviews, and field observations as main primary data collecting 

methods. Secondary data were obtained from various institutions, books, research 

articles, etc. All collected data were analyzed using both qualitative and 

quantitative methods. Rainfall data were collected covering a 60-year period from 

1955 to 2014 where nine meteorological stations in the NCP namely, 

Anuradhapura Mahailluppallama, Puttalam, Mannar, Vavuniya, Trincomalee, 

Valachchani, Angamedilla and Kurunegala were used. 

NCP is the largest province of Sri Lanka covering an area of 10,496.04 KM2. 

There are two administrative Districts in the NCP namely, Anuradhapura and 

Polonnaruwa. There are 29 Divisional Secretariat (DS) Divisions including 22 

DSDs in Anuradhapura and 7 in Polonnaruwa. Further, there are 989 Grama 

Niladari (GN) Divisions in the NCP. Therefore, the researcher selected some 

DSD for a sample survey. Accordingly, nine meteorological stations were 

selected and rainfall data of 60 years from 1955 to 2014 were collected from the 

Department of Meteorology. Then rainfall data were analyzed by using Arc Map 

10.1 software, where Geographic Information System (GIS) interpolation 

techniques were used to find out the distribution of rainfall over the NCP. Rainfall 

distribution over NCP was divided into three classes and a rainfall distribution 

map was constructed by DSD level. The researcher could identify three distinct 

areas in the NCP considering the rainfall distribution and these three areas were 

named as zone A, B, and C in order to understand the variation. Researcher also 

selected three DS divisions covering 10 percent out of the total of 29 DSDs in 

the NCP as areas for sampling considering all three identified zones. These 

included Rambewa, Thirappane, and Medirigiriya DSDs. A sample of 150 

households was selected randomly covering the selected three DSDs. 

 

Results and discussion 

As noted above, rainfall of nine meteorological stations covering NCP over a 60- 

year period from 1955-2014 was analyzed. When analyzing 60 years monthly 

average rainfall in Anuradhapura meteorological station, the following 

averages were resulted; January 92 mm, February 56 mm, March 69 mm April 

166mm, may 81mm,  June 14mm, July 28mm, August 36mm, September 68mm, 

October 251mm, November 252mm, December 207 mm.  when average rainfall 

was analyzed by the crop seasons, the following results were obtained: North-

East Monsoon (November –February) 607mm, First inter-monsoon(March-

April) 235mm, South-West Monsoon (May-August) 159mm and second inter-

monsoon (September-October) 319 mm. The NCP receives the highest rainfall 
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during the North-East Monsoon season. Annual average rainfall of Anuradhapura 

meteorological station was computed as 1,328mm during the past 60 year period 

from 1955 to 2014. The rainfall distribution during the last 60-years in 

Anuradhapura is presented in Figure 1.  

 
Figure1 Total annual rainfall during 60 year period from 1955 to 2014  

in Anuradhapura 
Source:  Department of Meteorology Sri Lanka 2015 

 

Figure 2 shows the number of droughts occurred over past over past 60 years 

along with their magnitude. According to Standardized Precipitation Index (SPI), 

minus values show drought events and positive values show flood events. Above 

-1.5 values show very severe drought events. For example, Figure 2 shows, years 

1956, 1967, 1974, 1984, 1988, 1992, 1996, 2001, 2003, 2009, and 2013 have 

witnessed severe drought conditions in Anuradhapura. It is noticeable that 

frequency of occurring droughts has been increasing since the 1970s.  According 

to the perception of people, 48.7 percent believed that droughts occur once in 

every 2-3 years. Since the majority of the people in NCP are practicing agriculture 

as the major livelihood, they have a good experience on the frequency of  drought 

occurrence (Table 1). Disasters occur when hazard and vulnerability are 

combined. The vulnerability is the possibility to being harmed.  Hazard is the 

potential threat. Therefore, it is clear that hazard is generated due to drought and 

vulnerability generated within the community according to their capacity to 

respond to drought and achieving resilience.  When analyzing the socio-economic 

vulnerability of the people in NCP their livelihoods, education levels, income and 

expenditure levels, health condition, access to basic needs etc. are important 

variables.  The survey results show that, the majority of the people are still 

farmers and 73 percent people are practicing agriculture as the major livelihood 

activity.  Only 28 percent of the households have received a formal education up 

to grade five while the majority (51%) have studied up to grade 11. 
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Figure 2 Drought events during the past 60 year period (1955-2014)  

in Anuradhapura 

 

Table1 Drought occurring frequency according to the perception of people of NCP 

  

  

 Perception of people on frequency of occurring drought   

Total 

DS Division Every 

year 

Once 2-

3 years 

once 4-5 

years 

once 6-7 

years 

After every 

8-10 years 

 Medirigiriya 13 31 6 0 0 50 

Rambewa 20 18 10 2 0 50 

Thirappane 13 24 12 0 1 50 

Total 46 73 28 2 1 150 

Percentage 30.7 % 48.7% 18.7% 1.3% .7% 100.0 
 

Therefore, low level of education level compels them to be employed in 

agriculture.  The income level of a family is a major factor which enhances 

vulnerability of drought.  The survey reveals that, 8 percent of families have 

received less than 5000 rupees per month and a large proportion (20%) has 

received incomes between 5000-10000 rupees per month. Some 46 percent of 

families received less than 15000 rupees per month. Average family size is 5 in 

the study area.  Therefore, their income is not sufficient even to satisfy their basic 

needs. The vulnerability of a family is further increased when the family is headed 

by a female. Some 11 percent of families are found to be headed by females. 

Most families practice agriculture based on loans, and when a drought occurs 

they become helpless due to the failure of crops. It directly affects their family 

income because as there are no alternative income sources. When their income 

diminishes, it leads to many problems especially for peasant families. For 

example, due to Chronic Kidney Disease of unknown etiology (CKDu), NCP 

farmers are scared to use water for drinking from their usual drinking sources 

such as wells, tube wells etc.  At present, most of the farming families collect 

water from vendors, or water purification plants spending their meagre incomes. 

Normally, the cost is ranging from 2- 6 rupees per liter of drinking water. On the 
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other hand, most farmers hardly buy rice from the market.  Due to prolonged 

drought however, farmers have to buy food items especially rice and vegetables 

from the market. Food prices are increasing continuously because of reduction of 

rice production due to drought (See Figure 3).  
 

 
Figure 3 Total rice production in the NCP (Bushels’ 000) 

 

Government is following reactive approaches to mitigate drought impacts by 

distributing drought relief, and drinking water, seeds, etc. Farmers are using both 

on-farm and off-farm adaptation strategies to cope with acute drought conditions 

but adaptation strategies have been changed over time. Farmers are making every 

possible effort to live with the drought, such as practicing Bethma system, crops 

diversification, using underground water for agriculture, and earning from daily 

paid labor, etc. However, increasing frequency in drought occurrence and 

prolonged drought conditions exceed their capacity making it hard to achieve a 

reasonable degree of resilience.   

 

Conclusion 

Drought is not a new hazard for Sri Lanka as well as North Central Province. Sri 

Lanka is famous for agriculture and ancient kings built tanks to store water to be 

used in drought periods. At present, it is evident that droughts occur once in every 

2-3 years but still, there is no sustainable mechanism to face droughts.   Farmers 

in the region are more vulnerable to drought because their capacity to face 

drought is very limited. It is useful to adopt proactive approaches for achieving 

some resilience using both structural and non-structural methods. In particular 

drought management policy is an important component in this process. Potential 

investment should be introduced considering climate and geography of the 

region. Insurance system should be introduced for the farming community in the 

region in order to avoid extreme poverty of the people. Tank cascade systems 

form the heart of the region, therefore, tank systems (Wewa) should be 

maintained in a proper manner. Off-farm adaptation strategies should be 

promoted among the farming community.  Short-term and long-term solutions 



Strengthening Economic Resilience for Inclusive Growth  

Sri Lanka Economics Research Conference 2017 

182 

 

for drought should be developed bringing together all responsible parties 

including the Government in order to achieve acceptable levels of resilience. 

Keywords:  Disaster, drought, hazard, resilience, vulnerability.  
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Introduction  

The lack of financial support has become a barrier in order to implement 

conservation strategies in developing countries. The economic recognition of 

ecosystems services such as provisioning of food, providing clean air, water, 

recycling minerals, pollinating, climate regulation are therefore important 

because it directly affected to well-being of human. The identification of these 

services provide a path to design and make efforts to add monetary value through 

Payments for Ecosystem Services (PES). PES identified as a transaction between 

the service provider and the at least one buyer of particular ecosystem service 

(Wunder, 2005). The applications of PES differ from the traditional conservation 

approach and it is a novel concept to Sri Lanka. PES has widely implemented as 

an alternative financial mechanism in the developed countries. Sri Lanka’s 

natural resources are becoming highly threaten and creating scarcity due to over 

exploitation, urbanization and deforestation. PES can be used to internalize the 

ecosystem services in order to value previously unpriced ecosystem services such 

as carbon storage, natural water purification, climate regulation, provision of 

habitats for wildlife. According to literature there are three main PES schemes, 

internationally; Reducing Emissions from Deforestation and Forest Degradation 

(REDD+) whereas developing countries willing to reduce emissions from 

deforestation and degradation, nationally; farmers in food industry paid for 

sustainable farming practice and payments for watershed management, 

community forest management, locally; residents are paid for contributing to 

manage landscape and agriculture value in their home gardens and cultivations.  

Efficient and different land management can influence on benefits that 

ecosystems delivery to the community because it has recognized that people 

orientated conservation is more effective way in protecting the environment. In 

developing countries the demand for fresh water and lands can be increased day 

by day with the increasing population and industrialization. Thus, resulting a gap 

between demand and supply (Pant & Rasul, 2013). While Sri Lanka is rich in 
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biodiversity and mainly depend on agricultural based income, appropriate PES 

schemes can generate more benefits to well identified buyers and sellers. Most of 

environmental services in Sri Lanka are still treated as externalities, they are not 

wide spread among the beneficiaries. If those can be internalized through 

payments to the resource holders by beneficial parties, it can create incentives 

towards the protection of natural ecosystems while generating required financing 

for conserving natural ecosystems. This study attempts to explore the potential of 

applying PES to a developing country like Sri Lanka and possible approaches to 

implement this as supportive alternate financial mechanism for local livelihood 

and also to generate income source to biodiversity conservation.  

 

Methodology 

PES has potential to generate multiple benefits by enhancement of one ecosystem 

service (Rubinoff & Randrianarisoa, 2009). It needs to ensure long-term 

conservation of our natural forests and there is the challenge of finding ways to 

financially support conservation, regulation, forest management, and forest 

protection. This description therefore reviews existing methodologies and 

available information to value biodiversity and identify possible payments for 

ecosystem services. PES can be used to conserve the watershed and natural 

forests in developing country like Sri Lanka. The use value of consumers can be 

applied to measure the economic value of water (Pant & Rasul, 2013). The 

existing value of payment for the water provisioning and how much they willing 

to pay for additional continuous supply from conserving upstream catchment 

without converting into a farmland will represent the economic value generated 

from conservation. It can be used as the payment for conserve the catchment 

while beneficiaries passing to the downstream population.  The another method 

that as literature suggests is the city water tax can be used as a hydrological 

payment for conservation and reforestation activities in the mountainous region 

and the protected areas that supply drinking water to the downstream urban 

populations. The private stakeholders such as urban consumers, hydropower 

generation companies, agricultural and private organizations rely on clean water 

supply from local watersheds and lead to the pollution of natural water ways. 

Taxes from those parties can then be used to support forest conservation 

activities. Another ecosystem service of forests is an increasing interest that of 

carbon sequestration. REDD+ is one such approach where internationally 

encourage forest conservation or restoration aiming to withstand climate change 

in developing countries by offering financial compensation. Such compensation 

schemes can be directly used as a source of financial support to biodiversity 

conservation approaches. There is a gap between the PES implementation and 

the identifying actual services. Because of the difficulty of measuring the 

http://globalforestatlas.yale.edu/conservation/redd
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ecosystem services as it is (Alix-garcia & Wolff, 2014). According to the 

literature study there are toolkits to value particular site to answer this question. 

The Toolkit for Ecosystem Service Site-based Assessment (TESSA) provides 

guidance on low-cost method for evaluating benefit generation for people from a 

natural environment such as rainforest. This method can be practiced as a rapid 

assessment of ecosystem services many users (Peh et al., 2013). The tools are 

applicable especially to developing countries across different habitats ranging 

from terrestrial to aquatic. This tool kit provides methods for assessing global 

climate regulation; by carbon sequestration, water provision, water quality 

improvement, harvested non-timber products, and cultural value. It needs to value 

a particular ecosystem before assigning payments mechanism. Therefore, this 

kind toolkit is more applicable for countries like us. UNDP has identified many 

criteria including geographical boundaries, service providers and buyers, well 

defined market, baseline data as the process of establishing PES scheme. There 

are lots of methods for creating markets to practice PES. As a public payment 

schemes; giving conservation priority to preserve ecosystem services according 

to government by declaring protected areas and facilitate the conservation. The 

relevant authorities can do payments to maintain the ecosystem services 

provided. The nature-based recreation, such as tourist fees for protected areas can 

directly use for the biodiversity conservation. The gain from such benefits will 

secure the long term conservation practice within the country.  

 

Results and discussion  

Based on literature this review explore the potential of implementing PES as an 

alternative financial mechanism. In biodiversity Strategic Action Plan of Sri 

Lanka 2016-2022 suggest that by 2022, the valuation of biodiversity is 

mainstreamed. Also it has identified the need of innovative financing 

mechanisms to fill the gaps of financial mechanism such as PES. It is difficult to 

monetize biodiversity and related components because existing markets fail to 

value it properly. PES schemes will lead to address this market failure by 

providing financial incentives and other types of reward to service 

providers.  What are the need of spatial and temporal scales of the PES schemes? 

How will be benefits assessed over time? The following PES schemes should 

address the “polluter and the beneficiary pays principle”, compensating 

individuals or communities. Community Forestry Management has implemented 

in 2003 as a method of sustainable management of forest resources to reduce 

deforestation and improve household livelihoods by promoting agro-forestry 

(Dangal & De Silva, 1999). With relevance to PES, it provides farmers with 

property rights and create an important step in encouraging for reforestation and 

sustainable land management and also prevent illegal encroachment. With some 

http://globalforestatlas.yale.edu/conservation/protected-areas
http://www.undp.org/content/sdfinance/en/home/glossary.html
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advancement this kind of programs can be implemented to value such forests 

ecosystems. But the entire value of services provided by all catchments in a 

particular area cannot be expressed as a monetary value. Then there is a question 

left behind, who will be going to pay for these services? We don’t need to relay 

on foreign finance but can create a mechanism to generate resources within itself 

with the help of PES schemes. Therefore PES can create incentives for authorities 

to take the value of ecosystem services into account in making decisions. Lack of 

awareness among beneficiaries and service providers, ecosystem valuation, Lack 

of expertise, lags of time, free riding and excludability can be considered as 

constraints of implementing PES schemes (Thomson & Richardson, 2011) 

 

Conclusion 

There are many ways in which biodiversity conservation can be supported by 

ecosystem services approaches such as proper decision-making; adding new 

value to protected areas; and the sustainable management of ecosystems outside 

of protected areas (Ingram et al., 2012). The value of natural capital and 

ecosystem services  may not easily traceable whatever the method used to 

quantify.  As ecosystem and natural resources scare in future its value get 

increase. It will be difficult to assign a presise value for ecosystem service. As a 

developing country we need to move forward with PES as an alternative financial 

support for the development of the local community and our natural resources are 

becoming scares due to overexploitation, population growth and land conversion. 

Thus PES can play a role as a non- traditional and innovative alternative financial 

mechanism to achieve successful conservation goals and also it will become an 

incentive towards biodiversity conservation within the country. 

Keywords:  Biodiversity, conservation, financing, payments for ecosystem 

services. 
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Introduction 

It is well evident that the human impact on the climate system is the highest in 

history because it is clear that recent anthropogenic emissions of green- house 

gases. Recent climate changes have had widespread impacts on human and 

natural systems (Pachauri, 2015). Present day, global climate change has already 

had observable effects on the environment such as  global warming, changing 

precipitation pattern, Sea level rising and melting glaciers etc. are caused various 

direct and indirect impacts. Among these causes of climate changing 

phenomenon Greenhouse Gas (GHG) plays the major role to change the climate. 

In present day carbon dioxide (CO2) exist in the atmosphere 406.94 parts per 

million is considered as the main GHG responsible for the climate change. 

Carbon Footprint (CFp) is defined as an aggregate amount of GHG emissions, 

consisting mainly of CO2, associated with an individual, organization, event or 

production.  

CFp is one of the most effective and common measures of the effect of an 

individual, community, industry or country on the environment.  Normally, when 

driving a car, van or another vehicle the engine burns fuel which creates a certain 

amount of CO2 which based on its amount of fuel consumption and distance of 

travelling. As well as, when heating a house with electricity, that electricity 

generating process also has emitted a certain amount of CO2 directly and 

indirectly. Not only that but also when buying  food, cloths, pharmaceuticals and 

any of good that also emitted certain amount of CO2 in various stage of their 

production process. So, the CFp provides the quantity of CO2 emitted to the 

atmosphere according to the requirements and needs of an individual or 

organization. The worldwide average CFp is 4.00 metric tons/year and average 

Sri Lankan individual’s CFP is 0.61 metric tons/year and as well as, the 

worldwide target is to maintain the CFp at the level of 2 tons per year 

(www.carbonfootprint.com).  According to  Li et al. (2014), Universities as 

centralized organization with their long-term planning with specific time frames 

and dense populations, are ideal places to examine these carbon mitigation 

strategies. Therefore, it is important to estimate the CFp of individuals as well as 

university level to in order to take effective measures for carbon reductions. 

mailto:1991nadeesha@gmail.com
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Methodology 

This study employed both primary and secondary data. Primary data were 

collected through the field observations, interviews and questionnaires. A 

random sample of 200 undergraduate students allocating 50 lots to each faculty 

was used in a way to include 50 percent of male as well as female students of 

each faculty. Secondary data were collected from different sources such as 

internet, books, journals and some selected websites. In addition to that this study 

used the online CFp calculator for calculating the student’s annual CFp 

(www.carbonfootprint.com). This study focused on the students of four faculties 

of the Rajarata University of Sri Lanka and the two services of the university 

which do highly contribute to carbon emission namely; electricity and 

transportation. This study has taken into account of students activities of 

traveling, energy usage, vehicle they use and secondary consumptions (products 

and services) such as consumption of food and drink products, pharmaceuticals, 

cloths and textiles, paper based products, computer and IT products, paper based 

products, TV radio and phone products, motor vehicles, furniture and other, hotel 

restaurants and pubs, TP mobile call cost, banking and finance, insurance, 

education and recreational. 

Formulas used are;  

Electricity = Use (kWh/yr) * EF (kg CO2e/kWh) = emissions (kg CO2e/yr)        (1) 

Vehicle = Distance (km/yr) * EF (kg CO2e/km) = emissions (kg CO2e/yr)          (2) 

Secondary consumption (products and services) 

Clothes = spend ($/month)*12*EF (kg CO2e/$) = emissions (kg CO2e/yr)         (3) 

Recreational = spend ($/month)*12*EF (kg CO2e/$) = emissions (kg CO2e/yr)                                 

(4) 

Source: Wilson (2012) 

In this research, CFp was calculated through the automatic online calculator and 

the examples formulas of the energy, vehicles and transport are emphasize 

through the above calculations. The method using for secondary CFp (products 

and services) based on annual monetary allocations. 

 

Results and discussion  

This study found that the undergraduate student’s average CFp at Rajarata 

University of Sri Lanka is 1.06 of tons per year. Results of this study further 

revealed that the total CFp among the undergraduates of the university was 

3906.57 metric tons annually. Also, Universities’ male undergraduates average 

CFp is 1.05 metric tons whereas female average is 1.06 of metric tons per year. 

Results of this study found that the students of the FMGT emit 1406.42 metric 

tons with average of 0.99 metric tons of CFp per undergraduate annually (See 

Figure 1 & 2). The study further revealed that FSSH account 1183.12 of metric 
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tons annually with average of 1.05 metric tons. FAS is responsible for 845.30 

metric tons of CFp released annually with average of 1.21 metric tons which is 

the highest among the four faculties. The FAC accounts 471.73 metric tons with 

individual average 0.98. As well as when consider the university services CFp, 

the electricity CFp was 704.04 metric tons per year and vehicle and transportation 

CFp recorded 141 metric tons per year. However, when focus these all three 

scenarios; undergraduate CFp, vehicles and transport CFp and Electricity CFp, 

the total CFp was 4751.61 metric tons per year. The study further revealed that 

the CFp is mainly based on student’s consumption styles. However, the 

undergraduate CFp of the Rajarata University average CFp is always under the 

designated target level in the global context. 

 

 
Figure 1 Annual total CFp among the 

faculties 

Figure 2 Annual undergraduate’s 

CFp among the faculties 
 

Conclusion and recommendation 

Calculating the CFp may provide the directions to priorities the steps to take 

carbon mitigation measures. According to the calculator, secondary consumption 

CFp range is higher than the energy and travel. So, it is recommended to apply 

4R concept in order to change the student’s consumption styles to reduce their 

CFp. As well as, it is important to encourage the students to take energy saving 

measures in their activities.  The students also can take measures like switching 

off the unnecessary lights, careful utilization of water resources, unplug 

electricity when not in use, minimizing food waste, walking and cycling among 

them. When services were considered, CFp of transport can change it to the 

sustainable transport concept for transport in interior of the university and 

exterior.  Also can use foot bicycles for traveling within the university system 

and pooling vehicles in order to reduce the number of trips are some of the 

measures that can be taken by the university in order to reduce the institutional 

level CFp. Not only that but also can use other environmental friendly energy 

source like solar power where there is a huge potential to use at Rajarata 

University of Sri Lanka. 

Keywords- Climate change, Carbon Footprint, Green House Gases, Undergraduates 
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Introduction  

Colombo International Book Fair (CIBF) is recognized as one of the best 

organized International Book Exhibitions in the South-East Asian region. This is 

organized by the Sri Lanka Book Publishers’ Associations (SLBPA), as an annual 

event in Sri Lanka. Consequently, CIBF 2016 was held from 16th to 25th 

September 2016 at BMICH, Colombo, Sri Lanka. This paper presents the results 

of a survey conducted among the 278 participants, who partaken in CIBF 2016. 

By integrating the views of theses respondents, the researchers attempt to address 

the following research problem, through the perspectives of participants. “What 

is the perception of book lovers (i.e. book buyers and readers) towards the 

Colombo International Book Fair? And what are their profile, reading habits, 

and attitudes to reading?” In view of that, the aim of the study is to analyze the 

profiles, motives, attitudes and preferences of book buyers and readers, and to 

investigate their perception towards CIBF 2016. Further, it examines the 

relationship between perception of book lovers and their demographic factors 

such as age, gender, and education. 

 

Methodology 

This study adopted a descriptive survey design. A structured questionnaire tagged 

"Perception of Book Lovers towards the Colombo International Book Fair 2016" 

was used to collect information from the book buyers and readers, who visited 

CIBF 2016. The questionnaire consists of two parts-part A, required the 

respondents to provide their demographic information, while section B 

comprised of open and closed ended questions; on a five-point Likert scale 

ranging from 1 (strongly disagree) to 5 (strongly agree).  

mailto:methsila240@yahoo.com


Strengthening Economic Resilience for Inclusive Growth  

Sri Lanka Economics Research Conference 2017 

194 

 

The sample comprised with male and female respondents with different levels of 

previous experiences in CIBF, as well as different ages and educational 

backgrounds. Interviews were conducted across the 278 participants, using a 

quota sampling approach to ensuring that the sample represents the population 

and allowed for analysis by demographic group. A total of 300 questionnaires 

were administered to the book buyers and readers, and only 278 were correctly 

returned. Data collected for this study were analyzed using frequency 

distribution, simple percentages, and correlation analysis using SPSS (Ver. 17).  

 

 

 

 

 

 

 

 

Figure 1 Research model 
 

Results and discussion 

As revealed by Table 1, sample is dominated by young (21-30 years of age: 31%), 

female (53%), and unmarried (52%) respondents. Most of them are studying for 

their G.C.E. (Advanced Level) examination (37%) and the majority is living in 

Western Province (39%), which is followed by Central Province (16%) and 

Southern Province (15%). 

Table 1 Sample Profile 

Demography Freq. Percent  Demography Freq. Percent 

Gender Male 130 46.8  Age < 15 yrs. 15 5.4 

 Female 148 53.2   16-20 37 13.3 

      21-30 85 30.6 

M Status Married 134 48.2   31-40 61 21.9 

 UM 144 51.8   41-50 77 27.7 

      50 yrs. < 03 1.1 

Province WP 107 38.5  Education < Grade 10 9 3.2 

 CP 45 16.2   GCE - OL 15 5.4 

 SP 43 15.5   GCE - AL 102 36.7 

 NW 37 13.3   Diploma 48 17.3 

 UP 9 3.2   Degree 52 18.7 

 SB 16 5.8   PG 13 4.7 

 NE 6 2.2   Professional 39 14.0 

 NC 15 5.4      
 

Book purchase and reading habits: Reading is an essential tool for lifelong 

learning. Gleed (2013), in his famous study on “Reading Habits” says that 

“people who read books regularly are on average more satisfied with life, 

Product Price Place Promotion 

Process People Physical Evidence 

Book Lover’s 

Perception 

Attitudes 

Habits 

Profile 

CIBF 

2016 
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happier, and more likely to feel that the things they do in life are worthwhile.” 

This statement underlines the importance of enhancing reading habits and 

attitudes to reading among people. According to the data, 93.5 percent of the 

participants (n=260) who came for CIBF 2016 have purchased at least one book 

in the past 12 months, and 71.2 percent (n=198) have read at least one book in 

the past 12 months. 

Profile of book buyers and readers: The majority of book buyers are female 

(53.5%), in the age range of 16-30 years of (39.2 %), and they most of them are 

engage in their secondary or treasury education' Almost similar profile found for 

books readers, who came for the CIBF 2016. The printed book continues to be of 

high relevance to people: 89 percent (n=246) of all respondents state a wish to 

read only printed books.      

Book purchasing behavior: Books are generally bought at the point where they 

are discovered. They pay greater attention on the publisher of the book (�̅� = 4.83, 

SD= 1.036), as well as the author (�̅� = 4.21, SD= 0.942). Researchers have proven 

that people who were encouraged to read as children are more likely to read as 

adults (Gleed, 2013; Igbokwe et al, 2012; Ikpaahindi, 2008; Shabi & Udofia, 

2009). Remarkably, data reveals that the 60.4 percent of the book lovers were 

accompanied their children.  

Preferred genres: Reading is very powerful and indispensable equipment for 

learning and acquisition of the varied skills and experiences needed by man to 

develop a satisfactory personal life (Igbokwe et al., 2012). The most commonly 

read genre is subjected related books (30.6%), followed in second and third 

places by novellas (27.4%) and crime fiction (26.6%). Nonetheless, the crime 

novel is shown to enjoy by readers (38%) comprising aged from 31 to 40, while 

the most of subject-related books buyers (35%) are belonged to 21 to 30 age 

group (Table 2). 

Table 2 Sex, genre and age 

Genre Sex 

Age  Education  

<20 
21-

30 

31-

40 
41< Total UAL PRO GRD Total 

CRF Female  6.1 15.3 22.4 5.1 48.9 15.3 22.4 11.2 48.9 

 Male 15.3 15.4 15.3 5.1 51.1 21.4 15.4 14.3 51.1 

NOV Female  15.8 27.7 8.9 14.9 67.3 28.8 7.7 19.2 55.8 

 Male 7.9 0.0 11.9 12.9 32.7 10.2 26.9 7.1 44.2 

SRB Female  10.6 12.4 12.4 8.8 44.2 19.5 8.8 15.9 44.2 

 Male 0.0 22.1 14.2 19.5 55.8 15.9 21.2 18.6 55.8 

NOV = Novellas, CRF = Crime fictions, SRB = Subject-related books 

UAL = up to AL, PRO = Professional, GRD = Degree & PG 
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7Ps in CIBF 2016: Respondent’s perception towards the 7Ps [Product (PRD), 

Price (PRI), Place (PLC), Promotion (PRM), Process (PRS), People (PEP), and 

Physical Evidence (PED)] used in CIBF 2016 are summarized in Table 3. They 

have paid their highest attention on the availability of quality books (products), 

and the lowest attention on basic infrastructure (place).  
 

Table 3 Respondents’ perception towards 7Ps in CIBF 

 PRD PRI PLC PRM PRS PEP PED 

Mean 4.7509 4.4083 4.2500 4.3228 4.2923 4.5638 4.3849 

Std. Deviation .57493 .60618 .60084 .52924 .56465 .54509 .54926 
 

Most of the differences of perception towards 7Ps by demographics shown in 

Table 4 are statistically significant. 
 

Table 4 Correlation between 7Ps and demographics of book lovers 

 PRD PRI PLC PRM PRS PEP PED 

P. Correlation Sex .199** .113** .133* .044 .022 .105 .165** 

Sig. (2-tailed)  .000 .000 .013 .466 .709 .080 .006 

P. Correlation Age .170** .219** .067 .288** .158** .163** .224** 

Sig. (2-tailed)  .000 .000 .264 .000 .008 .005 .000 

P. Correlation Education .151* .027 .096 .273** .252** .273** .166** 

Sig. (2-tailed)  .012 .653 .111 .000 .000 .000 .006 

**. Correlation is significant at the 0.01 level (2-tailed) 

*. Correlation is significant at the 0.05 level (2-tailed) 
 

Conclusion and recommendations 

As the largest trade fair of its kind, the Colombo International Book Fair occupies 

a special position. Gigantic majority of respondents accepted that they have 

purchased and read at least one book in the past 12 months, while most of them 

stated their wish to read only printed books. Book lovers pay greater attention on 

the publisher and the author of the book. The most commonly read genre is 

subject related books, followed by novellas and crime fiction. Interestingly, the 

crime novel is shown to enjoy by readers aged from 31 to 40, while the most of 

subject-related books buyers are belonged to 21 - 30 age group. Respondents have 

paid their highest attention on the availability of quality books, and the lowest 

attention on basic infrastructure of the CIBF. Also, it is proved that the most of 

the variances in perception of 7Ps by demographics are statistically significant. 

These findings highlight the need to pursue initiatives to encourage reading (a) 

from an early age and (b) in disadvantaged areas. 

Keywords: Attitudes, book lovers, CIBF, perception, reading habits. 
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Introduction  

Youth employment should be reduced with a focus on youth not in education, 

employment and training (NEET). SLFS Report (2015) in Sri Lanka considers 

youth NEET rate as an essential measure as it considers all young people in the 

age group of 15 – 24 years, who are not employed, not in the labour force and 

also not in the education or training, thus NEET rate provides a wider 

understanding about the youth labour market (DCS, 2015). There exists a greater 

vacuum of literature in Sri Lanka with respect to the studies focusing on “Youth 

Not in Education, Employment or Training (NEET)”. Yet, the significance of the 

research title has been highly validated by the international academia (Bacher et 

al., 2014). Moreover, despite having a considerably high unemployment rate in 

Sri Lanka, youth NEET rate also has skyrocketed increasing the vulnerability of 

the Sri Lankan labour market amongst young population (Arunatilake & 

Gunasekara, 2017). With current level of high national youth NEET rate in Sri 

Lanka, this emphasis helps us to identify whether the national youth NEET rate 

has any disparities given the provincial, district, urban and rural levels 

incorporating gender, education, ethnicity, religion and marital status. Further 

this study attempts to address the question of what determines youth NEET in Sri 

Lanka. Further, this study attempts to fill up this vacuum of local literature in this 

direction. 

There are two specific objectives in this study such as, 

- to identify the share of youth NEET in Sri Lanka as a percentage of 

population with regards to national, sectoral, gender, age, education, 

ethnicity and marital status. 

- to identify the determinants of those who are NEET. 

 

Methodology  

The study is entirely based on cross-sectional data obtained from Sri Lanka 

Labour Force Survey (SLFS) 2015 conducted by Department of Census and 

Statistics (DCS), Sri Lanka. Methodology adopted for the study consists of two 

major components. First component attempts to generate youth NEET estimates 

for Sri Lanka using descriptive statistical tools and Stata statistical software 

programming. This section of the methodology generates national, sectoral and 
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district level youth NEET estimates categorizing these estimates by gender, age, 

education, ethnicity and marital status of Sri Lankan population. The second 

component of the methodology includes an empirical econometric (Logit) model 

in order to investigate the determinants of youth NEET in Sri Lanka. 

The estimating model23 in this study can be written as,  

𝑃(𝑖𝑓 𝑌 = 1|𝑋) =  𝛽𝜊 + 𝛽1𝐴𝑔𝑒 + 𝛽2𝑖Σ𝑗=1
2 𝐺𝑒𝑛𝑑 + 𝛽3𝑖Σ𝑗=1

3 𝑅𝑆 + 𝛽4𝑖Σ𝑗=1
6 𝐸𝑑𝑢

+ 𝛽5𝑖Σ𝑗=1
7 𝐸𝑡ℎ + 𝛽6𝑖Σ𝑗=1

4 𝑅𝑒𝑙𝑖 + 𝛽7𝑖Σ𝑗=1
5 𝑀𝑆 

 

Results and discussion  

There are 734,550 “NEET” youngsters reported in Sri Lanka. This amount of 

population claims that 25.8 percent of Sri Lankan youth who are at the age group 

of 15 to 24, are not in employment, education or training (NEET). This shows 

that approximately one out of every four youths belong to the NEET group. In 

contrast, this figure demonstrates the vulnerability of Sri Lankan labour market 

with respect to youths since these youths have not been empowered either to 

engage in an employment or human development opportunity such as learning or 

vocational training.  

Further by gender, there are 224,501 males and 510,049 females are in NEET 

indicating 16.33 percent and 34.65 percent respectively as percentages. Urban 

sector records the lowest youth NEET rate of 22 percent while estate sector 

records the highest youth NEET rate of 32 percent. Rural sector being the largest 

residential sector, records a somewhat moderate youth NEET rate, which is 26 

percent. In Sri Lanka, estate sector has very poor educational infrastructure and 

labour market opportunities in comparison to both urban and rural sectors thus, 

it can be the major root cause for having such a high NEET rate. However, lowest 

NEET rate recorded from urban sector can be justified due to the availability of 

developed infrastructure facilities, well established educational and labour 

market opportunities.  There are disparities of youth NEET as age differs within 

the respective age group. The lowest youth NEET rate of 4.86 percent reported 

from the age of 15 years while the highest NEET rate of 38.93 percent reported 

from the age of 21 years. However, on average there is an upward trend of youth 

NEET exhibiting that youth NEET rises as the age increases within the 

considered age group. 

The highest youth NEET rate of 81.38 percent reported from the youths who have 

never received a school education in their life while the lowest youth NEET rate 

of 21.37 percent reported from the youths who have studied up to Ordinary Level 

of General Certificate of Education (G.C.E. O/L) in Sri Lanka. More importantly, 

there exists a U-shaped curve of youth NEET by the level of education. The 

                                                 
1. Please refer the appendix for Table 1: Description of explanatory variables 
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lowest youth NEET rate which is 11.92 percent recorded from Burger youths 

while the highest youth NEET rate which is 33.3 percent exists among Sri Lankan 

Moor population. This is an apparent phenomenon owing to the fact that some 

Muslim cultural norms act as barriers for Muslim women in participating to 

educational, training and labour market opportunities. The highest youth NEET 

rates recorded from the youths who are married and widowed indicating youth 

NEET rates of 60.41 percent and 61.26 percent respectively. However, the lowest 

youth NEET rate which is 19.96 percent recorded from the youth who have never 

married. 

Logistic Regression Results24 - There is a positive relationship between the age 

of the individual and that individual’s likelihood of becoming NEET. Thus, this 

positive relationship is statistically significant at 0.01 level. In other words, age 

increases causes to becoming NEET among the youths who are at the age group 

of 15 to 24. There observed a positive and significant relationship between 

becoming NEET and being a female youth in the respective age group. Further, 

females have an odds ratio of 2.68, explaining that a female is 2.68 times more 

likely to become a youth NEET compared to a male in Sri Lanka. 

In the attempt of investigating the linkage between a youth being a NEET and the 

level of education, no schooling category has been employed as the reference. In 

that context, all the other educational levels have demonstrated negative, 

significant coefficients in comparison to the reference category of no schooling. 

According to log odds ratio, youths with an education level of Grade 5 or below 

compared to youths with no schooling, decreases the odds of becoming NEET by 

89.8 percent (1 - 0.102). Secondly, youths with an education level of Grade 6 to 

10, compared to youths with no schooling, reduces the likelihood of becoming 

NEET by 93.8 percent (1 – 0.061). Thirdly, the probability of becoming NEET 

is decreased by 95.9 percent with regards to youths attained an education level 

up to O/L, compared to youths with no schooling. Fourthly, youths with an 

education level up to A/L’s compared to youths with no schooling, decreases the 

odds of being a NEET by 96.2 percent (1 – 0.038). Finally, youths who attained 

the highest level of education have only been able to reduce the likelihood of 

becoming NEET by 65.6 per cent (1 – 0.344) compared to youths with no 

schooling. This fact again validates the finding of U-shaped youth NEET rate 

curve in Sri Lanka. 

Only Sri Lankan Tamil youths have indicated a positive and significant impact 

on being NEET given the fact that Sinhalese youths are considered as the 

reference ethnic group. Being a Sri Lankan Tamil increases the likelihood of 

becoming a youth NEET by 29.6 percent given Sinhalese youths as the reference 

                                                 
24 Please refer Table 1 & 2 for Logistic Regression Coefficients and Odds ratios 
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ethnic group. However, all the other ethnic groups do not indicate any significant 

linkages with the NEET status. Married youths have a positive and significant 

coefficient value. As odds ratios are considered, the probability of becoming 

NEET is increased by 91.7 percent amongst married youth compared to the 

youths who have never married. Urban sector as the reference residential sector, 

rural sector indicates a positive as well as significant coefficient. The respective 

odds ratio states that likelihood of becoming a youth NEET is increased by 35.5 

percent among youths who live in rural areas compared to youths who live in 

urban areas. Moreover, this likelihood of becoming a youth NEET is increased 

by 37.1 percent among youth who live in estate sector compared to youth who 

live in urbanized areas. 

 

Conclusion 

This research found that Sri Lanka has a significantly high youth NEET rate 

which is 25.8 percent in 2015 which is unsatisfactory to the Sri Lankan labour 

market, raising the labour market vulnerability with regards to youth population. 

The research also found the significant NEET disparities among youths by sector, 

gender, age, education, ethnicity and marital status. Moreover, the logistic 

regression inferences validated the above-mentioned disparities by providing the 

relative probabilities of becoming NEET. More importantly the study found that 

age, gender, education, residential sector and marital status as the significant 

determinants of youth NEET in Sri Lanka. The study found that youths who 

reside in rural and estate sectors are more vulnerable to become NEETs due to 

the unavailability of required resources. So that policies should focus on 

implementing programmes that would facilitate the necessary infrastructure 

facilities pertinent to more developed educational, training and labour market 

opportunities in those areas in Sri Lanka. Since the female NEET rate is relatively 

higher, empowerment of young women should be established through policy 

reforms. Thus, educational policy reforms and public awareness programmes 

should be imposed to alter the ethnic, cultural norms which obstruct the greater 

inclusion of females in education, training and labour market.  Youths with no 

schooling recorded the highest NEET prevalence, this finding questions the 

existence of compulsory education policy in Sri Lanka. Hence, early warning 

systems should be introduced to provide early identification of young people who 

may be at risk of becoming NEET or dropping out of education. 

Keywords: Sri Lanka, youth NEET, youth unemployment.  
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Appendices  
 

Table 1 Description of explanatory variables 

Variable  Description  

Individual Characteristics    

Age (AGE) Individual’s age in number of years 

Gend (GENDER) Individuals gender (1=Male, 2=Female) 

RS (RESIDENTIAL SECTOR) Individuals residential sector (1=Urban, 2=Rural, 

3=Estate)  

Edu (EDUCATION)  Individual’s level of education (1=Up to Grade 5 and 

Below, 2=Grade 6-10, 3=G.C.E. O/L, 4=G.C.E. A/L, 

5=Degree and Above, 6=No Schooling)  

Eth (ETHNICITY) Ethnicity of the individual (1=Sinhalese, 2=Sri Lankan 

Tamil, 3=Indian Tamil, 4=Sri Lankan Moor, 5= Malay, 

6=Burger, 7=Other) 

Reli (RELIGION) Individual’s religion (1=Buddhist, 2=Hindu, 3=Islam, 

4=Catholic) 

MS (MARITIAL STATUS) Individual’s marital status (1=Never Married, 2=Married, 

3=Widowed, 4=Divorced, 5=Separated) 

Source: Author developed 
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Table 2 Logistic Regression with Coefficients 

 Model (1) Model (2) Model (3) 

Age 0.256*** 0.194*** 0.195*** 

 (30.21) (20.54) (20.59) 

Gender    

Male = (Reference Category)    

Female 1.155*** 0.989*** 0.987*** 

 (23.90) (19.76) (19.71) 

Level of Education    

No Schooling= (Reference Category)   

Grade 5 and Below -2.115*** -2.279*** -2.280*** 

 (-5.24) (-5.70) (-5.70) 

 Grade 6-10 -2.653*** -2.798*** -2.791*** 

 (-7.14) (-7.64) (-7.63) 

 G.C.E. (O/L) -3.117*** -3.200*** -3.176*** 

 (-8.32) (-8.66) (-8.60) 

 G.C.E.(A/L) -3.444*** -3.280*** -3.257*** 

 (-9.22) (-8.91) (-8.86) 

Degree and Above -3.638*** -3.424*** -3.368*** 

 (-7.49) (-7.04) (-6.92) 

Ethnic Group    

Sinhalese = (Reference Category)   

SL Tamil  0.269* 0.259* 

  (1.73) (1.67) 

In Tamil  0.352* 0.306 

  (1.88) (1.44) 

SL Moor   0.734 0.687 

  (1.43) (1.34) 

Malay  0.0464 0.139 

  (0.07) (0.21) 

Burger  -0.494 -0.446 

  (-0.61) (-0.56) 

Other  -0.379 -0.204 

  (-0.27) (-0.15) 

Religion    

Buddhist = (Reference Category)   

 Hindu   -0.131 -0.105 

  (-0.79) (-0.63) 

 Muslim  -0.159 -0.0468 

  (-0.31) (-0.09) 

Catholic  -0.0524 0.0154 

  (-0.45) (0.13) 

Marital Status    

Never Married= (Reference Category)   

Married  1.073*** 1.071*** 

  (16.19) (16.13) 

Widowed  0.867 0.839 

  (1.56) (1.52) 

Divorced   0.479 0.525 
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  (0.74) (0.81) 

Separated   -0.0549 -0.0688 

  (-0.13) (-0.17) 

Residential Sector    

Urban = (Reference Category)   

Rural   0.304*** 

   (4.48) 

Estate   0.316** 

   (1.98) 

Constant -3.772*** -2.713*** -3.018*** 

 (-9.39) (-6.69) (-7.34) 

N 11710 11708 11708 

 Prob > chi2  0.0000*** 0.0000*** 0.0000*** 

 Pseudo R2 0.1268 0.1518 0.1533 

Note: "t statistics in parentheses"; *p<0.1, **p<0.05, ***p<0.01  

 

Table 3 Logistic Regression with Odds ratios 

 Model (1) Model (2) Model (3) 

Age 1.29*** 1.213*** 1.214*** 

 (30.21) (20.54) (20.59) 

Gender    

Male = (Reference Category)    

Female 3.173*** 2.688*** 2.684*** 

 (23.90) (19.76) (19.71) 

Level of Education    

No Schooling= (Reference Category)   

Grade 5 and Below 0.120*** 0.102*** 0.102*** 

 ( -5.24) (-5.70) (-5.70) 

 Grade 6-10 0.070*** 0.060*** 0.061*** 

 ( -7.14) (-7.64) ( -7.63) 

 G.C.E. (O/L) 0.044*** 0.040*** 0.041*** 

 (-8.32) (-8.66) (-8.60) 

 G.C.E.(A/L) 0.031*** 0.037*** 0.038*** 

 (-9.22) (-8.91) (-8.86) 

Degree and Above 0.026*** 0.032*** 0.344*** 

 (-9.39) (-7.04) (-6.92) 

Ethnic Group    

Sinhalese = (Reference Category)   

SL Tamil   1.308* 1.296* 

  (1.73) (1.67) 

In Tamil  1.421* 1.357 

  (1.88) (1.44) 

SL Moor   2.082 1.987 

  (1.43) (1.34) 

Malay   1.047 1.149 

  (0.07) (0.21) 

Burger  0.610 0.639 

  (-0.61) (-0.56) 
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Other  0.684 0.815 

  (-0.27) (-0.15) 

Religion    

Buddhist = (Reference Category)   

Hindu  0.877 0.900 

  (-0.79) (-0.63) 

Muslim  0.852 0.954 

  ( -0.31) (-0.09) 

Catholic  0.948 1.015 

  (-0.45) (0.13) 

Marital Status    

Never Married= (Reference Category)   

Married  2.924*** 2.917*** 

  (16.19) (16.13) 

Widowed  2.379 2.313 

  (1.56) (1.52) 

Divorced  1.614 1.691 

  (0.74) (0.81) 

Separated  0.946 0.933 

  (-0.13) (-0.17) 

Residential Sector    

Urban = (Reference Category)    

Rural   1.355*** 

   (4.48) 

Estate   1.371** 

   (1.98) 

Constant 0.023*** 0.066*** 0.048*** 

    

N 11710 11708 11708 

 Prob > chi2 0.0000*** 0.0000*** 0.0000*** 

 Pseudo R2 0.1268 0.1518 0.1533 

Note: "t statistics in parentheses"; *p<0.1, **p<0.05, ***p<0.01  
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Introduction 

The concept of organizational culture has become a fundamental aspect in 

business, management, psychology and sociology (Oyafunke et al., 2014). 

According to Hofstede (1980), culture is the collective thinking of minds which 

create a difference between the members of one group from another. 

Organizational culture creates the value of an institution not only by the manners 

and behaviors of every individual in the organization but also by the collective 

attitudes and behavior of the organization in general (Aksoy et al., 2014). Several 

studies have investigated the relationship between organizational culture and 

employee performance. Once companies achieve effective organizational 

culture, they might continue to diversify business without affecting performance 

(Murphy, 2013). Strong culture in the organization is very helpful to enhance the 

performance of the employees that leads to the goal achievement and increases 

the overall performance of an organization (Deal & Kennedy, 1982). Some 

studies show a strong culture as a driving factor for organizational performance 

(Simoneaux & Stroud, 2014; Pinho et al., 2014). Rahmisyari (2016) stated that 

strength of corporate culture has a significant effect on both individual and 

company performance in the long term. He further mentioned that even the 

culture will become one of the increasingly important factors in determining the 

success or failure of a company. In the situation of increasing competition, 

globalization, alliances and major work force development have generated an 

essential need for corporate culture. Thus, it is assumed that managing 

organization culture is one of the key managerial challenges of the millennium. 

More often than not, employees are unconscious of their organization culture 

until it is become a problem and until the occurrence of a new culture which can 

be made obvious and explicit (Oyafunke et al., 2014). However, many 

organizations today put more efforts on the focus of only intrinsic and extrinsic 

reward systems to enhance employee performance, giving less concern on the 

value and belief system. Furthermore, there is no conclusive finding on the link 

between organizational culture and employee performance. There is limited 

literature pertaining to organizational culture and employee performance in Sri 

Lankan context specifically in insurance industry. Based on above understanding, 

mailto:icchathurika@gmail.com
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this study formulates the research problem as “Is there any relationship between 

organizational culture and employee performance in insurance companies in 

Anuradhapura district?”  Thus, the purpose of this study is to investigate the 

impact of organization culture on employee job performance in insurance 

industry in Anuradhapura district.  

 

Methodology 

The target population of this study was all the employees in insurance companies 

in Anuradhapura Distric. The sample of this study consists of 100 employees 

which were drawn using a convenience sampling method. Data for this research 

were obtained from both primary and secondary sources. Mainly a structured 

questionnaire was used as the primary data gathering tool for the study. The 

questionnaire consists of three sections. The first section gathers information 

about demographic characteristics of the respondents. The section two was 

devoted to measure the key dimension of the organizational culture namely power 

distance, uncertainty avoidance, collectivism and masculinity. This section 

contained a series of statements on Likert type five scale ranging from 1- strongly 

disagree to 5- strongly agree. In the final section, employee performance with 

respect to task and contextual performance were measured with statements in 

similar scales. 

This study used quantitative approach in data analysis. Descriptive statistics such 

as mean and standard deviation were used in uni-variate analysis. The correlation 

analysis was employed in bivariate analysis and it examined the relationship 

between key variables of the study. Multiple regression analysis was finally used 

to examine the effect of organizational culture on employee performance.  
   

Table 1 Results of correlation analysis 

Variable A B C D 

A. Power distance -    

B. Uncertainty avoidance -.779** -   

C. Collectivism -.795** .818** -  

D. Masculinity .187* -.249** -.190* - 

E. Employee Job 

Performance 

-.747** .780** .754** -.238** 

**. Correlation is significant at the 0.01 level (1-tailed). 

*. Correlation is significant at the 0.05 level (1-tailed). 
 

Result and discussion 

Table 1 shows the results of correlation analysis. The result indicates that power 

distance (r=-.747, p<.01) and masculinity (r=-.238, p<.01) are negatively 

correlated with employee performance while uncertainty avoidance (r=.78, 

p<.01) and collectivism (r=.754, p<.01) are positively correlated with employee 
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job performance.  Thus, an organizational culture characterized with less power 

distance, high uncertainty avoidance, high collectivism and less masculinity leads 

higher employee job performance in the insurance industry.  

Regression result in Table 2 reveals that power distance has a negative and 

significant effect on employee job performance (=-.269, p<.05). Moreover, both 

uncertainty avoidance and collectivism show the positive effect on employee job 

performance (=.425, p<.05), (=.244, p<.05). However, masculinity has no any 

significant effect on the employee job performance (=--0.062, p>.05). This 

result further confirms the importance of organizational culture formed with less 

power distance, high uncertainty avoidance and high collectivism to ensure 

higher employee job performance.  
 

Table 2 Result of regression analysis 

Adjusted R2 = 0.66 F value = 49.157 Sig F = 000 

 

Variable 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

B Std. 

Error 

Beta 

 

(Constant) 2.338 .719  3.253 .002 

Power Distance -.269 .105 -.265 -2.551 .012 

Uncertainty Avoidance .425 .125 .376 3.396 .001 

Collectivism .244 .122 .226 1.992 .049 

Masculinity -.062 .071 -.052 -.864 .390 
 

These results revealed that organization culture has a significant effect on 

employee job performance. In fact, cultural dimensions of uncertainty avoidance 

and collectivism have a positive influence on employee job performance, whereas 

power distance and masculinity have a negative influence on employee job 

performance. 

 

Conclusion 

This study mainly investigated the relationship between organization culture and 

employee job performance. Organization culture was measured by using 

Hofstede’s cultural dimensions namely; power distance, uncertainty avoidance, 

collectivism and masculinity. The result shows that power distance has a 

significant negative effect on employee job performance while uncertainty 

avoidance and collectivism have a positive effect on it. Thus, insurance 

companies should build a culture characterized with less power distance, high 

collectivism and high uncertainty avoidance to ensure better employee job 

performance in their organizations.  
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Introduction 

The service industry plays an increasingly important role in all the economies. In 

today’s global competitive environment delivering a quality service is an 

essential strategy for success and survival. The public sector has become more 

vital for serving to the society. Public sector services are responsible and 

accountable to citizens and communities as well as to its customers. As with most 

“new” management practices, private sector organizations have adopted the 

principles of service quality at a much faster rate than those in the public sector. 

In particular, the primary objective of most public sector organizations is to 

provide a social benefit within a limited budget and minimum costs. According 

to Ranaweera (2015) the government administration faces critical circumstances 

in providing a quality government service. Further, a study carried out by the 

Asian Development Bank in the year 2006 has revealed significant weaknesses 

exist in the Sri Lankan public administrative system in terms of its productivity 

and quality. This is applicable to the local governments as well. However, service 

quality practices in public sector organizations is slow and is further exacerbated 

by difficulties in measuring outcomes, greater scrutiny from the public and press, 

a lack of freedom to act in an arbitrary fashion and a requirement for decisions to 

be based in law (Criado et al., 2002). In past years, sector efficiency, performance 

and service quality had become key issues of government administration. When 

going to public sector for public affairs, people often had to visit various 

departments, repeating filling out the similar forms or going to departments with 

documents in the section system with unclear responsibility division. The 

government service quality improvement must be evaluated in view of customer, 

enlarger the scope, not only some units, departments, but learn success 

experience of private sector, and transfer to public sector application (Hsiao & 

Lin, 2008). Service quality can be measured in five dimensions which include 

tangibility, reliability, responsiveness, assurance and empathy (SERVQUAL 

instruments). Reliability, responsiveness, assurance and empathy are treated as 

the human related factors and tangibility is the non - human related factor 

(Hennayake, 2017). In addition, Bitner and Zeithmal (2008) stated that “Service 
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quality is a focused evaluation that reflects the customer’s perceptions of specific 

dimensions of quality: reliability, responsiveness, assurance, empathy and 

tangible”. With the above literature researchers proposed SERVQUAL 

instrument for the conceptual framework of the present study.  

The effect of service quality on satisfaction of service seekers in local 

governments in the public sector is relatively an unattended area by researchers. 

Hence this study was carried out to evaluate the relationship between service 

quality and customer satisfaction in the Pradeshiya Saba (Local governments). 

  

Methodology  

This research was aimed to examine the relationship between service quality and 

customer satisfaction on the services delivered by Pradeshiya Saba. The study 

mainly followed a deductive research approach and quantitative and explanatory 

research design. The target population of the study was general public who 

received various services from Pradeshiya Saba in Kalutara District. The sample 

selection was done in two stages. In the first stage, four (4) Pradeshiya Saba were 

selected using simple random sampling method and then, a sample of 100 service 

recipients was selected through convenience sampling method. Data were 

collected through questionnaire survey method. The questionnaire was basically 

based on “SERVQUAL” attributes and it comprised with two sections and 29 

closed ended questions. All closed ended constructs used in the study were 

measured by various items on Likert Type five – point scales ranging from 1- 

Strongly disagree, to 5 – Strongly Agree. Descriptive statistics, correlation 

analysis and regression analysis were employed in the data analysis.  

 

Results and discussion  

Table 1 shows the descriptive statistics and result of correlation analysis. The 

mean values indicate that all the quality dimensions are not in a good standing  

and  service recipients are not much satisfied with the services provided by 

selected Pradeshiya Saba. 
 

Table 1 Descriptive statistics and results of correlation analysis 

variable A B C D E F 

A.Customer 

satisfaction 

(2.52)      

B. Reliability .455** (2.59)     

C. Responsiveness .441** .643** (2.34)    

D. Assurance .483** .634** .749** (2.65)   

E. Empathy .593** .598** .612** .738** (2.542)  

F. Tangibles .542** .395** .424** .567** .622** (2.84) 

**. Correlation is significant at the 0.01 level (2-tailed), (xxx) mean 
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The correlation result reveals that there is a positive relationship between 

reliability of the services and customer satisfaction (r=.455,p<.05). The result 

further signifies that other quality dimensions such as responsiveness 

(r=.441,p<.05), assurance (r=.483,p<.05), empathy (r=.593,p<.05) and tangibles 

(r=.542,p<.05) are also significantly and positively correlated with customer 

satisfaction.  

Table 2 Result of regression analysis 

Adj. R2 = 0.386                    F Value = 13.466                    Sig F = .000 

Variable Unstandardized 

coefficients 

Standardized 

Coefficient 

t Sig. 

B Std. Error Beta 

Constant .305 .283  1.076 .284 

Reliability .494 .098 .455 5.055 .000 

Responsiveness .510 .105 .411 4.865 .000 

Assurance .509 .093 .483 5.460 .000 

Empathy .683 .094 .593 7.281 .000 

Tangibles .551 .086 .542 6.392 .000 
 

Adjusted R2 value, 0.386, indicates that predictor variables for the test have 

ability to explain 38.6 percent variation in customer satisfaction. Therefore, it can 

be concluded that this regression model is reasonably fit to the data. F value 

further reveals that overall model is significant at 0.05. The regression 

coefficients indicate that all the quality dimensions; reliability, responsiveness, 

assurance, empathy and tangibility, have a significant positive effect on customer 

satisfaction.  

  

Conclusion  

This study found that customer satisfaction of Pradeshiya Saba is determined by 

the service quality dimensions as such reliability, responsive, assurance, empathy 

and tangibles. Moreover, the result signifies that quality of the services provided 

by Pradeshiya Saba at is not up to the level as perceived by the customers.   Thus, 

Pradeshiya Saba should pay attention to provide a reliable service characterized 

with high responsiveness, assurance and empathy.  Pradeshiya Sabha can 

improve some facilities with use of modern information and communication 

technology to ensure fast service delivery with minimizing human interaction in 

public services.  

Keywords: Customer satisfaction, service quality, reliability, responsiveness. 
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Introduction  

Aspirations of youth become so special in the dynamic social and economic 

structures and that resulted in new outlooks of youth life that are open up in 

modern socio economic arena. Youth tend to cherish their increased goals and 

ambitions throughout their life cycle. In this study, an attempt was created to find 

out nature of aspirations of youth especially in the Labor market in Sri Lanka.  

Sri Lanka is characterized as a country that undertake considerable efforts to give 

access to education to all citizens. This has led to the comparatively good social 

indicators Sri Lanka has in the field of health and education (Angela et al., 2016). 

Moreover it also contributed to the widespread perception in Sri Lanka that 

education is the most important means for upward social mobility. Sri Lanka, 

with its successful welfare policies and state provided social security measures, 

has become one of the highest literacy rates in the world (Hettige et al., 2014). 

Access to free education since the second quarter of the 20th century has resulted 

in increasing numbers of students being admitted to schools. Numbers in the 

primary and secondary levels of education have swelled rapidly since then 

leading to significant numbers entering the tertiary level too. Despite the social 

mobility afforded by educational opportunities, the number of ‘unemployable 

youth’ has increased over the years pointing to the mismatch between the 

educational and employment opportunities available to the youth.  

“Skill  mismatch” or Structural mismatch  hypothesis  first articulated  by the ILO 

mission  to Sri Lanka  in 1971 indicates that  the types of work  which people are 

willing and able to do, do not  match the pattern of opportunities that are available 

indicating  that the unemployment that prevails or a considerable  part of it is the 

product of skills/structural mismatch (ILO, 1971). Put differently, the labor force 

may be highly educated but not particularly skilled. Thus, those who stress the 

orthodox  view of the structural  imbalance mismatch hypothesis believe 

implicitly  that although the economy has employment opportunities jobs 

expected by a large amount of job  seekers  are not  adequately  found  or they do 

not fit to the prevailing  jobs. Emphasizing the structural mismatch as an 
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important reason to having a high level of  unemployment. In this background, 

this study looks into the current aspirations of youth their search for employment. 

The primary objective of this study was to understand the aspirations of youth in 

terms of finding an employment. In addition, specifically this research attempted 

to find out the role of educational achievement and parents’ influences over their 

children’s employment aspirations. That there are several problems associated 

with the school-to-work transition in Sri Lanka. Hence, by analyzing Sri Lanka’s 

Labour Force survey along with key informant interviews and case studies, this 

study attempted to identify the mismatch between youth employment aspirations 

and their position in professional qualifications. That is, this study analyzes why 

there are mismatches between youth employment and their aspirations. 

 

Methodology 

The study used micro level data, obtained from the Labour Force Survey (LFS) 

for the year of 2014.  And, in order to come with a detailed analysis; the 

researcher used Key Informant Interviews, and case studies. This study used only 

youth who fall between 15 years to 29 years old regardless what they do and their 

civil status. The researcher purposively omitted fulltime students as this study 

analyses the status of youth employment.  

 

Results and discussion  

According to the Key Informant: Prof R. Nanthakumaran, Northern Province is 

lagging behind other districts as a result of the prolonged Civil war that lasted 

around three decades. 

‘After the war youth prefer public sector jobs than private sector jobs  

specially Graduate  youth they prefer public sector jobs and  do not 

like hard working and like for easygoing  jobs (due to its relatively easy 

nature, good pay, and benefits such as the pension fund etc.) Northern 

province, during war period, job creation was very very low level but 

after the war more jobs were created by in the public sector than in the 

private sector. However the number of jobs created in the Northern 

Province was insufficient compared to that of other provinces in Sri 

Lanka’ (Prof R. Nanthakumaran, Former Rector, Vavuniya Campus, 

University of Jaffna). 

Likewise, youth could not find jobs according to their preferences because  many 

youth could not identify the most suitable courses in the vocational education. 

Mr. Jeyamanon (Deputy Director, Board of Investment, Northern Region) says 

as following, 

‘Some vocational courses have greater supply (to the labour market) 

than their demand in the labour market. Thus, there is a mismatch 

between supply and demand in certain vocations. Hence, vocational 
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training programmes should attune it to be demand-driven. Though 

students usually choose the type of vocational courses the vocational 

training institutions should restrict admissions to courses, which have 

less demand in the job market’ (Mr.Jeyamanon Deputy Director,  BOI, 

Northern Region) 

The present study reveals that the majority of the youths aspire paid employment 

rather than self-employment. The lowest percentage (3.3%) of youth who expects 

self-employment was recorded in the Northern Province while the national figure 

is 5.9 percent. In Eastern Province 11.8 percent of the youth are willing to engage 

in self-employments. All the youth in the Northern Province who are interested 

in starting self-employment expect financial support/marketing/capital resources 

from the government or any other institution. 

The survey reiterates the social perception on public employment. Public sector 

employment is still preferred by a significant proportion of the youth despite the 

increasing role played by the private sector in the economy. The system of formal 

education that Sri Lanka inherited from the colonial time is largely responsible 

for this attitude. In the Northern Province, 42 percent of youth prefer employment 

from only public sector where as 9.8 percent prefer employment from private 

sector only. Others prefer employment either from public or private sector. 

However, when it comes to the national level, 36.4 percent of youth prefer 

employment from public sector only where as it is 17 percent of youth prefer 

employment from private sector only. 25.8 percent of youth of the Western 

Province expect employment from private sector. Compared to the Western 

Province and all other provinces of Sri Lanka, youth from the Northern Province 

are reluctant to accept employment from private sector. And, compared to males, 

higher per cent of females are curious to do self-employment. It is very interesting 

that only in the Northern Province, none of the male unemployed youth who was 

interested in self-employment. On the other hand, 6.3 percent of female 

unemployed youth were recorded to be interested in self-employment. In Sri 

Lanka, 3.2 percent of male youth prefer to do self-employment where as it was 

8.5 percent for female youth. Self-employment does not come out as a preferred 

area of employment as it is not considered as prestigious. The formal education 

system has also implanted such attitudes in the minds of the youth.  

Among job-seeking youth with higher educational qualifications, i.e. GCE 

Advanced Level, a large majority prefers state sector employments. Educated 

youth expect paid employment to a great extent. Of the youth who completed A/L 

and university degrees, more than three quarters expect paid employments. It was 

evident that the higher the age of youth the greater the tendency in looking for 

public sector jobs. That is, youth were categorized into three categories: 15-19; 

20-24; 25-29. The aspiration towards public employment was recorded to be 17.6 
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percent, 38.2 percent, 44.5 percent respectively in Sri Lanka. However, in the 

Northern Province, the same aspiration was 12.5 percent, 55 percent and 46.2 

percent in the respective age category. About 25 percent of youth in the Northern 

Province who seek an employment had successfully completed a formal 

professional/ Technical training, relevant to an occupation/self-employment. It is 

lagging behind the national rate of 30.1 percent.  The lack of a working 

knowledge in English language is widely perceived today as a major obstacle 

facing the vast majority of youth in the country, in particular those who originate 

from a disadvantaged background irrespective of gender and ethnicity. 

The problem is connected with the issue of skills development within the general 

educational system. The current school system is structured and organized in such 

a way as to equip students to find jobs as white-collar workers in the formal sector 

or to select those who are keen and capable to move into higher education. This 

is the result of continuation of educational structures during the British colonial 

period and after the independence when education was closely linked to securing 

jobs within the state sector. 

‘Job seekers &their parent’s attitudes are uncomfortable to the job 

placements, Most of the job seekers have the choice only Government 

Jobs they do not have any interest on the private sector Jobs. Job 

seekers do not have enough soft skills and work experience but their 

salary expectation is very high, they do not like field work they like to 

work within the office boundary, companies. Parents expect that if their 

sons got a government job, they can get higher dowry. Therefore, many 

parents force their sons to find a government job by taking any risk. 

There is a proverb ‘If you want to do sheep farming, do it at a 

government place’ (Director, Manpower and Employment Division, 

District Secretariat Jaffna). 

It is very crucial identity that public sector is the most preferred and acceptable 

employment sector. Many youth get delayed in getting married because of not 

having government/state employment. Particularly parents of male youth highly 

expect a public employment to their sons in order to get higher dowry. Many 

youth’s aspirations on working in a foreign country was not identified in the 

Labour Forces Survey. It is one of the most desired aspiration of many youth 

particularly in the Northern Province. The youth who prefer ‘going abroad’ are 

mostly keen to settle down in a European country.  

‘I graduated from Jaffna University with BA degree specialized in 

Economics. I have been waiting for three years to find a job but now I 

failed and now I want to go to London (England).  I would have earned 

enough money to build a house if I worked two years in London.  But it 

will not be possible to build a house if I work for 20 year in Sri Lanka. 

My brother studied up to O/L and he has a car, mansion, super market 
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etc. in London. So, I want to become as rich as my brother’    (Sankar, 

26 years old). 

According to the above case study, it is clear that many youth try to become as 

rich as their brothers/friends/relatives who are living in abroad. Their aspiration 

of ‘going to abroad’ is further motivated by the employability. He has been 

waiting for three years for a job and he changed his mind. 

 

Conclusion and recommendations  

This study found that there are some mismatches due to the educational, 

psychological and social factors. The largest share of youth aspire paid 

employment rather than self-employments. Northern Province was identified as 

one area with the least percentage of youths prefer self-employments. Public 

sector employment is still preferred by a significant proportion of the youth 

despite the increasing role played by the private sector in the economy. 

Particularly parents of male youth highly expect a public employment to their 

sons in order to get increased dowry. The system of formal education that Sri 

Lanka inherited from the colonial time is largely responsible for this behavior. 

Self-employment does not come out as a preferred area of employment as it is 

not considered prestigious. Educated youth expect well-paid public sector 

employments to a greater extent. There is a correlation that as age increases youth 

tend to find employment from public sector only. Poor English literacy is widely 

perceived today as a major obstacle facing by the vast majority of youth in the 

country, in particular those who originate from a disadvantaged background 

irrespective of gender and ethnicity, encounter a setback due to poor English 

literacy as a result their communication skills are considered to be weak.  

Working in a foreign the most desired aspiration of many youth particularly in 

the Northern Province.  

Some recommendations are necessary to avoid the potential problems due to the 

unsatisfactory youth in terms of their employment aspirations. That is, changing 

the social perceptions of state employment and self-employment must be 

proactively implemented by the relevant government institutions as well as 

private institutions. And, improving employability and competitiveness through 

the improvement of quality vocational and technical training and the provision of 

quality professional guidance on educational and career choices are highly 

recommended by the researchers. 
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Introduction  

The term disability can be defined in many ways. World Health Organization 

(WHO) defines disabilities is an umbrella term, covering impairments, activity 

limitations, and participation restrictions. Impairment is a problem in body 

function or structure; an activity limitation is a difficulty encountered by an 

individual in executing a task or action; while a participation restriction is a 

problem experienced by an individual in involvement in life situations. 

Overcoming the difficulties faced by people with disabilities requires 

interventions to remove environmental and social barriers.  

In Sri Lanka, as per the estimates 1,617,924 persons live with disabilities which 

amount nearly to 7percent of the total population. (Department of Census and 

Statistics, 2013). Accordingly, in 2012, approximately 996,000 people were with 

visual disability, 734,000 with walking disability and 389,000 with hearing 

disability.  

Western as well as eastern religions had interpreted disability in a negative point 

of view and stereotyped people with disabilities. Although Judeo-Christian 

philosophy did not advocate killing, people with disabilities were ostracized and 

stereotyped. Disability signified "sinner" to the ancient Hebrews, and people with 

disabilities were thought to be possessed by evil demons. People who were 

deformed, "crippled," or of short stature were forbidden to become priests. The 

Old Testament forbade people who were blind or lame from entering the houses 

of believers (Wright, 1960). In the New Testament, people with mental disorders 

were believed to be possessed. It was thought that people with disabilities had 

them because of their own or their parents' sins.  

Disability is analyzed using different sociology theories. Out of them, Symbolic 

interactionists such as Charles Cooley, Georg Mead and Erving Goffman seems 

to be provided most suitable explanation regarding disability. They argue that the 

society consists of network of interlocking roles, social order is constructed 

through interactions as individuals and through shared meaning, make sense out 

of their social world. According to them, causes of issues are different 

interpretation of roles and labeling of individuals. In the case of People with 
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Disabilities (PWDs) they are labeled as incapable and dependent individuals. In 

order to overcome social issues, Symbolic interactionists suggest reducing impact 

of labeling and associated stigma (Liyanage, 2016).  

Disability conceptualizes within the Sri Lankan culture from a charity 

perspective. The local languages have rather unique vocabulary to distinguish 

“normal” from “disabled” such as ‘arbadita’ - disabled, ‘arbaditaya’- aperson 

with disability and also particular terms attributed to each impairment such as 

andha-blind, golu-deaf, bihiri-hearing difficulty etc. These expressions clearly 

differentiate the ‘able-body’from the‘disabled-body’, ‘normal’from ‘abnormal’ 

and‘ill-being’from the ‘well-being’ where the fixed identity as disable carries 

stigma and discrimination. Schools for special education are also named as 

‘school of deaf and blind ‘that segregates from ordinary school system in Sri 

Lanka (Liyanage, 2016).  

It was observed that such labeling prevails in higher education sector, including 

in the process of enrolling students to universities. On that backdrop, the paper 

attempts to identify whether the principle of equality is adopted in enrolling 

PWDs to the universities and attempts to put forward recommendations to 

facilitate PWDs in a more equitable manner in the process of university 

enrollment.  

PWDs are often identified as a marginalized group. More often than not they are 

seen as dependents, do not receive sufficient education and remain economically 

inactive people. Literature identifies that PWDs often left out of major 

institutions in the country including in educational institutions. In that context, it 

remain a question whether PWDs are accommodated in an equitable manner in 

higher educational institutions in Sri Lanka. The study attempts to review the 

process adopted in enrolling PWDs to the universities, identify shortcomings of 

the existing process and to suggest a more equitable approach. 

 

Methodology  

The research attempts to analyze the opportunities provided for PWDs for higher 

education in Sri Lanka using the theory of equality of Prof. Ronald Dworking. In 

his writings, Dworkin argues that the concept of equality of opportunity can be 

used to explain the way in which PWDs should be compensated to ensure equality 

and the significance of the state intervention for that. The study examines the 

university enrollment process for PWDs relating it to the concept of equality of 

opportunity. Further, the literature is reviewed to identify the barriers faced by 

PWDs in higher education and several case studies were conducted to investigate 

firsthand experience of PWDs in universities. For the purpose of case studies 6 

PWDs from University of Colombo were interviewed. The sample covers 
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students with physical impairment, visual impairment and hearing impairment. 

Sample also includes two PWDs who graduated from University of Colombo.  

 

Results and discussion  

Disability becomes a barrier due to multiple reasons. It is often observed that 

large percentages of those who live with disabilities remain economically 

inactive people. As data reflect, in Sri Lanka out of nearly 1.6 million people who 

are PWDs 1.1 million remain economically active. This amount is nearly to 70 

percent of PWDs being economically inactive. Literature identifies that more 

often than not, public tends to  look at the PWDs from charity perspective, 

labeling them as dependent and unable to contribute to any economic activity, 

hence end up doing  household work (Liyanage, 2016). The observations of 

Liyanage are reflected at the national level statistics as well. Accordingly, in Sri 

Lanka, 36.9 percent of the PWDs who are economically inactive does household 

work.  

According to statistics, 13.9 percent PWDs had not attended school while only 

5.1 percent of PWDs have sat for the G.C.E. A/L and only 1.3 percent of PWDs 

had obtained degrees.  Low numbers comparing to average rates of school 

attending and obtaining degrees indicates the lack of facilities available in 

facilitating PWDs within education system. During the interviews conducted 

with PWDs the failure to facilitate them in universities due to the issues in 

infrastructure facilities and regulations, were identified.  

The personal experience of people with disabilities suggests that they face an 

issue of social stigma which is based on interpretation given by the society. This 

labeling which is often negative tends to segregate people with disabilities from 

others and imposes certain social barriers on them. It was identified that PWDs 

are mistreated in the process of enrolling to universities. Although there is a 

separate intake for PWDs, that intake only facilitates PWDs to follow four major 

degree courses. According to the University Admission Handbook 2016/17 the 

UGC may at the request of the universities concerned, decide to admit a limited 

number of blind students [who sat the G.C.E. (Advanced Level) Examination, 

2016 using the Braille system] to the course of study in Arts and differently abled 

students (who are medically certified as disabled) to course of study in Arts, 

Commerce, Biological Science and Physical Science. This can be identified as an 

instance where PWDs are labeled by the society. In this case, the accepted norm 

seems to be that PWDs are incapable top pursue a degree course other than the 

four courses mentioned and most importantly a PWD who gets a higher Z score, 

which would be sufficient to enroll to university through normal intake is not 

compensated by allowing such PWD to apply for the degree course which 

requires a Z score higher than the one obtained.  
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Authors argue that the system adopted in enrolling PWDs to the universities 

contradict with the equality of opportunity concept. Dworkin, using the concepts 

of equality of welfare and equality of resources also argues that such concepts 

can be used to compensate for all "physical or mental handicaps through ensuring 

equality of opportunities (Iorns, 1993). Dworkin is in the view that the absence 

of equality in resources leads to inequality in opportunities, thereby highlight the 

importance of establishing equality of having resources. (Dworkin, 2017).  

Interestingly, such chances (having a lower Z score than the national Z score to 

enroll in to any degree course) are provided to students under three 

circumstances. About 5 percent of university enrollment takes place from 16 

districts, recognized and classified as educationally disadvantaged districts and 5 

percent of the total available seats are given to the students of these districts.   

Secondly, students who have excelled in extracurricular activities too are 

provided with a chance of applying to degree course having lower Z score than 

the average one.  Accordingly, up to 0.5 percent of the places from the proposed 

intake in each course of study other than courses offered by the University of the 

Visual and Performing Arts have been reserved for candidates who have obtained 

1st, 2nd or 3rd places at national level and/or achievements at international levels 

in such fields as sports and cultural. Candidates with such achievements are 

qualified to enroll to a degree course if they obtain a Z Score that is lower not 

more than 0.2 of the Z Score required generally to follow a particular degree 

course (UGC, 2017).  

Thirdly, children of enlisted personnel of armed forces, Police Services and  

Special Task Force are entitled to enroll themselves into selected degree courses 

having lower Z score than the specified score to enroll to follow such degree 

courses.  Accordingly, up to 0.5 percent of the places from the proposed intake 

in Medicine, Dental Surgery and Engineering is reserved for the personnel 

enlisted in the Armed Forces, Police Service and the Special Task Force serving 

in operational areas. 

In that context, authors argue that PWDs too should to facilitate in similar manner 

as students from educational disadvantaged districts, those who excelled in 

national level achievements and children of the army forces, in enrolling to 

universities. Authors are also in the view that Dworkin’s equality of opportunity 

approach was followed in enrolling students from educationally disadvantaged 

districts. While acknowledging the good efforts of the UGC in facilitating 

students based on the issues in resource distribution, it is recommended to follow 

same approach in admitting PWDs to universities.  
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Conclusion  

The paper identifies that the majority of the PWDs remains economically 

inactive, which authors attribute that in mainlymajorly to the social labeling. It 

was identified that social labeling of PWDs took place in university enrollment 

as well. Authors argue that Dworkin’s equality of opportunity principle is not 

being followed in enrolling PWDs while same principle is followed in enrolling 

students under different provisions.  

It was observed that under the special provision to enroll PWDs, their choices are 

restricted and are allowed to pursue only four degree courses. Further, this 

approach seems to label PWDs as incapable of pursuing certain degree courses. 

Moreover, the efforts of PWDs who got higher Z scores are not compensated by 

allowing them to apply for a degree course which requires higher Z score than 

the score obtained by PWDs. Yet, such method is followed in enrolling students 

under certain other provisions. Thereby, it is recommended to allow candidates 

who are within a Z-score of 0.2000 of the cut-off-point applicable to the 

admission district of the candidate in the relevant course of study, to apply 

compensating disability. 

Keywords: Equality, people with disabilities, rights of the PWDs, university 

admission,   Z Score 
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Introduction 

Women play a significant role in economic activities including managing 

businesses and holding leadership positions. However, women are 

underrepresented in management positions with compared to men all over the 

world (Tai et al., 2005). Female managers, who are called “women managers”, 

are faced with strongly held negative stereotypes, distinguishing them from their 

male counterparts in the workplace (Thompson, 2000). Barriers are the factors 

that may be holding women back from achieving greater representation in the top 

leadership ranks; women are much more likely than men to point to societal and 

institutional factors such as the country not being ready to elect more female 

political leaders and women being held to higher standards than men in business 

and government. As suggested by the literature, there are mainly three types of 

barriers for woman leadership as individual level barriers, societal level barriers 

and organizational level barriers. For many women, in addition to the roles they 

hold in their companies, they remain the primary caretakers for their families 

(Hughes et al., 2009). Conversely, many women have voluntarily left their jobs 

due to family decisions (Baxter & Al A’ali, 2016; Wallace, 2015). Gurian and 

Annis (2008) found that many women lose their drive to excel due to the many 

obstacles met along the path of becoming a manager. These obstacles include 

discrimination, stereotyping, prejudice, family demands, and lack of 

opportunities (Emory, 2008).  

Another main barrier is that the social perception of women as inferior (Kent et 

al., 2010). Mounting evidence suggest that there are negative gender stereotypes 

about women which make them encounter more barriers than men in the 

workplace. These negative stereotypes or beliefs are more apparent when women 

seek or hold managerial positions (Okafor, 2016).  A number of obstacles 

hindering in the organization for women enhancement to higher leadership 

positions, the most significant of these obstacles were the negative official 

attitude towards leadership of women, the social norms and stereotype, sex 

discrimination against women for promotion to higher positions, as well as 

personal women's circumstances such as families' relations and husband lack of 

understanding of women roles and reluctance of employee to be headed by 
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women (Al Maaitah et al., 2012). Even though there are number of studies in the 

international context there is still a literature gap in Sri Lanka. Thus this study is 

manly intended to investigate the barriers faced by woman leaders in Sri Lanka 

with special reference to women employees in Divisional Secretariats in Badulla 

District in Sri Lanka. 

 

Methodology 

As a quantitative explanatory study, the study is mainly intended to identify main 

barriers faced by women employees in Divisional Secretariats in Badulla District 

in Sri Lanka. The population of the study was all women employees who work 

in Divisional Secretariat offices at Badulla District, out of them 93 women 

respondents who work in Bandarawela, Haliella and Haputhale Divisional 

Secretariats were selected as the sample based on simple random sampling 

technique. The questionnaire was formed basically based on the literature and 

accordingly, women leadership was identified as the dependent variable and 

individual level barriers, societal level barriers and organizational level barriers 

were selected as independent variables. Researcher administrated questionnaire 

was used to collect data from the respondents. Cronbach Alpha was used to test 

the reliability of the variables and descriptive statistics, correlation and regression 

analysis were used as the main data analyzing methods by employing Statistical 

Package for Social Sciences 20.0 version. 

 

Results and discussion  

Content validity of the questionnaire is ensured through the sound literature. 

Table 1 represents the reliability analysis result of the variables. Cronbach Alpha 

values of the all the variables are greater than 0.7 and indicate that the all the 

variables are reliable. 

Table 1 Result of reliability analysis 

Variables Cronbach's 

Alpha 

Number of 

Items 

Individual level barriers .757 11 

Societal level barriers .809 8 

Organizational level barriers .779 16 

Women leadership .720 5 
      

When considering the marital status of the women employees it was evident that 

83 out of 93 women employees were married and only 10 were single. Under the 

descriptive statistics mean values, standard deviation were used and the mean 

values of individual level barriers and societal level barriers were 3.9 and 3.3 

respectively. They indicate that the selected respondents have moderately higher 

level of individual level barriers and societal level barriers. Moreover the mean 
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value of the organizational level barriers was 2.4 which was less than the level of 

other dimensions. Further, the mean value of women leadership is 3.5 which 

indicates that women face barriers when holding leadership positions. 

According to the correlation analysis both individual level barriers and 

organizational barriers were 0.271 and 0.242 respectively and that was significant 

at the levels of 0.05. But the societal level barriers were not significant at 0.05 

levels. It indicates that only two independent variables are statistically correlated 

with the dependent variable namely individual level barriers and organizational 

barriers.  

Table 2 represents the result of regression analysis. According to the results, R 

squared value (R2) value of the model is 0.209 which explains that 20.9 percent 

variation in the women leadership is explained by h individual level barriers, 

organizational barriers and societal level barriers. 
 

Table 2 Result of regression analysis 

Model Regression 

Coefficient 

t Sig. 

 (Constant)  -.789 .432 

 Individual Level Barriers .301 3.093 .003 

 Societal Level Barriers .237 2.209 .030 

 Organizational Level Barriers .411 3.852 .000 
Dependent Variable: women leadership ** Significant at 0.05 level 

The regression coefficients of individual level barriers, societal level barriers and 

organizational level barriers are 0.301, 0.231, 0.411 respectively and significant 

at 0.05 level. Resulting, in Sri Lankan context, individual level barriers, societal 

level barriers and organizational level barriers significantly efefct on women 

leadership at Divisional Secretariat offices in Badulla District.  

 

Conclusion and recommendations 

The result indicates that the individual level barriers, societal level barriers and 

organizational level barriers are affecting women leadership in study area  by 

supporting the finding of previous studies (Elmuti,  2009; Ajhal, 2014; 

Jayathilake, 2012; Shin, 2013). Based on these findings, study recommends that 

organizations should focus on enhancing the skills and abilities of woman 

employees by exposing them to training and human development programs. 

Moreover, it is important to spread positive attitudes in order to break the 

traditional misperceptions and conceptions regarding women. At the same, time 

there should be policies that are directed to reduce discrimination against women 

in recruitment and appointment to higher positions (promotions). Finally, it is 

recommended that woman should be actively involved in decision making 

process. Women should be viewed as an important employment of the success of 

the organization.  
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Introduction 

The concept Organizational Citizenship Behavior (OCB) was developed by 

Organ at early 1980 and defined it as  an “individuals' behavior that is 

discretionary, not directly or explicitly recognized by the formal reward system, 

and in the aggregate promotes the efficient and effective functioning of the 

organization (Organ , 1988). According to Organ (1988) there are five specific 

categories of discretionary behavior that comes under OCB namely, Altruism, 

Conscientiousness, Sportsmanship, Courtesy and Civic virtue.  When analyzing 

the literature it can be highlighted that there is a growing number of studies that 

focused on the consequences of OCB on employee turnover, performance 

evaluation, knowledge sharing, productivity and profitability (Chen et al., 2005; 

Lin, 2008; Vilela et al., 2008; Sun et al., 2007). Apart from that some researchers 

have demonstrated the relationship between OCB and individual job performance 

(Bachrach et al., 2006; MacKenzie et al., 1991; Wang et al., 2005). But, the 

researches in OCB are still in the stage of developing and there are few 

comprehensive studies of OCB in marketing and retail context.  

As financial services industry plays a vital intermediary role in every country this 

study is mainly intended to examine the employees’ performance in the light of 

OCB. Therefore, this empirical investigation aims to address does OCB impact 

to increase employee performance and which dimensions of OCB have greater 

impact on employee performance. Tis study is mainly designed to identify the 

relevant OCB that affect to enhance the employee performance and identify 

appropriate strategies to enhance the preferred behaviors. 

 

Methodology  

The study conceptualized the five dimensions of OCB in relation to employees’ 

performance and Figure 1 depicts the propose relationship between the variables. 

The study was a quantitative study in nature that is mainly based on explanatory 
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research design to identify the extent and nature of cause-and-effect relationships 

(Zikmund, 2012). Employee performance was identified as the dependant 

variable and five dimensions of OCB was the independent variables. The research 

setting was identified as different locations in Anuradhapura District namely, 

Kekirawa, Galnewa and Anuradhapura. The unit of analysis is the individual 

marketing officers in selected finance companies. As the sample, 80 marketing 

officers of selected financial companies in Anuradhapura district were selected 

by using simple random sampling method. The study collected primary data by 

using a self completion questionnaire and it consists of two sections. First section 

was devoted to collect the demographic information of respondents such as age, 

gender, marital status, education and experience. Second section was devoted to 

assess the employees OCB and task performances by employing Likert-type 

quaetions. The study used descriptive statistics, correlation and regression 

analysis in the data analysis using Statistical Package for Social Sciences (SPSS) 

20.0 version. 

 

 

 

 

 

 

 

 

 

Figure 1 Conceptual framework 
 

Results and discussion  

The result of correlation analysis is presented in Table 1. Findings revealed that 

only sportsmanship, altruism, civic virtue and courtesy have positive and 

significant relationship with employee performance while conscientiousness 

does not show any significant relationship. 
  

Table 1 Results of correlation Analysis 

 A B C D E 

A. Sportsmanship -     

B. Altruism .448** -    

C. Courtesy .721** .392** -   

D. Conscientiousness .828** .646** .631** -  

E. Civic Virtue -.020 -.055 .204 .046 - 

F. Employee performance .857** .627** .748** .846** .144 

** Correlation is significant at 0.01. 

Altruism 

Courtesy 

Sportsmanship 

Conscientiousne

Civic Virtue 

Employee 

Performance 
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According to the multiple regression result presented by Table 2, all the 

predictors of the model (altruism, Courtesy, Sportsmanship, Conscientiousness 

and Civic Virtue) explained 84.9 percent variation in employee performance. F 

value, 89.683, with p <0.01 indicates that the model was fit to predict employee 

performance using sportsmanship, altruism, courtesy, conscientiousness and 

civic virtue. Regression coefficients for all the dimensions of OCB, 

sportsmanship, altruism, courtesy, civic virtue and conscientiousness, were 

significant at 0.05 level. Thus, it can be concluded that all of these variables have 

a positive effect on employee performance.  
 

Table 2 Results of regression analysis  

 

Conclusion and recommendations 

The study is mainly intended to identify the Organizational Citizenship Behavior 

that affect to employee performance. According to the results it can be concluded 

that all the dimensions of Organizational Citizenship Behavior namely 

sportsmanship, altruism, civic virtue, conscientiousness and courtesy have 

significant effect on job performance of employees in Financial Companies in 

Anuradhapura District. Among them, sportsmanship is the most important factor 

of Organizational Citizenship Behavior that significantly supports to increase the 

employee performance. Sportsmanship increases the amount of time spent on 

organizational endeavors; participants decrease time spent on whining, 

complaining and carping. These behaviors are significantly important to enhance 

the employee performance that may affect to organizational performance. Second 

important Organizational Citizenship Behavior is the Altruism. It enables 

employees to go beyond the job requirements resulting to accomplishment of 

difficult task. Also, through altruism, employees are able to share their 

knowledge and expertise with other employees as well as support those with 

problems at work. Further, altruism makes it possible for employees to help out 

other teammate in case they experience work-related problems as well as 

assisting new employees in the organization. Thus in order to increase the impact 

Adj. R square = 0.849               F value = 89.683               Sig. F = 0.000 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

(Constant) -1.335 .306  -4.357 .000 

Sportsmanship .674 .131 .477 5.128 .000 

Altruism .213 .055 .231 3.884 .000 

Courtesy .188 .075 .168 2.511 .014 

Civic Virtue .202 .101 .190 2.005 .049 

Conscientiousness .079 .030 .123 2.615 .011 

a. Dependent Variable: Employee Performance 
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of Organizational Citizenship Behavior the management should organize training 

and development activities, collaborative events and welfare activities to 

strengthen the cohesiveness, collaboration and team work  among employees to 

enhance the  preferred behaviors that may result to strengthen the organizational 

performance, growth and survival. Moreover future studies need to be focused 

on identifying the effects of Organizational Citizenship Behavior on stress 

management and conflict management among the employees.  

Keywords: Altruism, civic virtue, conscientiousness, courtesy, employee 

performance, sportsmanship.  
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Introduction 

During the last three decades, international labour migration has been one of the 

key economic forces in developing countries. Sri Lanka is not an exception. It is 

estimated that over two million Sri Lankan workers are in abroad and over 80 

percent of them are married men and women (SLBFE, 2015). Parental migration 

leaves children behind and they are mostly looked after by husband/spouse, close 

family members, and neighbors. Parental migration could affect childhood 

development through a number of channels; education is one of such channels. 

Theory argues that the impact of parental migration on children’s education could 

be either positive or negative (Brayant, 2008). Migrated parent(s) usually remit a 

part of the earnings to family members to cover their expenses such as food, 

clothing, education, and health. On the other hand, parental migration could 

negatively affect children’s education due to lack of parental supervision and 

assistance for education, burden of house activities, and the psychological cost 

associated. Few studies have investigated direct and indirect effects of parental 

migration on children’s education in Sri Lanka (Hettige, 1999; Perera & 

Jampaklay, 2014). However, empirical evidence on the impact of parental 

migration on children’s education remains inconclusive. There are some 

methodological limitations in previous studies related to Sri Lanka. One of the 

main limitations in the most previous studies is that they rarely attempted at 

assessing the educational performance of children in migrant-households against 

that of the children in non-migrant households. The main objective of this study 

is to examine the impact of parental migration on children’s education. 

Specifically, this study attempts to (a) examine how does the ‘study environment’ 

experienced by a child in a migrant household differ from that of in the non-

migrant household (c) evaluate the impact on children’s school performance. 

 

Methodology  

This research employs a mixed-method where it collects and analyzes both 

quantitative and qualitative information in achieving the set objectives. This 

study conducted a detailed descriptive data analysis a Logistic Regression 
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analysis. Following Logit model was estimated in investigating the impact of 

parental migration on educational performance; 

𝑦𝑖 = 𝑋𝛽 + 𝑍𝛾 + 𝛼𝐷 + 𝑢𝑖                                             (1) 

In equation (1), yi denotes the dependent variable that takes 1 if a student ranks 

his/her educational performance as ‘average or above average’ and otherwise 

zero (if a student ranks his/her educational performance as ‘below the average’)25. 

Matric X includes variables representing students’ after school engagements, 

family background, and school quality while Z contains variables related to 

migration status. Matrix D contains district dummy variables and ui is the usual 

error term. β, γ, and α are parameter vectors. 

Quantitative data were collected through a primary survey administered at 

household level in selected Divisional Secretariat (DS) divisions in Batticolo, 

Kurunagala, and Nuwaraeliya districts26. Qualitative data were collected through 

focus group discussions, in-depth interviews and key informant interviews in the 

same DS divisions. In each district, household survey was administered for 150 

migrant households and 50 non-migrant households. Selection of DS divisions 

and GN divisions was done after consulting officers of Sri Lanka Bureau of 

Foreign Employment attached to DS Secretariat. A number of information areas 

was covered by the household survey; namely, demography, socio-economic 

background, family background, school attendance, homework engagement, 

children’s perceptions, attending to tuition, school performance, and school 

dropouts. The study interviewed children (between 10-18 years) in both migrant 

and non-migrant households.  

In-depth interviews were conducted with selected children (around 25 in each 

district) in migrant households and key public officials such as principals and 

Divisional Secretaries in selected DS divisions where household survey was 

administered. Finally, cases were selected for the in-depth interviews using a 

matrix that captures the heterogeneity. 

 

Results and discussion 

Analyzing the impact of migration on the education of children left behind is 

complicated by the fact that this impact may depend on various factors, such as 

                                                 
25 During the survey, students were asked to rank their educational performance and five 

levels of performance were offered to them as excellent, good, average, poor, and very 

poor. 
26 These three districts were among the top migrants sending districts in Sri Lanka. 

Moreover, the districts were selected based on the composition on the ethnicity. In terms 

of ethnicity, Kurunagala is largely a Sinhala dominated district while Nuwaraeliya is an 

Indian Tamil dominated district. Baticoloa represents Sri Lankan Tamil and Muslim 

community. Similarly, a majority of migrants of districts are unskilled (including 

housemaids) or semi-skilled. 
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the child’s gender, age of the child at the time of parent’s migration, number of 

siblings and family structure, educational level of migrating parent, and parent 

left behind, as well as level of urbanization of the migrant’s community.  

The survey collected information on children’s involvement in various 

‘housework’ such as washing clothes, washing dishes, cooking meals, attending 

ill, hew/cut/chop, go shopping, plough, weed, and looking after domestic 

animals. It was found that majority of children in both migrant and non-migrant 

households do involve in one or more of domestic activities during the weekends 

and/or after-school. More importantly, children in migrant’s households are 

engaged more in ‘housework’ than that of the children in non-migrant 

households. In other words, some children in migrant households bear a greater 

burden related ‘housework’ thereby resulting less hours for studies. When 

mother has migrated, children were engaged more in ‘housework’ than when 

another member of the house hold has migrated. For instance, around 40 percent 

of total children in mother-migrated households have to cook while this number 

is around 28 percent in father-migrated households. This reflects that absence of 

parent(s), due to migration, has caused children to forego a sizable amount of 

hours to housekeeping.  Similarly, the survey collected information on what 

children mostly do during after-school time period. Accordingly, over 72 percent 

of total children in non-migrant households are engaged in academic work 

(homework, reading, revision, attending tuition) compared while the 

corresponding figures in families with migrants is 47 percent. Around 40 percent 

of children in migrant’s households ‘watch TV/Listen Music’ and ‘play with 

friends’ during the after-school period while corresponding values in families 

with non-migrants is just 21 percent.  Due to lack of supervision and assistance 

for children of families with migrants are engaged in activities which have little 

relevant to studies. In other words, in some households, migration has created an 

environment which is not conducive for studies.  

The impact of the change in study environment in some migrant households 

could be witnessed through children’s perception on how parental migration has 

affected their studies as well as through educational performance. For instance, 

results revealed that around one-third of total children in migrant households are 

with the opinion that parental migration has affected negatively on their 

education. Moreover, the evidence suggested that enrollment to GCE A/L class 

remains relatively low among children in migrant households compared to that 

of in the non-migrant households. This implies that children in migrant 

households’ dropout from school at lower grades due to number of reasons such 

as difficulties related to education, lack of supervision, assistance, care, parent’s 

negligence, and amount of housework (house keeping). 

This study examines the impact of parental migration on educational 
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performance using a Logistic regression. The results are reported in Table 1 (See 

Appendix). The survey gathered data on children’s perception on their 

educational performance (achievement in test) compared to their peers. The 

perception is measured using five-category Likert Scale, namely Excellent, 

Good, Average, Poor, and Very poor. The dependent variable is a binary variable 

that is constructed using above information. It takes 1 if the perception is average 

or above and zero otherwise. The estimated results are reported in Model (1) 

through Model (6). The estimated coefficient of migration status (migrant 

household=1, otherwise=0) is not statistically significant (models 3 through 6). 

This result implies that on average, parental migration does not affect 

educational performance of children left-behind. However, descriptive data 

analysis showed that children in mother migrant households face less conducive 

environment for studies compared to that of the other households. Hence, the 

models 4 through 6 were introduced a dummy variable that takes 1 for mother 

migrant households and otherwise zero. The estimated coefficient of this dummy 

is negative and statically significant in all three models. This implies that 

probability of achieving better educational performance is negatively affected 

due to mother migration. In other words, educational performance of children 

whose mother is the migrant was relatively low.   

As mentioned earlier, the impact of parental migration on children’s education 

is determined by a combination of several factors thereby making it harder to 

come out with a single answer. Table 2 in the Appendix) is produced using 

results obtained through household survey, in-depth interviews, focus-group 

discussions, and key informant discussions. The matrix indicates that the various 

impact of parental migration on children’s education. 

 

Conclusion 

Findings suggest that impact of parental migration on children’s education is 

substantial, particularly, when the mother is migrant. The impact on education 

depends on several factors such as who migrated and living environment 

(guardian capacity, close relatives’ support). The impact matrix will be useful in 

determining required intervention in minimizing the impact of parental 

migration on education. 

Keywords: Children left-behind, education, labour migration, Logit Model. 
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Appendices 

 

Table 1 Impact of Parental Migration on Children’s Education 

Dependent Variable: Self-Assessment on Performance in Tests at School (1=Average or Above; 0=Below 

Average) 

 

Model 

(1) 

Model 

(2) 

Model 

(3) 

Model 

(4) 

Model 

(5) 

Model 

(6) 

Constant 0.342** -0.204 -0.089 -0.164 -0.149 -0.097 

 (0.179) (0.347) (0.411) (0.417) (0.427) (0.430) 

Housework engagement (number of 

tasks involved) 

-

0.136**

* 

-

0.145**

* 

-

0.141**

* -0.126** -0.117** -0.109** 

 (0.043) (0.045) (0.046) (0.047) (0.048) (0.048) 

After school activities (1= engaged 

mostly in education activities; 

0=otherwise ) 

0.708**

* 

0.671**

* 

0.646**

* 

0.600**

* 

0.612**

* 

0.600**

* 

 (0.178) (0.183) (0.189) (0.192) (0.195) (0.196) 

Number of siblings  0.168** 0.164** 0.171** 0.188** 0.174** 

  (0.083) (0.08)3 (0.084) (0.086) (0.086) 

Education of head of household 

(1=secondary and above, 0=less than 

secondary)  0.091 0.087 0.104 0.049 0.042 

  (0.076) (0.076) (0.078) (0.079) (0.088) 

Migration status (1=migrant 

household, 0=non-migrant household)   -0.119 0.317 0.243 0.243 

   (0.230) (0.263) (0.268) (0.270) 

Mother migrant household (1= mother 

migrant household, 0=otherwise)    

-

0.772**

* 

-

0.773**

* 

-

0.839**

* 

    (0.215) (0.219) (0.236) 

Distance to school (in KM)     0.082** 0.085** 

     (0.039) (0.039) 

District effects       No 

Log likelihood value -359.68 -341.027 -340..89 -334.30 -321.46 -322.08 

No of observations 546 520 520 520 509 509 

Pseudo R2 0.033 0.038 0.039 0.057 0.070 0.68 
Note: Standard errors are reported in parentheses  while  ** and *** indicate that the estimated coefficients are 

statistically    significant at 0.05 and 0.01 respectively. 
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Table 2 Effect of parental migration on children’s education  

Living Environment and Maturity of the left-behind   Who Migrated    

children   

Mother 

 

Father 

 

Both parents 

 

       

Guardian capacity strong, Relatives support strong, 

teenage        

          

Guardian capacity strong, relative’s support 

strong, less than        

teenage (<13)         

Guardian capacity weak, relatives’ support strong, 

teenage        

          

Guardian capacity weak, relatives’ support 

strong, less than        

teenage (<13)         

Guardian capacity strong, relatives’ support weak, 

teenage        

          

Guardian capacity strong, relatives’ support weak, less 

than teenage (<13)        

         

Guardian capacity weak, relatives’ support weak, teenage        

          

Guardian capacity weak, relatives’ support weak, less than        

teenage child (<13)         

          

Impact Levels         

 Slight impact         

 Less impact         

 Moderate impact         

 Sizeable impact         

 Severe impact         
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Introduction 

Human Resource Management (HRM) practices are a set of planned strategies 

and policies implemented by an organization to ensure that the organization’s 

human capital efficiently and effectively contribute to the achievement of 

organizational objectives (Mondy & Noe, 2005). A good understanding of the 

relationship between HRM practices and employee retention will help 

organizations to retain strategic employees in achieving business results in a 

competitive environment. The apparel industry is one of the expanding and labor 

intensive leading industries in Sri Lanka which makes most significant and 

dynamic contribution to the national economy as a main foreign exchange earner 

of the country (Perera, 2010). The industry has created more than 330,000 direct 

employment opportunities in the economy that has contributed to saving nearly 

1.2 million lives in the nation (Kelegama, 2005). Like other South Asian 

countries, in Sri Lanka, the sector is more dominated by females and they 

represent more than 80 percent of total workforce in a garment factory (Joshi, 

2002). Though the industry itself booming with the global economy, the problem 

of higher labor turnover has made a small hole in the big ship that might fall down 

the ship and push it under water quickly (Weerawansa & Aponsu, 2012).  How 

much the problem has deepened that the average labor turnover per factory in Sri 

Lanka, is about 60 percent per annum and the net number of persons leaving the 

industry is nearly 25 percent per annum (Dheerasingha, 2009). This issue 

becomes more critical when worker replacement cost, the difficulty of finding 

skilled employees are high and the low-security associates with investments on 

training (Lochhead & Stephens, 2004). Further, Organizations need to bear the 

responsibility for both direct costs related to exiting interviews, new recruitment, 

training and compensation and similarly indirect expenses which are nonfinancial 

in nature related to employee turnover (Mello, 2011). The problem of labor 

turnover can be addressed through effectual HRM practices  (Mathis & Jackson, 

2004). The objective of the study is to explain the impact of HRM practices on 
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retention of non-managerial employees in the apparel industry with special 

reference to Kurunegala District, Sri Lanka.  

 

Methodology 

The research is an exploratory type and quantitative study that administered a 

questionnaire survey in data collection. Five HRM practices were derived from 

extensive literature survey. Those are work-life balance, compensation, training 

and development, work engagement, and health and safety. Employee retention 

was considered as the dependent variable of the study. The undefined population 

for the study comprised of non-managerial employees who are working in 

garment factories in Kurunegala District. Out of which 200 employees in two 

garment factories were selected as the sample on the basis of simple random 

sampling technique.  The data were collected from individuals through a 

structured questionnaire in their location at the lunch break. The questionnaire 

included two sections. The section one gathers demographic information of the 

respondents and the section two was filled with five-point Likert type questions 

to measure both independent and dependent variables. In data analysis, both 

descriptive and inferential statistical techniques were used in SPSS. The 

correlation analysis was used to examine the relationship between HRM practices 

and employee retention and regression analysis was performed to find out the 

impact of HRM practices on employee retention.  

 

Results and discussion  

The demographic characteristics of the respondents show that 73 percent of 

respondents were female while rest of 27 percent was male. Majority of the 

respondents were below 30 years which constitute 53 percent of the sample. 

About 55 percent respondents were married and other respondents were single. 

Nearly 49 percent of the respondents had completed education up to G.C.E 

Ordinary Level, 38 percent had completed G.C.E. Advance Level and only 13 

percent had followed related professional courses. The majority of the 

respondents had work experience in the present factory less than 2 years which 

denotes that underline problem is similar in the selected area as well. Of the 

sample, 54 percent of the respondents was machine operators and others 

respondents are from categories of cutters, packing, supervisory and middle-level 

employees.   

According to the correlation test (Table 1), the correlation coefficients of work-

life balance, compensation, training and development, work engagement and 

health and safety were 0.729, 0.546, 0.665, 0.744 and 0.694 respectively. The 

respective sig values were less than 0.05 level. Thus, there are statistically 
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significant relationship between life balance, compensation training and 

development, work engagement and health and safety with employee retention in 

the apparel sector in Kurunegala District.  
 

Table 1 Results of correlation analysis 

Variable ER WLB COM TD WE 

Employee Retention   

[ER] 

-  
  

 

Work-Life Balance          

[WLB] 

.729** - 
  

 

Compensation                  

[COM] 

.546** .675** 
-  

 

Training and Development 

[TD] 

.665** .685** 
.629** - 

 

Work engagement              

[WE] 

.744** .647** 
.553** .707** 

- 

Health and Safety                

[HS] 

.694** .565** 
.515** .602** 

.632** 

**Significant at 0.01 level (2-tail) 
 

Regression analysis reports R Square value 0.591 which reveals 59 percent 

variation in employee retention is explained by independent variables such as 

work-life balance, work engagement, and health and safety. As per the analysis 

(Table 2), regression coefficients of work-life balance, work engagement and 

health and safety are statistically significant at 0.05 level. Accordingly, the work-

life balance, work engagement and health and safety have significant impact on 

employee retention in the apparel sector. However, the impact of compensation, 

training and development on employee retention is not statistically significant at 

0.05 level. 

Table 2 Results of Regression Analysis 

Variable Coefficient T values Sig values 

Constant  -0.103 -.778 .000* 

Work-Life Balance 0.428 4.008 .000* 

Compensation -0.053 0.621 .536 

Training and Development 0.079 0.808 .421 

Work Engagement 0.334 3.610 .000* 

Health and Safety 0.331 3.594 .001* 

Dependent Variable: Employee Retention *Significant at 0.05 level 

Conclusion 

The result reveals that work-life balance, work engagement and health and safety 

practices have significant effect on retention of non-managerial employees in 

apparel sector in Kurunegala district. However, HRM practices relating to 

compensation, training and development do not have any impact on employee 

retention in the sector. The study recommends respective authorities to take 
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necessary actions to balance employees work and personal life responsibilities, 

and to enhance work engagement and health and safety practices to retain non 

managerial employees in the organizations. The study further recommends 

organizations to allow employees to take their day-out leave properly and 

increase payable full day leaves and short leaves for managing works and family 

life responsibilities.  Further, employees’ work engagement can be improved 

assigning them more challenging but achievable targets with fair remuneration. 

Moreover, establishment of conducive working environment characterized with 

easy access to drinking water, quality foods, sanitary facilities, natural ventilation 

and illumination and safety practices would help to keep employees more 

motivated and engaged in their work productively.   

Keywords: Compensation, health and safety, retention, work engagement, work-

life balance.  
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Introduction 

Innovation is a major driver of success of a business. In insurance it is believed 

that the competitiveness of enterprises to a great extent depends upon their 

innovations. Therefore, the most of the companies in the insurance industry, in 

both life and non-life segments, are using analytics to drive innovative changes 

in their business processes, and often the result is more satisfied consumers, 

increased profitability, and lower risk.  

Performance of insurance companies in Sri Lanka remains low with the overall 

insurance penetration at 1.09 percent in 2015, slightly increased from 1.01percent 

in 2014. This has been attributed to little awareness of insurance products among 

the citizens, negative perception of insurance practices, poor service, and 

unhealthy competition among insurers and so on (Cummins & Pauline, 2013; 

Nadine et al., 2012). Therefore continuously search for development of new ways 

of conducting business through innovation is vital for insurers. 

An innovation is an introduction of a good, service or procedure that is new or 

significantly improved regarding its characteristics or intended use. Damanpour 

(1991) defines innovation as the introduction of a new or significantly improved 

product or service that advances the range and quality of the product that is 

offered currently. Innovation, therefore, is considered an obvious means of 

generating revenue and thus improving performance (Kiragu, 2016).  

In a recent review of research on innovation in insurance, Cummins and Pauline 

(2013), state that one of the most significant economic developments of the past 

decade has been the development of innovative risk-financing techniques in the 

insurance industry. Most of these market innovations are strongly related to 

pricing strategies, product package design properties, product placement and 

promotion activities along the lines of four P‟s of marketing (Kotler, 1991). 

In the modern world of hyper competition, insurance companies do not only focus 

on product innovation, they also explore process innovation to create more value 

for their products, service delivery as well as reduce cost to consumers. Nadine 

et al. (2012), proved that contract parameter (i.e. the guaranteed interest rate and 
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the annual and terminal surplus participation rate), combinations maximize 

customer value in insurance industry. 

Yet, in insurance the research on innovation has so far received poor attention 

from scholars, especially in empirical research. This article aims at filling that 

gap and present results from an empirical study of innovative activities carried 

out in the insurance sector in Sri Lanka. The main objective of this study is to 

determine the influence of innovation on performance of insurance companies in 

Sri Lanka. More specifically, it attempts to explore the different types of 

innovation processes employed by the insurance businesses in Sri Lanka, and the 

customer’s perception towards those innovations.  

 

Methodology  

After an extensive literature and research review, the few independent variables 

available were identified for this purpose (Kiragu, 2016; Nadine et al., 2012). The 

conceptual model in Figure 1 outlines the relationship between innovation and 

performance, and the operationalization of study variables is summarized in 

Table 1. 

 

 

 

 

 

 

 

 

Figure 1 Conceptual framework 
 

Due to the problem of empirical measurement of innovation and the specific 

characteristics of insurance industry, a questionnaire was designed using Q-Sort 

techniques, based on few focus group discussions. A sample survey was used 

with a total of 175 (n=175) customers selected from three insurance companies, 

which comprises one state-owned and two private insurance companies. 

Questionnaires were administered to the sample, and 168 were correctly returned, 

which represents a 96 percent response rate. Five-point Licker scale, ranging 

from 1=strongly disagree to 5=strongly agree was used to measure the customer 

perception towards the product, process and market innovation. The 

organizational performance was measured using company’s average Net Profit 

after Tax (NPAT). Data was analyzed using SPSS statistical package (Ver. 17) 

for descriptive and inferential statistics. 

 

 

Customers 

Perceptions 

Product Innovation 

Process Innovation 

Market Innovation 

Innovation in Insurance 

Performance of an 

Organization 
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Table 1 Operationalization of variables 

Variable Indicators 

Product 

innovation 

New goods or services, significantly improved goods or services, 

regarding characteristics or intended uses; including significant 

improvements in technical specifications, components and materials, 

incorporated software, user friendliness or other functional 

characteristics 

Process 

innovation  

New or significantly improved production or delivery method, 

including significant changes in techniques, equipment and/or software  

Market 

innovation  

New marketing methods, involving significant changes in product 

design or packaging, product placement, product promotion or pricing.  

Source: Gunday et al. (2011), Hassan et al. (2013), Atalay et al. (2013), and OECD Manual 

(2005) – cited by Kiragu, R. W., (2016) 
 

Results and discussion 

The respondents were asked to indicate their demographic details and those are 

outlined in Table 2. Data established that the sample is dominated by middle-age 

(58%), male (64%), with secondary education (54%), and married (76%) 

respondents.  

The insurance companies were asked to indicate the types of innovation 

introduced by them during 2013-2015. There were 14 innovations, and they 

indicated that process innovation was the most predominant type (64.3%), 

followed by product innovation (21.4%) and market innovation (14.3%). 
 

Table 2 Sample profile 

Demography Freq. Percent  Demography Freq. Percent 

Gender Male 108 63.9  Age 18-25 12 7.1 

 Female 61 36.1   26-35 26 15.4 

M Status Married 128 75.7   36-45 98 58.0 

 UM 41 24.3   46-< 33 19.5 

Education Primary 12 7.1  Income < 50,000 51 30.2 

 Secondary 91 53.8   50’- 100,000 86 50.9 

 Tertiary  66 39.1   100,000 <  32 18.9 
 

Cronbach’s alpha was used to determine the internal consistency of these 

innovation to gauge its reliability. Since all coefficients are above 0.70 and 

indicates sound and reliable measures for further analysis. 
 

Table 3 Reliability statistics 

Independent Variables Cronbach’s alpha Items 

Product innovation 0.799 6 

Process innovation 0.751 6 

Market innovation 0.718 6 
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Product innovation and organizational performance: Based on the perception, 

respondents were tasked to rate the extent to which product, process, and market 

innovation can influence on performance of insurance industry. A scale of 1-5 

was used where 1 indicates “strongly disagree”, and 5 indicates “strongly agree” 

respectively. The results are presented in Table 4.  
 

Table 4 Innovations and organizational performance 

Independent variable Mean SD Max Min 

Product Innovation 4.18 0.723 5.0 3.0 

Process Innovation 4.54 0.576 5.0 3.0 

Product Innovation 3.43 0.836 5.0 2.0 
 

The survey established that insurance companies with innovative processes have 

the ability to attract customers, which obtained a high mean of 4.54 (SD = .576). 

Moreover, it reveals that the customers believe that the “innovative products can 

improve business performance in insurance industry”, and ranked with a mean 

of 4.18 (SD = .723). The survey data further confirm that the customers are in the 

view of “insurance businesses which invests in market innovation can enhance 

its market share by attracting new customers” with a mean of 3.43 (SD = .836).  

The correlation matrix is used to determine the extent to which different 

innovations are associated with changes in company performances (i.e. average 

NPAT). The correlation analysis is displayed in Table 05. 
 

Table 5 Correlation matrix 

 Performance of 

Insurance firm 

Product 

innovation 

Process 

innovation 

Market 

innovation 

Correlation 

Coefficient 
1.000 .874** .687** .569* 

Sig. (2-tailed)  .000 .000 .031 

** Correlation is significant at the 0.01 level (2-tailed) 

* Correlation is significant at the 0.05 level (2-tailed) 
 

Figures in Table 5 reveal that, from customer’s point of view, all the independent 

variables associated positively with performance insurance firm at varying 

degrees. Performance of insurance firm and product innovation had a positive 

correlation coefficient value of 0.874 (p<0.01), and this is followed by process 

innovation (r = .687, p<0.01), and market innovation (r =.569, p<0.05).  

 

Conclusion and recommendations 

The main objective of the study was to assess the influence of innovation on 

performance of insurance companies in Sri Lanka. The results proven that out of 

the three types of innovation studied (i.e. product, process and market), process 
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innovation is the most predominant in the insurance industry. Further, it confirms 

that all three types of innovation positively and significantly influence on 

performance of insurance companies. Yet, of the three types of innovation 

surveyed, process innovation had the highest mean value indicating strong 

agreement level, followed by product innovation and lastly by market innovation, 

showing neutral agreement.  

The study recommends that management of insurance companies in Sri Lanka 

should place greater emphasis on innovation in order to improve performance of 

their businesses. Further research should adopt a multiple informant approach, 

wider scope of study and the use of both objective and subjective measures to 

assess performance. These will give useful insight into the relationship between 

the variables under study.  

Keywords: Innovation, insurance, organizational performance, perception. 
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Introduction 

A number of government entities and regional growth promoting institutions 

stand for a key challenge of economic development as high inequality among the 

provinces. In terms of industrial sector, a high inequality is prominent in 

comparison to the Western province and other regions given the fact that regional 

growth promotion is vital and renowned for economic growth; non-agricultural 

employment change in the industrial sector has not been studies properly. 

Because, 77 percent enterprises are located in the Western province known …as 

“industrial pocket”- high industrial concentration in Western province (Central 

Bank of Sri Lanka, 2016), the proposed research intended to identify the growth 

promoting labour dynamics and structural adjustment to endorse local economic 

development in Sri Lanka. In terms of policy perspectives, understanding 

industrial growth pattern of the Western province and industrial movement 

towards the growth of the overall industrial sector, and spatial distribution of the 

industrial groups in the country and their performance in the region for the 

inclusive growth of the industries will be significant in policy development in this 

empirical study. The present study contributes to the regional industrial growth 

planning and policy making, and employment growth and changes of the 

industrial growth. In terms of use of shift-share analysis for regional policy 

planning, this research contributes significantly to the economic development of 

the country. 

Accordingly, the following objectives are accomplished by shift share analysis: 

- To evaluate the performance of different sectors in the Western 

province’s economy relative to Sri Lankan economy. 

- To estimate the level of employment growth experienced by Western 

province’s economy accounted for the national growth rate. 

- To estimate the degree of the employment growth experienced by 

Western province’s economy accounted for the mix of industries in 

Western province’s economy.  

 

Methodology  

Secondary data from the Central Bank of Sri Lanka and Department of Census 

and Statistics of Sri Lanka are gathered for quarterly labour force survey from 
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1997 to 2015. Data from fourteen industrial groups in Sri Lanka (based on ISIC 

Third Revision) classified are gathered for nine provinces.  

The shift-share accounting framework, which decomposes total growth in a 

region in terms of national, industry-mix, and competitive shift effects, provides 

a dynamic perspective on the shift-share decomposition. Moreover, it addresses 

new structural change effect to show that most provinces have been creating jobs 

in industries that nationally became more prominent and shed jobs in industries 

that contracted nationally. Shift-share analysis is used in analyzing employment 

growth in a region over a specific period of time (Barff & Prentice, 1988; Esteban, 

2000; Hoppes, 1991; Knudsen, 2000; Wilson & Su, 2005).  

It decomposes regional growth into three distinct effects for better analyses of 

employment growth. The three distinct effects are: (1) National Shift/National 

growth effect (NS), which is the part of the change in total employment in a 

region ascribed to the rate of growth of employment at the national level; (2) 

Industrial mix effect (IM), which is the amount of change the region would have 

experienced if each of its industrial sector had grown at the national rates, less 

the national growth effect; and (3) Regional Shift/competitive effect (RS), which 

is the difference between the actual change in employment and the employment 

change to be expected, if each industrial sector grows at the national rate. The 

sum of these three effects gives the actual change in total employment within a 

region over a considered time period. 

 

Results and discussion 

Changes of the all industries in Sri Lanka: Among the industrial employment 

change, the following industries are increased the employment growth; 

Manufacturing of food products and beverages; Manufacturing of wearing 

Apparel, dressing & dyeing of fur; and Manufacturing of rubber and plastic 

products show the increase of the industrial growth. However, it further shows 

that Manufacturing of chemicals and chemical products; Manufacturing of other 

non-metallic mineral products, and Manufacturing of basic metals industries are 

reduced the growth.  

Changes of the industries in Western Province: A drastic difference of the 

employment growth can be observed between Western Province’s industries and 

national industrial growth. The negative changes in Western Province industries 

are Manufacturing of Textiles; Manufacturing of rubber and plastic products; 

Manufacturing of motor vehicles, trailers and semi-trailers. The total employment 

of the manufacturing industries has reduced by 57.3 percent from 856, 432 to 

365, 908 during 1997 to 2015 in Western province. 

Decomposition of labour productivity growth;  
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(a) Overall Sri Lanka’s industrial employment decreased by an average of 1.6 

percent per year between 1997 and 2015, higher than the 1.1 percent per year in 

the preceding five years. The overall change in the decomposition shows that 

national share is -469602.22 with industry mix -33263.87 and regional shift -

20921.77 and total change of employment is -490524. Overall labour growth in 

the last five-year period was supported by productivity improvements in the 

various sectors, but weighed down by a shift in employment towards less 

productive sectors. 

(b) Within effect: Over the last five years, the growth retardation in various sectors 

contributed 1.2 percentage-points to overall employment growth each year. This 

was lower than the 1.4 percentage-point contribution each year in the earlier five 

years. 

(c) Static shift effect: The static effect shows that a shift in employment towards 

less productive sectors in the last five years, with the employment shares of less 

productive sectors growing relative to that of more productive sectors. The 

negative static shift effect dragged overall growth down on average by 0.35 

percentage-points each year.  

National share (NS) effect:  Had the Sri Lanka’s manufacturing industry grown 

at the same rate as the national average? It shows that there were 567,170 less 

workers in 2015 compared to 1997. So, it explains the loss of 688,531 jobs in the 

national share of national employment mainly driven by the service sector. The 

national growth effect (NGE) shows employment growth that would have 

occurred if a sector in a regional or local economy had grown at the same rate as 

the national economy. Regarding Western province, national growth effect in all 

sectors is negative. The NGE explains degree of the Western province industry’s 

growth is explained by the overall growth of the national economy: if the nation’s 

whole economy is growing, some positive change can be expected to see in each 

industry in the Western Province. A distinguished variation of the industries in 

national share can be observed. Almost all industries have shown a negative 

growth in the industrial development. 

Industry mix (IM) effect: The industrial mix effect represents the share of regional 

industry growth explained by the growth of the specific industry at the national 

level. Difference between a particular industry’s growth rate and the national 

average in employment data shows that, nationally, manufacturing employment 

declined even though overall employment decreased. Industry-mix effect of 

industries show that the manufacturing of food products and beverages, 

manufacturing of other non-metallic mineral products, manufacturing of medical, 

precision and optical instruments, watches from 1997-2015. It implies that a 

better environment for manufacturing industries does not exist. The industrial 

mix effect measures the amount of local or regional employment sector growth 
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compared to the national employment growth. It can be used in identifying the 

fast or slow growing sectors or industries in an economy. A negative industrial 

mix effect in a particular local employment sector indicates that it is growing 

slower than the national economy. The industrial mix effect for the total 

employment sector also indicates a negative value for the period of 1997 to 2015, 

showing that the growth of Western economy is slower than the overall economy. 
 

Table 1 Total change in industries from 1997-2015 

Top 4 Leading Manufacturing Industries 

(1997-2015) 

Top 5 Lagging Manufacturing Industries 

(1997 - 2015) 

1. Manufacturing of motor vehicles, 

trailers and semi-trailers 

1. Manufacturing of wearing Apparel, 

dressing & dyeing of fur 

2. Electricity, Gas, Steam and Hot 

water supply 

2. Manufacturing of food products and 

beverages  

3. Manufacturing of rubber & plastic 

products  

3. Manufacturing of food products and 

beverages  

4. Manufacturing of coke refined 

petroleum products and nuclear fuel 

4. Manu. of other non-metallic mineral 

products  

 5. Manufacturing of chemicals & 

chemical products 
 
Regional shift (RS) effect: The difference between the national share and industry 

mix is the regional shift. It indicates that local conditions were responsible for the 

national competitive position in manufacturing. Table 1 shows that one sector is 

very interesting; manufacturing of wearing apparel, dressing and dyeing of fur. It 

explains how much of the change in a given industry is due to some unique 

competitive advantage that the region possesses, because the growth cannot be 

explained by national trends in that industry or the economy as whole. The effect 

is negative similar to the regional employment in the industry declines. 

 

Conclusion and policy implications  

The study presents a review of regional industrial growth using shift share 

analysis for planning regional economies for fostering industrial growth. In this 

analysis, the values were estimated for different industries that provide an 

overview of the industrial growth pattern for industrial polices. The results show 

that Sri Lanka’s industrial employment grew slower in the last eight years, 1997 

to 2015. Not only the national growth of industries but also the western 

province’s industrial growth has also been decreasing at an alarming rate due to 

failures in industrial growth. All effects of the shift share revealed a negative 

growth implying that the growth of industries in the last few years was not 

supported by within-sector improvements in economy. The results clearly 

indicate that the Western province’s manufacturing industry is slower and 
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decreasing its national growth during this period, 1997-2015. Based on the 

identification of leading and lagging industries, this analysis suggests that 

industrial growth promoting policies need to be adjusted for the regional growth 

as well as national growth bringing more leading manufacturers into the 

economy. These results, thus, suggest that in efforts to raise growth and 

productivity of industries, it is important not just to drive industrial growth and 

shift, but also to restructure the economy towards more productive industries with 

proper regional planning.  

Keywords: Development planning, employment growth, industrial policy, 

regional economy, shift-share.  
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Appendix 

Shift-share Method: SS = NE + IM + CE  

Shift-Share = NE National Share + IM Industry Mix + CE Competitive Effect  
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The terms in the above shift-share equations are defined as: 
1t

irE = Employment in the ith industry in the rth region at time t-1. 

t

irE  = Employment in the ith industry in the rth region at time t. 

t

irNE  = National Growth Effect on industry i in the rth region between (t-1) and t. 

t

irIM = Industry-Mix Effect on industry i in the rth region between (t-1) and t. 

t

irCE = Competitive Effect on industry i in the rth region between (t-1) and t. 

t

irg = Growth rate of employment in industry i and region r between (t-1) and t. 

t

ig 0 = Growth rate of nationwide employment in industry i between (t-1) and t. 

tg00 = Growth rate in nationwide total employment between (t-1) and t. 
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special reference to Cargill’s (Ceylon) PLC, Sri Lanka  

 

R.M.U.R.K. Rathnayaka  
Department of Marketing Management, University of Kelaniya, Sri Lanka  

urkrathnayaka@gmail.com 

 

Introduction 

With the dynamic macro-economic environment and the technological 

development the operational activities of the businesses have taken a huge impact 

on the overall social environment and as a result of that, it makes companies 

responsible to its stakeholders (Alsmadi & Alnawas, 2012). Because of the 

company engaged in the undertaking of social activities with their commercial 

activities they will receive a great opportunity to enhance their brand image, free 

advertising and sales volume boosting by consolidating the organizational 

relationship with the society (Frederick, 1986).  

Cargill’s (Ceylon) PLC is a Sri Lankan Corporate which was established in 1844. 

With the continuous investment portfolio, Cargill’s retail arm has become the 

largest retail chain in Sri Lanka. It has been grounded on strong values and ethics 

base where it has identified and measured the responsibility they have on their all 

stakeholders of their company. As per the sustainable strategy of Cargill’s 

Ceylon, they have anchored three commitments namely, reducing cost of living, 

enhancing youth skills and bridging regional disparities (Corporate website 

Cargill’s [Ceylon] PLC. Accordingly, the problem centered in the current study 

is, which extent, the CSR initiatives impact on the consumer buying behavior 

with reference to Cargill’s (Ceylon) PLC.   

 

Methodology 

The conceptual framework of the current study has based on the four dimensions 

of CSR namely, economic responsibility, legal responsibility, ethical 

responsibility and philanthropic responsibility (Caroll, 1991). In this study, 

consumer buying behavior has taken as the dependent variable. The conceptual 

framework and hypotheses of the study are shown below. 

Hypotheses for the study; 

H1: The Cargill’s (Ceylon) PLC’s fulfillment of its economic CSR has a positive effect on 

the consumer buying behavior. 

H2: The Cargill’s (Ceylon) PLC’s fulfillment of its legal CSR has a positive effect on the 

consumer buying behavior. 

H3: There’s a positive influence of the ethical CSR undertaking by the Cargill’s (Ceylon) 

PLC on consumer buying behavior. 
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H4: There’s a positive influence made by the philanthropic responsibility of the company 

to the consumer buying behavior.  

  

 

 

 

 

 

 

 

 

Figure 1  Conceptual framework of the study 
 

Both sources of primary and secondary data were used in the study for data 

collection and as for the primary data, a self-administered structured 

questionnaire was developed by the author. Initially with sample respondents of 

25 consumers, a pilot study has been conducted and with their responses. The 

validity and the reliability analysis have also been conducted. With the responses 

of the pilot study, it has conducted a Cronbach’s alpha reliability test suggests 

that all the constructs are acceptable and so that no changes were made in the 

questionnaire. In order to test the validity, it has conducted a KMO Bartlett’s test 

which resultant a 0.728 value which indicates sampling adequacy for a factor 

analysis. . With the sample technique of non-probabilistic convenience sampling 

method, the data were collected from 150 respondents for the master study and 

the sample respondents were the people who made purchases from Cargill’s 

(Ceylon) PLC. Five (5) Point Likert scale has been adopted for the questionnaire 

with the point values of 1= strongly disagree to 5 strongly agree and, the 

demographic data were measured with the nominal scale. 

 

Results and discussion  

Descriptive statistics were used to analyze the demographic data of the study and 

correlation analysis was used to test the hypotheses. According to the 

demographic analysis (See Table 1), the majority of the respondents were female 

(56%), in the age group of 26-41 , in the income group of 25,000 to 49,999, in 

the education level of bachelor’s degree and single (56%). 

Table 2 show the results of correction analysis which was used to evaluate the 

relationship between study variables.  Based on the statistical analysis shown 

above, there is a strong uphill positive linear relationship (0.845) between 

philanthropic responsibility and the consumer buying behavior. Also it has found 

that there is a moderate uphill positive linear relationship between the ethical 

responsibility (0.638) and consumer buying behavior and economic 

CSR Initiatives 

Philanthropic Responsibility 

Economic Responsibility

Legal Responsibility 

Ethical Responsibility 

Consumer Buying 

Behavior 
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responsibility (0.624) and consumer buying behavior. Further, the study found 

that, there is a weak uphill positive linear relationship between the legal 

responsibility (0.303) and the consumer buying behavior (Rumsey, 2016) 
 

Table 1 Descriptive analysis for demographic data 

Variable  Indicator Frequency Percent 

Gender 
 Female 84 56% 

 Male 66 44% 

Age 

 18-25 21 14% 

 26-33 45 30% 

 34-41 45 30% 

 42-49 39 26% 

Income 

 Dependent 3 2% 

 Less than 24,999 33 22% 

 25,000 to 49,999 45 30% 

 50,000 to 74,999 39 26% 

 75,000 to 99,999 30 20% 

Education level 

 Ordinary Level 21 14% 

 Advanced Level 57 38% 

 Bachelor’s degree 60 40% 

 Postgraduate 12 8% 

Marital status 
 Single 84 56% 

 Married 66 44% 
 

Table 2 Results of correlation analysis 

Variable Pearson correlation p-value 

Economic Responsibility 0.624 0.000 

Legal Responsibility 0.303 0.000 

Ethical Responsibility 0.638 0.000 

Philanthropic Responsibility 0.845 0.000 
 

Conclusion 

CSR is a concept which has recently come in to the stage although; it has a long 

history from the 19th Century. Most of the organizations today are voluntarily 

engaging with the CSR activities and they are not seeing CSR is a cost for the 

organization but it is as an investment for the organization. Today’s companies 

seeking CSR as one of effective tools of marketing strategy because, it will 

directly help to develop a positive perception and image of the brand within the 

consumer’s heart. This study found that, the most influential factor of CSR on the 

consumer buying behavior is philanthropic CSR at Cargill’s where it shows a 

strong uphill relationship. Thus the study recommends to promote the activations 

on philanthropic initiatives in the company to ensure optimistic consumer buying 

behavior. 
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Introduction 

Economic growth is a process by which a country increases its wealth over time 

and measures through the rate of growth in a country’s gross domestic product. 

Stock markets are seen as improving the operations of the domestic financial 

system in general and the capital market in particular. If one country has the 

capability, capacity to pool, channels the required resources for economic growth 

that country is believed as efficient. Researchers, academicians and policy 

makers have well noted that capital market as an efficient channel of financial 

intermediation for the economic growth of developed and developing countries. 

Thus, the capital market plays a major role in the economy. According to Levine 

and Zervos (1998), there are certain factors that can be used as a measurement of 

stock market development and those have direct relation with the economic 

growth of the country as well. Some of these factors include liquidity and stock 

market capitalization as well as the turnover of the stocks. An appropriate 

financial system results in a better financial performance and contributes to the 

economic growth is the universal understanding. This is because it links 

household savings and corporate sector investment, which facilitates smooth 

consumption for the individual. Caporale et al. (2004) re-examine the dynamic 

interactions between investments, stock market development and economic 

growth in Chile, Korea, Malaysia and the Philippines from 1977 to 1998 and 

found that stock markets can enhance economic growth through investment 

productivity. Their findings are supporting to Levine and Zervos (1998) argument 

in which a well-developed stock market can promote economic growth in the 

long run. It seems the stock market is a good indicator of the economy of a 

country. MacKinnon (1973) and Shaw and Edward (1973) found that the 

development of financial markets has been significantly correlated with the 

growth of national income. It can be seen in Sri Lanka a significant development 

in the financial market activity in the post 1978 era after the liberalization of 

economy. The establishment of the Colombo Stock Exchange (CSE) in 1985 and 

the Securities Exchange Council (SEC) in 1987 has helped the capital market 

especially the stock market development in the country. Atje (1993) presents a 

cross country study of capital market and economic growth over the period 1980-
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1988. They found a significant correlation between average economic growth and 

stock market capitalization for 40 countries. According to Atapattu and 

Jayasinghe (2002) the stock market development is an influential factor for 

economic growth in Sri Lanka. Bencivenga and Smith (1996) argue that stock 

market liquidity is crucial for growth. Further Sililo (2010) has found that there 

is no link between stock market development and economic growth. According 

to the findings of the previous studies, it is clear that the relationship between 

stock market operations and economic growth in various countries is diverse. 

Therefore the objective of current study is to examine the relationship between 

stock market operations and economic growth in Sri Lanka. 

 

Methodology 

Based on the extant literature the following conceptual model has been developed 

for the study. 

     

 

 

     

 

 
Figure 1 Conceptual framework of the study 

 

The study gathered annual stock market data from the CSE and GDP growth rate 

from Central Bank of Sri Lanka for the period of 20 years from 1996 to 2015. 

GDP is used as the proxy for economic growth as it is commonly used to measure 

the economic performance of a country. All Share Price Index, Market 

Capitalization and Market Liquidity have been identified as the independent 

variables of the study. All the data were transformed in to their log form and 

descriptive statistics and regression analysis were employed in data analysis. In 

addition, stationary of the all data series were tested with Augmented Dickey-

Fuller (ADF) test. Accordingly the following regression model is formulated to 

study the relationship between the variables. 

GDP = α + β1ASPI + β2MLIQ + β3MCAP + ε               (1) 

Where, GDP -  Gross Domestic Product,  ASPI - All Share Price Index,  

MLIQ -Market Liquidity, MCAP - Market Capitalization, α- Intercept, βi 

- Regression coefficient of ith variable, ε - Error Term. 

 

Results and discussion 

In order to confirm the robustness of the results, the unit root test was conducted 

to confirm stationarity of the variables. For the purpose, Augmented Dickey-

Fuller test was used. The results of the unit root test are shown in Table 2. All the 

Stock Market Operations 

 All Share Price Index (ASPI) 

 Market Liquidity (MLIQ) 

 Market Capitalization (MCAP) 

Economic Growth 
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variables except GDP are not stationary at the level I(0) but become stationary at 

first difference I(1).  

Table 1 Result of Unit Root test 

  Level p value 1st Deference p value 

D(GDP) -3.242** 0.034 -7.828* 0.000 

ASPI -0.496 0.872 -4.176* 0.006 

MCAP -0.380 0.894 -3.739** 0.013 

MLIQ -1.796 0.371 -4.315* 0.004 

1% level  -3.831  -3.886  

5% level -3.029  -3.052  

10% level -2.655  -2.666  

* ,** significant at 1% and 5% levels respectively. 
 

Having concluded that all the series are stationary at the 1st difference, the effect 

of stock market performance on the economic growth is examined by using 

Ordinary Least Square (OLS) estimation after converting all the series into 1st 

difference. The results are reported in Table 3. Before interpreting OLS results, 

we carry out the diagnostic checkup on the residuals of OLS to confirm the fitness 

of the model. Table 3 also includes the results. The diagnostic checkup confirmed 

that the results are free from serial correlation problem and Arch effect. Further, 

the F value is 49.75 and it is significant at 0.01 level. This result also confirms 

the fitness of the overall model of the study.  
 

Table 2 Results of OLS  

Variable Coefficient Std. Error t-Statistic Prob. 

C -0.969 7.188  -0.135 

D(ASPI) 0.060 0.010 0.586 0.021** 

D(MCAP) 0.861 0.317 2.714 0.015** 

D(MLIQ) 0.048 0.049 0.984 0.339 

LM test 2.836 (0.074)   

Heterokedasticity 0.029 (0.864)   

R-squared 0.295    

Adjusted R-

squared 0.457    

F statistic 49.475 (0.000)   
** is significant at 5% level 

 

Next we move to explain the regression results in the respective table and it says 

that there is moderate level of an association between GDP and selected 

independent variables of the model because adjusted R square value is reported 

as 0.457. This result indicates that around 46 percent of the variability in GDP is 

explained by the independent variables of this study. The individual coefficients 

which are significant at 0.05 level of significance reveal that ASPI and MCAP 
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have positive effect on GDP of the country while MLIQ does not make any 

significant influence over it.   

 

Conclusion  

This study was performed with the objective of finding the relationship between 

stock market operations and economic growth in Sri Lanka. The results show that 

there is a significant and positive relationship between All Share Price Index 

(ASPI) and Market Capitalization (MCAP) with Gross Domestic Product (GDP). 

This finding supports the view that stock market development measured by ASPI 

and MCAP has a positive and significant impact on economic growth. Thus, the 

government should take necessary actions to increase the stock market operations 

smoothly to achieve higher economic growth. Moreover, stock market operations 

are seen as cheaper fund sourcing method when compared to other money market 

operations. So that the investors should be encouraged to invest in the stock 

market and need to be very careful about the cost of transactions and the illegal 

brokers who earn black money through stock market operations. There is a need 

for the government through the Central Bank to implement policy that will 

increase the level and size of market capitalization in the capital market. Such 

developments in capital market will provide the needed funds for investors for 

further investments and therefore the productivity can be increased. There is also 

need to reduce some strict registration and operating procedures to enable more 

people and organizations to participate in the market since nearly 2 percent of 

population is invested in the stock market in Sri Lanka. It is important to note that 

interest rate should be set at lowest as to promote the investment in the share 

market. 

Keywords: All share price index, gross domestic product, market capitalization, 

market liquidity. 
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Introduction 

Sri Lanka has experienced four different economic policies as, prior to 

colonization (before 1505), colonial period (1505-1948), after independence to 

economic liberalization (1948–1977), and economic liberalization and its 

aftermath (after 1977). During the period of colonization, Sri Lankan economy 

shifted to an export and import economy, discarding the self-sufficient economic 

system. Further, the structure of the exports and imports changed after following 

the export diversification, which promoted products that are more industrial after 

trade liberalization introduced in 1977. Sri Lankan exports in 1948 substantially 

depended on agricultural sector during the colonial period while there are 

significant changes in the export composition as industrial products after trade 

liberalization.  

Comparative Advantage is necessary for a country to produce its products 

efficiently as it participates in the global market. It entails a country to specialize 

in those products in which comparative advantage exist. Export development 

works hand in hand with comparative advantage and it relates to the production 

of new products and access of new markets. Further manufacturers could offer 

such products in order to make exports successfully. Therefore, it is important to 

analyze whether the export product portfolio in Sri Lanka is based on principals 

of comparative advantage.  

Many studies have attempted to find out Revealed Comparative Advantage 

(RCA) using Balassa index (1965). Balassa (1977) empirically analysed the 

pattern of comparative advantage of industrial countries for the period of 1953-

1971. After that Leishman et al. (1999), Mahmood and Nishat (2004), Welch and 

Lyford (2007) have used RCA index for finding the competitiveness in 

international market. The research which measures the international 

competitiveness with Revealed Comparative Advantage in Sri Lanka are quite 

limited. Hence the main objective of this study is to evaluate the international 

competitiveness of Sri Lanka’s exports in international market using the 

Revealed Comparative Advantage Index. 
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Methodology 

The research process was performed in two stages: identifying the structural 

changes of Sri Lankan exports from 2000 to 2015 using export data, followed by 

calculating the RCA index, measured by the product’s share in the country’s 

export in relation to its share in the world trade, using following formula: 

RCAi
SL = (Xi

SL/XSL) / (Xi
W/Xw)                      (1) 

Where; RCAi
SL - Revealed comparative advantage of product i , Xi

SL - Sri 

Lankan exports of product i, XSL - Total exports of Sri Lanka, Xi
W – World 

export of product I,Xw – Total world exports.The index of revealed 

comparative advantage has a relatively simple interpretation. If it takes 

a value greater than unitary, the country has a revealed comparative 

advantage in that production. In this study, interpretation of the RCA 

index value was based on the classification of RCA index value presented 

by Hinloopen and Marrewijk (2001): class a- RCA value vary from 0 to 

1; class b- RCA index varies in the interval from 1 to 2; class c- RCA 

values vary in the interval from 2 to 4; class d- RCA values are higher 

than 4. 

 

Results and discussion 

To identify the structure of Sri Lankan exports, the data from UN Comtrade data 

on SITC Rev 4 helped to recognise the leading export categories in the country 

(See Figure 1). 

 

Figure 1 Structural changes in Sri Lankan exports 
Source: Calculations based on UN COMTRADE data 2015 

 

During 2015 and ago 2000 (15 years), SITC 8 (Miscellaneous manufactured 

Articles) dominated Sri Lanka leading exports. Its relative share in Sri Lankan 

industry is around 50 percent of total exports during the analysed period. Growth 

of manufacturing sector is linked with its increased share. Manufacture of apparel 

made 90.38 percent and 91.91 percent of total SITC 8 in the years 2000 and 2015 

respectively. Other important sectors are SITC 0(Food and live animals), SITC 
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6(Manufactured goods classified chiefly materials), and SITC 7 (Machinery and 

transport equipment’s).  

Table 1 presents a detailed analysis of the structure of exports. It demonstrates 

that manufacturing of apparel products held the major part in the entire 

manufacturing sector. The market share of apparel significantly decreased from 

50.37 percent in 2000 to 45.70 percent in 2015. Manufacture of rubber increased 

by 3 percent, whereas the market share taken by vegetable and foods;  coffee, tea, 

and cocoa products, made 3.12 percent in 2015 and 16.15 percent in 2015, 

respectively. 
 

Table 1 Structural composition of Sri Lankan exports in 2000 and 2015 

SITC 

Code 

Product 

Category 

Product As a % of total 

exports 

2000 2015 

0 Food and Live 

Animals 

03 Fish 2.41 1.74 

05 Vegetable and fruits 1.74 3.12 

07 Coffee, tea, and cocoa 13 16.15 

6 Manufactured 

goods classified 

chiefly by 

material 

62 Rubber manufactures 2.30 5.70 

65 Textile yarn, fabrics, made 

up Articles 

5.19 2.73 

66 Non-metallic mineral 3.91 2.97 

7 Machinery and 

transport 

equipment 

77 Electrical machinery 1.24 1.96 

78 Road vehicles 0.16 0.55 

79 Other transport equipment 0.79 2.61 

8 Miscellaneous 84 Articles of apparel and 

clothing 

50.37 45.70 

Source: Calculations based on UN COMTRADE data 2015 
 

As it can be seen from the results, the highest RCA values are recorded in class 

D. The RCA value varying in the interval from 4 to 234.9 revealed that in 2015, 

Sri Lanka has strong competitive position in the sectors of agriculture, textile and 

clothing. In the agricultural sector, the biggest comparative advantage was 

received by the tea and mate (RCA = 23.95), spices (RCA=52.46), fruits and fruit 

preparations (RCA=4.86). In the industry of textile and clothing the strongest 

positions were taken by the women’s or girl’s garments knitted or crocheted 

(RCA=26.59), Articles of apparel of textile fabrics whether not knitted or 

crocheted (RCA=15.75), men’s and boys’ garments (15.33), clothing accessories 

of textile fabrics, whether or not knitted or crocheted (RCA=13.57), articles of 

apparel and clothing accessories of other than textile fabrics, headger of all 

materials. 
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Table 2 The results of the evaluation of competitiveness in global market by RCA 

index during the    period of 2008 – 2015 

Class SITC 

Code 

2008 2009 2010 2011 2012 2013 2014 2015 

B 035 1.62 1.63 1.29 1.13 1.74 1.41 1.30 1.09 

 047 1.45 1.18 1.07 1.09 1.19 1.30 1.31 1.15 

 081 2.51 2.53 2.74 2.03 2.51 1.60 1.40 1.51 

 634 1.59 0.78 1.44 1.68 2.04 1.79 1.23 0.85 

 635 1.16 1.12 1.28 1.38 1.25 1.02 1.0 0.73 

 651 1.26 1.39 1.25 1.161 1.43 1.32 1.15 0.9 

 652 0.85 1.12 0.85 1.16 2.44 2.06 1.94 1.72 

 658 2.54 1.84 2.11 1.88 1.76 2.15 1.65 1.68 

 785 1.77 2.62 2.80 1.85 1.82 1.08 1.20 1.04 

 793 0.32 0.77 1.15 1.58 1.36 1.18 1.20 2.05 

 894 0.89 0.88 1.02 1.08 1.30 1.41 1.31 1.00 

 899 1.37 1.11 1.11 1.19 1.13 1.05 1.50 0.84 

C 036 2.41 2.62 2.66 3.11 3.05 3.89 3.15 1.80 

 621 1.09 1.52 1.79 3.03 5.12 4.56 3.60 2.36 

 655 2.22 1.57 1.58 1.57 2.27 1.71 2.44 2.45 

 685 3.21 2.44 3.25 1.48 2.89 4.96 3.46 3.19 

 892 2.24 2.24 3.80 8.96 2.32 1.98 2.36 2.04 

D 034 7.03 6.56 5.36 4.87 5.73 5.88 5.45 3.34 

 046 22.72 17.85 50.39 46.99 33.29 12.60 13.19 7.94 

 058 3.84 3.64 3.58 4.54 4.39 4.08 5.25 4.85 

 074 419.5 365.0 387.3 373.7 366.41 350.0 325.6 234.9 

 075 63.75 44.90 61.46 53.25 65.39 85.15 45.89 52.46 

 625 10.88 7.27 9.97 12.34 12.63 12.67 11.87 9.21 

 629 6.14 4.07 5.02 6.03 5.59 5.19 5.34 4.55 

 656 3.19 3.86 5.63 4.78 6.31 8.89 6.02 5.17 

 666 11.79 8.76 8.25 7.14 6.46 7.02 5.28 3.08 

 667 9.22 7.82 6.89 5.65 5.92 5.37 3.68 2.38 

 841 15.78 16.08 17.59 16.89 17.45 17.47 16.05 12.29 

 842 21.75 19.97 20.24 19.8 20.41 17.90 14.62 11.16 

 843 18.58 16.28 16.55 17.96 19.19 19.38 18.95 15.33 

 844 33.49 31.89 30.44 32.10 29.90 31.88 30.23 26.59 

 845 16.33 17.20 16.60 16.97 17.83 16.18 18.63 15.75 

 846 16.49 13.21 16.43 17.94 18.53 18.55 16.42 13.57 

 848 14.01 13.64 14.68 15.35 15.86 15.91 13.04 10.81 
Source: Calculations based on UN COMTRADE data 2015 

 

According to the analysis, Sri Lanka accounted for high value of RCA for some 

sectors and it has changed over period of time from 2008 to 2015 (see Figure 2). 

Figure 2 exhibit the trends of comparative advantage of the broad product group 

in class D. We can see the reduction of RCA for all high RCA product categories 

in 2015.This is due to reduction of the world total exports in 2015. There is an 

increasing trend in six product groups i.e fruits and fruit preparations (SITC 058), 

spices (SITC 075), rubber tyres, interchangeable tyre treads (SITC 625), tulles, 
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lace, embroidery, ribbons, trimmings and other mall wares (SITC 656), clothing 

accessories of textile fabrics (SITC 846) and articles of apparel and clothing 

accessories other than textile fabrics (SITC 848) from 2008 to 2013. However the 

seven product groups exhibited downward trends in their comparative advantage 

like fish (SITC 034), meal and flour of wheat (SITC 046), articles of rubber (SITC 

629), pottery (SITC 666), pearls and precious or semi-precious stones (SITC 

667), Women’s and girl’s coats, capes, jackets, suits, trousers, shorts, shirts, 

dresses, skirts, underwear (SITC 842) and Men's or boys' coats, capes, jackets, 

suits, blazers, trousers, shorts, shirts, underwear, nightwear and similar articles of 

textile fabrics, not knitted or crocheted (SITC 841). 
 

 
 Figure 2 Trend in Sectorial Comparative Advantage from 2008 - 2015 

Source: Author calculations based on UN COMTRADE data 2015 
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Figure 2 Continued.  

 

Conclusion 

It is possible to conclude that Sri Lankan export sector has slightly changed 

during last 15 years and is dominated by traditional industries such as coffee, tea, 

and cocoa, and manufacture of apparel and clothing. However, it is transferring 

to be more diversified. The share of subsectors, such as vegetable, coffee, tea and 

cocoa, rubber products, and transport equipment, has increased in the total 

structure of exports while the share of sub sectors, such as fish, textile yarn, and 

fabrics, has decreased.  

Further the results suggest that Sri Lanka enjoys comparative advantage in 

exports of goods which use natural resources for their production, such as wood, 

food, fish, vegetable, rubber. This type of production is based on what is naturally 
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available in the economy. As well as Sri Lanka enjoys a comparative advantage 

in exports of goods which are produced using standard technology and are 

characterized by lower cost in research and development. Pearls and precious or 

semi-precious stones, textile and clothing are some of the items that fall in this 

category. Since the technology in producing these goods is already developed by 

technologically advanced countries, and later standardized, there is not much 

expenditure on research and development. Moreover, these tends to be labour and 

capital intensive, but not skill and knowledge intensive. Production of such goods 

is thus passed on to developing countries that in turn enjoy economies of scale. 

Another type of goods essentially are technology intensive and more 

characterized by high research and development. Chemicals, medicines, 

instruments, machinery and Air craft are some examples of these good. However, 

since such technology and ability to cope with rapid change, is present only with 

the developed countries. They enjoy a comparative advantage in export of such 

items. 

Keywords: H-O goods, PC goods, Revealed Comparative Advantage, Ricardian 

goods.  
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Introduction 

The relationship between economic growth and export in developing countries 

has drawn increasing attention of both theoretical and empirical studies. An 

increase in exports of good and services may lead to an overall expansion in 

production and accompanying fall in unemployment rate. According to the 

classical economic theories by Adam Smith and David Ricardo who argued that 

international trade plays an important role in economic growth. The neoclassical 

approach also highlights the importance of competitive advantages in 

international trade.  

Recent empirical estimations have tended to focus attention on causal directions 

between exports and economic growth, using Granger-type causality tests.  The 

findings of these studies indicate that unidirectional or bidirectional causality 

between Gross Domestic Product (GDP) growth and export.  A study by Shihab 

et al. (2014) in Jordan, using Johansen cointegration test and  Granger Causality 

test, found that there exist a causal relationship from the economic growth to 

export, and not vice versa over the period 2000-2012. Further, Ronit and Divya 

(2014) confirmed that GDP Growth causes export growth in India using the 

Granger Causality test. On the other hand some studies found that, there is a long 

run bi-directional causality between the exports and income growth (Elbeydi, 

2010).  But, some researchers could not find a causal link between export and 

economic growth(Ahmad & Kwan, 1991). Therefore, the purpose of this paper is 

to examine the causal relationship between exports and economic growth in Sri 

Lanka. 

 

Methodology 

The data used for this study are basically time series. Two economic variables 

included in this study are GDP and exports (EXP) over the period 1960-2016. 

The data were obtained from the Central Bank Reports and Department of Census 

and Statistical reports in Sri Lanka. The dependent variable is the GDP and export 

is independent variable. All of the variables have been transformed into natural 

logarithmic forms as logarithms are much more useful way to measure economic 

data and the resulting variables are denoted as LGDP and LEXP.  

mailto:lalani.mihin@yahoo.co.uk


Strengthening Economic Resilience for Inclusive Growth  

Sri Lanka Economics Research Conference 2017 

276 

 

In this study, unit root test, Cointegration test and Causality test were employed 

to examine the relationship between two variables. Unit root tests were used to 

determine whether the time series data were stationary. When time series data are 

non-stationary and used for analysis it may give spurious results because 

estimates obtained from such data will possess non constant mean and variance. 

In this regard Augmented Dickey Fuller (ADF) and Philip Perron (PP) test were 

used to test for unit roots.  Cointegration tests were carried out in order to analyze 

whether the pairs of variables were cointegrated or moved jointly in the long-run. 

Cointegration rank is estimated using Johansen methodology. Johansen’s 

approach derives two likelihood estimators for the Cointegration rank; a trace test 

and a maximum Eigen value test. The Granger causality test used to analyses 

causality between GDP and Exports in Sri Lanka. Cointegration between two 

variables does not specify the direction of a causal relation.  The study used F 

statistics and probability to measure causality between the variables. 

 

Results and discussion  

Table 1 shows that the null hypothesis of no unit roots for all the time series are 

rejected at their first differences since the ADF and PP test statistic values are 

less than the critical values at 0.01 and 0.05 levels of significances. Thus, the 

variables are stationary and integrated of same order I(1). 
 

Table 1 Unit Root Tests 

ADF Unit Root Test 

 Level  First Difference 

 Interce

pt 

Trend 

and 

Intercept 

None Intercept Trade and 

Intercept 

None 

LGDP 1.0020 -1.9716 5.8425 -7.8593*** -8.045*** -2.806** 

LEXP 0.0869 -2.6475 3.9355 -7.1165*** -7.050*** -2.087** 

 

PP Unit Root Test 

 Level First Difference 

 Interce

pt 

Trend 

and 

Intercept 

None Intercept Trade and 

Intercept 

None 

LGDP 1.0914 -2.0416 6.1470 -7.8481*** -8.031*** -5.748*** 

LEXP 0.0253 -2.7774 3.6286 -7.1377*** -7.074*** -6.081*** 

*** indicates significance at 1 percent level 

** indicates significance at 5 percent level 
 

Before test the cointergration and causality, it is necessary to determine lag 

length. The adequate lag length can be determined using model selection criteria 

which provides results of the following test statistics. In the case of the current 
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model the LR, FPE, AIC and HQ tests show corresponding test statistics results 

on the presence of 4 lags. The results of the test are presented in Table 2 below. 
 

Table 2 VAR Lag order selection criteria 

 

The Johansen cointegration test was carried out in order to analyze whether the 

pairs of variables were cointegrated or moved jointly in the long-run. In the 

absence of cointegration, we can conclude that there is no long run relationship 

between export and GDP, namely LGDP and LEXP. The results are presented in 

Table 3 and show that both tests are insignificant even at the 0.10 level of 

significance. Therefore, we can reject null hypotheses and confirm that these two 

variables have no long-run association, meaning that eventually they do not move 

together. This result does not support the finding of some of previous studies 

which found long run relationship between export and GDP. 
 

 

According to cointergration results, the empirical model requires employing an 

unrestricted VAR and does not permit the usage of VECM. Therefore, the 

analysis proceeds by testing the short term dynamics of this relationship in a 

Granger causality test within a finite order unrestricted vector autoregressive 

(VAR) model. 

 

 

Table 3 Cointegration Test 

Unrestricted co-integration Rank Test (Trace) 

Hypothsized No. 

of  CE(s) 

Eigenvalue Trace 

Statistics 

0.05 Critical 

value 

Prob.** 

None*  0.088222  4.828980  15.49471  0.8267 

At most 1 *  0.000506 0.026327  3.841466  0.8710 

Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 

Hypothsized No. of  

CE(s) 

Eigenvalue Trace 

Statistics 

0.05 Critical 

value 

Prob.** 

None*  0.088222  4.802653  14.26460  0.7665 

At most 1 *  0.000506 0.026327  3.841466  0.8710 
Max-eigenvalue test indicates no cointegration at the 0.05 level,  * denotes rejection of the 

hypothesis at the 0.05 level,  **MacKinnon-Haug-Michelis (1999) p-values 

 

 

Lag LogL LR FPE AIC SC HQ 

0 -852.0827 NA 1.21e+12 33.4934 33.5692 33.52239 

1 -838.8742 24.8630 8.40e+11 33.1322 33.3596 33.2191 

2 -823.7390 27.3026 5.43e+11 32.6956 33.0744* 32.8403 

3 -820.1510 6.19116 5.54e+11 32.7118 33.2421 32.9144 

4 -810.9271 15.1922* 4.53e+11* 32.5069* 33.1887 32.7674* 

5 -808.7069 3.48269 4.89e+11 32.5767 33.4100 32.8951 
* indicates lag order selected by the criterion, LR: sequential modified LR test statistic (each 

test at 5% level),  FPE: Final prediction error,  AIC: Akaike information criterion, SC: 

Schwarz information criterion, HQ: Hannan-Quinn information criterion 
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Table 4 VAR result 

Mode Coefficient Standard Error t statistics Probability 

Constant 204.7422 330.6392 0.619231 0.5390 

GDPt-1 1.054278 0.188051 5.606330 0.0000*** 

GDPt-2 0.760423 0.269709 2.819421 0.0072** 

GDPt-3 -0.415850 0.256775 -1.619512 0.1125 

GDPt-4 -0.654143 0.223856 -2.922153 0.0055** 

EXPt-1 -1.295612 0.704550 -1.838920 0.0727* 

EXPt-2 -1.613792 0.989802 -1.630419 0.1102 

EXPt-3 3.396014 0.872873 3.890617 0.0003*** 

EXPt-4 0.755717 0.865392 0.873265 0.3873 
 

Table 4 provides the VAR results which imply the short-run impact of export on 

GDP. According to this model, there is a both positive and negative impact of 

export on GDP. This study identified that the actual impact of export can be felt 

after a three year time lag.  

The Granger causality test was employed to examine the causality between export 

and economic growth in Sri Lanka. According to the results in Table 5, the null 

hypothesis that GDP did not Granger-cause export and export did not Granger-

cause GDP could be rejected at 0.05 level of significance. Therefore, the findings 

from the causality test indicated the presence of uni-directional causality from 

GDP to EXP and EXP to GDP. 

Table 5 Pairwise Granger Causality test 

 Null Hypothesis: Obs F-Statistic Prob.  

 EXP does not Granger Cause GDP 52  6.72485 0.0003 

 GDP does not Granger Cause  EXP  3.16565 0.0229 
 

Conclusion 

This study examines the impact of export on economic growth in Sri Lanka. The 

result reveals that a long-run relationship does not exist between exports and 

economic growth in Sri Lanka. However, a short-run effect of exports on 

economic growth was found. Therefore, this study concludes that exports do not 

have significant effect on economic growth in Sri Lanka during the period (1960-

2016). Nevertheless, bidirectional relationship exists between exports and GDP.  

Keywords: Causality, cointegration, export, GDP. 
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Introduction 

During the last decade, the external debt servicing payments of Sri Lanka surged 

posing an imminent threat to the external sector of the economy. This 

vulnerability, resulted in largely due to the transformation of external debt 

dynamics in Sri Lanka during the last decade as a result of raising funds through 

sovereign bonds at commercial interest rates and borrowings through export 

credit at higher interest rates, led to economic as well as geopolitical concerns.  

Data reveals that in 2006, Sri Lanka’s external debt stock was only $10.6 billion 

and it has increased to $ 25.3 Billion by 2016. It was observed that significant 

portion of external debt is owed to China. This is identified as a part of a global 

scenario observed by Murphy who argued that there is significant overseas 

lending, primarily through the Export–Import Bank of China (China EXIM Bank) 

and the China Development Bank (CDB) and the amount of lending exceeds $ 

100 billion establishing Chinese presence particularly in strategic locations 

through funding infrastructure projects (Murphy, 2017).  

Samaranayake and Rajapaksha (2015) identified this critical shift and relates it to 

the strong Chinese presence in Sri Lanka resulted due to change of the landscape 

of external debt. It was identified that China uses ‘its aid – the dragon kiss’ to 

cripple the intensity for better cooperation along with the neighboring states. On 

the other hand, Kahandawaarachchi (2015) argues that South Asian countries 

perceive China as a counter balance against the regional hegemony of India, 

based on their own reasons and domestic political concerns. Hence, this study 

reviews the hypothesis of China using Sri Lanka as a proxy state, with concerns 

to the potential geopolitical fluxes. 

In light of the rise of china’s economic presence in Sri Lanka, this study attempts 

to analyze the scenario in a political economy perspective. The study attempts to 

quantify the extent of Chinese economic presence in Sri Lanka and to what extent 

it had influenced the country economically as well as geo-politically. 
  

Methodology 

The study adopts descriptive analyzes approach to quantify the Chinese economic 

presence in Sri Lanka. While using International Monetary Fund (IMF) indicators 
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relating to external debt sustainability, the study relates such indicators to identify 

the impact that China had on Sri Lanka’s external debt sustainability. These 

descriptive statistics as well as the indicators are then further analyzed using 

existing political economy theories. In this respect, the hypothesis of China using 

Sri Lanka as a proxy state was tested using relevant comparisons which indicates 

the rise of Chinese economic presence of the region and was attempt to examine 

the concept of ‘Debt trap diplomacy’ in relation to China’s economic presence in 

the island nation using available data. Secondary data obtained from External 

Resource Department (ERD) and the Central Bank of Sri Lanka are used for the 

analysis.   

 

Results and discussion 

More often than not, external borrowings is not merely an economic concern, but 

a political and geopolitical concern too. Sometimes, it is a matter of 

compromising national interest for the short term economic survival, maybe even 

risking the geopolitical power balances. The statistics regarding the external 

borrowing indicate that borrowings from China has increased significantly, and 

substantial percentage of borrowings are non-concessionary obtain from EXIM 

Bank, China. According to ERD Annual Reports total loan commitments from 

China during 2008-2012 was US$ 3,609 million. During the same period, total 

amount of external borrowings obtained were US$ 6149 million. This clearly 

indicates the strong reliance on Chinese loans, which amounts to 59 percent of 

total external borrowings obtained from 2008-2012. It is also evident that China 

was not amongst the major donors to Sri Lanka till 2007 and during next 4 years 

dynamics changes rapidly and by 2016 Chinese loans amounted to 13 percent of 

the total debt stock (USD 25.3 Billion), significant part of which obtained at a 

higher interest rate and invest in strategic assets.   

 
Figure 1 Sources of External Borrowing-Comparison of 2007 & 2016 

Source: External Resource Department 
 

The consequences of this scenario was examined by Samaranayake and 

Rajapaksha (2015) who concluded that allowing Chinese aid to dominates the 
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post war development strategy in Sri Lanka, provided an easy access for China 

to manipulate Sri Lankan strategies and uses Sri Lanka as a cats’ paw state expand 

its power and establish the presence in the South Asian region.  
 

Table 1 Borrowings from China (2011-2016) 

Growth of Chinese Debt (US$ Mn) 

Bilateral 2011 2012 2013 2014 2015 2016 

Disbursed Outstanding 

Debt 
102.3 334.5 499.1 688.7 829.5 885.7 

Principal Repayments 3 2 13.8 51 51 70.9 

Total Debt Service 6.8 21.2 44.3 83.8 91.7 113.1 

Export Credit 

Disbursed Outstanding 

Debt 
1788.7 2401.6 3257.6 3614.6 3691.1 3756.6 

Principal Repayments 12.9 24.2 34.2 99.4 197.6 232.7 

Interest Payments 44 58.6 75 93.8 101.4 99.8 

Total Debt Service 56.9 82.8 109.2 193.3 299 332.5 

TOTAL       

Disbursed Outstanding 

Debt 
1891.1 2736.2 3756.6 4303.3 4520.6 4642.4 

Principal Repayments 15.9 26.3 48 150.5 248.6 303.6 

Interest Payments 47.8 77.8 105.6 126.6 142.1 142 

Total Debt Service 63.7 104 153.6 277.1 390.7 445.6 
Source: External Resource Department 

 

The decision of China to finance the development in Sri Lanka is very much in 

line with its national interest of enhancing regional power and strengthening the 

One Belt One Road initiative27. Literature observes that China attempts to 

establish strong presence through getting access to strategic assets of countries 

which would connect the one belt one road initiative. It is evident that 

infrastructure alliances are not a one-way street, hence such assets locates in 

foreign soil can be expropriated. In that context, Sri Lanka was studied as a case 

study in relation to China’s role involvement in developing ports in the country. 

China’s so-called “String of Pearls” strategy has been to develop maritime access 

points on either side of India, such as Myanmar’s Maday Island, Sri Lanka’s 

Hambantota Port, and Pakistan’s Gwadar.  

The geopolitical interest of China can be identified through closely analyzing the 

data regarding the projects on which Chinese borrowings were utilized. Most of 

the Chinese loans were used to construct strategic assets such as power plants, a 

port and airport as opposed to education or rural development projects financed 

                                                 
27 An economic roadmap explores the economic topography of seven global regions.  
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by international donor agencies such as World Bank. It should also be noted that 

most of the Chinese aid were term loans, provided through the EXIM Bank, for 

which conditions were attached regarding the way in which such loans are 

utilized. There, an important distinction can be drawn between sovereign bonds 

and bi-lateral loans obtained, particularly from China. Raising dollars through 

sovereign bonds gives autonomy to the government regarding way in which such 

borrowings are utilized as opposed to the conditions imposed when bi-lateral 

loans are obtained.  

Data precisely show as increase of borrowings from China, particularly 

borrowings obtained through export credit lines for which many terms and 

conditions are attached. This can be identified as phenomena of China using 

economic diplomacy discussed in a study by Bayne and Woolcock (2007). The 

study observes that China expands the potential number of national and systemic 

players with economic interests and responsibilities in the diplomatic process 

using economic diplomacy. 

Empirical evidence shows that Chinese loans are invested in strategic projects 

which would help them to enhance the regional power and use small states as 

cats’ paw states. During the period of 2008-2012 highest commitment of US$ 

618 million or 37 percent of total Chinese borrowings were utilized to improve 

the development of Port facilities. The Government of China through an export 

credit facility has committed US$ 307 million for the Hambantota Sea Port 

Development Project. 
 

Table 2 Rise of Debt servicing cost for China 

Year 
Debt Servicing to 

China (US$ Mn) 

Debt Servicing 

(US$ Mn) 

China debt servicing/ 

Total debt Servicing 

2011 63.7 1513.6 4.2% 

2012 104 2228.6 4.7% 

2013 153.6 2417.7 6.4% 

2014 277.1 2288.4 12.1% 

2015 390.7 2940.1 13.3% 

Source: Estimations based on ERD data 
 

Further, out of total Chinese borrowings large share was spent on projects relating 

to port development and energy sector development, which are strategic assets. 

The projects in which Chinese borrowings were utilized are very different from 

the projects in which borrowings from donors such as World Bank and ADB, as 

substantial part of those borrowings were utilized for developing roads and 

bridges, education projects and rural development. According to the ERD data, 

during the period of 2008-2012, out of Chinese loans 23 percent was spent on 

ports, 31 percent in energy sector and 6 percent on aviation. These loans had 
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terms and conditions, and most recently Sri Lankan government was pushed to 

consider the option of using Hambantota port as a joint venture with China due 

to the mounted pressure due to the rapid increase of external debt servicing 

payments.  

 
Figure 2 Export credit obtained from China (US$ Mn) 

Source: Authors’ estimations based on ERD data 
 

Chellancy terms this phenomenon as ‘Debt Trap Diplomacy’ where the 

significant geopolitical power of a country is obtained using economic power. 

Studies of Chellancy identifies that china is truly excel, it is the use of economic 

tools to advance their country’s geostrategic interests. It was identified that US$ 

1 trillion ‘one belt, one road’ initiative, China is supporting infrastructure projects 

in strategically located developing countries, often by extending huge loans to 

their governments. It was further observed that projects funded by China are 

majorly aimed at serving China’s interest, instead of prioritizing the development 

of local economy. Chellaney, in his studies notes China’s terms go to the extent 

of utilizing their constructions workers instead of local workers minimizing the 

benefits received by respective countries.  

 

 
Figure 3 Chinese debt servicing cost as % of total debt servicing cost 

Source: Authors’ estimations based on ERD data 
 

Serving the national interest of China in the expense of obtaining debt to develop 

infrastructure had created power imbalance in the region. Experts argue that India 

rose concerned by strong Chinese presence established through using the 

economic power of china had concerned India. Reseach argued that China’s 

attempt to establish the dominance in the region was evident looking at the way 
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in which India reacted when Chinese Submarine visited Colombo port. However, 

Chinese influenced continue to grow and it appears that country had got caught 

in Chinese debt trap diplomacy. China had already located themselves in two of 

the most valued strategic locations, Hambanota and Colombo. This in turn had 

appeared to antagonize India, who signed an MOU with Sri Lanka which includes 

developing Trincomlee Port. Sequence of events indicates that many geopolitical 

challenges are ahead of Sri Lanka in terms of balancing the act arose as a result 

of getting caught in China’s debt trap diplomacy.   

 

Conclusion 

Analysis conducted regarding sources of external debt during 2005-2016 it was 

evident that China had become the major source of obtaining debt. It was 

identified that most of the Chinese loans were commercial loans which obtained 

through export credit lines. It was also identified that most of Chinese borrowings 

consisted of conditions, thereby recognized as term loans and it is concluded that 

China had used Sri Lanka to promote its national interest of establishing its power 

in South Asian region. Through massive commercial debts provided, China in a 

way had captured Sri Lanka in a debt trap. Further, Chinese debts were invested 

in developing strategic locations of the country giving some control of those to 

China. The strategy of China to establish power in South Asian region through 

economic diplomacy was closely observed by India, and the concerns raised by 

India had put Sri Lankan government between devil and the deep blue sea.  

Keywords: Chinese borrowings, Debt-trap, economic diplomacy, geopolitics.  
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Introduction  

The word is richly endowed with plenty of different assets, primary resources 

such as oil, gold and many of natural resources like natural Gas and also with 

secondary resources like technology and skills naturally the countries are 

interdependent because there is no country has all the resources to produce all the 

goods and services that it needs. The international trade allows the wealthy 

countries to share their resources one to another to full fill the Gab of needs based 

on their demand and interest. 

Sri Lanka one of the developing countries and it is endowed with many resources 

with rubber and plant tea and garment, natural harbors and labor. The exports in 

Sri Lanka decreased to 817 USD Million in December from 835.20 USD Million 

in November, 2015. Exports in Sri Lanka averaged 692.15 USD Million from 

2003 until 2015, reaching an all-time high of 1069.90 USD Million in March of 

2014 and a record low of 304.80 USD Million in April of 2003. 

Sri Lanka exports mostly textiles and garments (40% of total exports) and tea 

(17%). Others include: spices, gems, coconut products, rubber and fish. Main 

export partners are United States, United Kingdom, Germany, Belgium and Italy. 

Sri Lankan policy makers interested to a closer look at exchange rate movements 

to improve their trade and current account balances. Simply stated, depreciation 

of a country’s currency makes its exports cheaper and its imports more costly. In 

the reality, in Sri Lanka exported products contain a large proportion than 

imported components. Imported components therefore become more costly for 

any given exporter and are not necessarily substitutable with domestically-

produced products.   

The choice of regime can affect economic growth directly through its effects on 

the adjustment of the economy to economic shocks, and indirectly through its 

impact on other important determinants of growth, such as international trade, 

investment, capital flows, financial sector and monetary institution development. 

But the most important determinant is export that is highly affected by the 

fluctuation of exchange rate. 
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Exchange rate volatility refers to the amount of risk about the range of changes 

in a currency's value. A higher volatility means that a currency's value can 

potentially be spread out over a larger range of values, this means that the price 

of the currency can change dramatically over a short time period in either 

direction. A lower volatility means that a currency's value does not fluctuate 

drastically, but changes in value at a steady pace over some time period.  

Moreover Exchange rate changes affect firms differently to each country. Firms 

are facing a number of risks when engaging in international trade, in particular 

economic and commercial risks. These are determined by macroeconomic 

conditions of the country, such as exchange rates and their volatility. Firms are 

using risk management tools to mitigate the impact of such risks, especially in 

the short term. These techniques for securing exchange rate risk are sometimes 

complex, however, and do not cover all operations of the firms.  

Despite these consensus, the present economic situation seems to justify 

revisiting the question of the impacts of exchange rates and their volatility on 

export growth. This study aims to help clarify the role of exchange rates in 

international trade, i.e. to what extent do exchange rates and their volatility 

impact on Sri Lanka’s Export growth. Thus, main objective of the study is to 

examine the relationship between the exchange rate volatility on Sri Lanka’s 

exports.  

 

Methodology  

Basically the research problem and research design determine the method of data 

analysis and the selection of the method of data collection base on the research 

objective and some practical issue. In this research we used the secondary data to 

answer the research problem. The existing literature on secondary data collection 

provides a number of data collection sources and methods.  

The Central Bank of Sri Lanka is considered as the main source that we collect 

all the necessary data to examine the relationship between the exchange rate 

volatility and the export behavior to the main five export partners (USA, UK, 

Belgium, Italy and Germany) from Sri Lanka as well as we were able to collect 

the data from the International Monetary Fund (IMF), here follow the data 

sources are IMF publications, Sri Lanka : Central Bank Annual reports, various 

issues, Monthly Bulletin various issues, Economic review and 

www.Tradingeconomic.com.  

This study employs quarterly data spanning from 2000 Q1 to 2015 Q4 for, real 

export and real import, Real Gross domestic Product (GDP) of Sri Lanka, Price 

index all variables are directly collected except for real exchange rate volatility 

and real exchange rate (RER). The value figure of Sri Lankan export is collected 

from trade economic website provided from Central Bank of Sri Lanka. The GDP 
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of Sri Lanka are gathered from Central Bank quarterly and Price index also 

collected from Central Bank well as the nominal exchange rate quarterly data.   

The study employed empirical econometrics time series analysis on  Exchange 

Rate Volatility in Sri Lanka’s Export Growth by testing using ADF unit root test, 

Johansen Co-integration test, Vector Error Correction (VEC) modelling and 

Granger casualty test. Ordinary Least Square method (OLS) is used to estimate 

and explain the regression model of the study. 

 

Results and discussion  

Augmented Dickey Fuller test was used to determine the level of integration of 

the variables in the model. The result of unit root test is presented in Appendix.  

To Employ the Export model to examine the impact of  real exchange rate 

volatility on Export in Sri-Lanka, First, the stationary of each series is examined 

by using the Dicky-Fuller, augmented Dicky –Fuller (ADF) test. This is done in 

order to avoid running a spurious regression. Since the methodology of this test 

is well known, the details are omitted. ADF test fail to reject the null hypotheses 

of existence of a unite of a unite root in log levels but reject the same null 

hypotheses in the log first difference of the series. So all the time series variables 

are integrated in the same order in the first difference level for all five countries 

as Appendix 1, Table 1 and Table 2 and Table 3 and Table 4, shows the 

Augmented Dicky –Fuller Test. 

Following the Johansen (1992) a systematic test procedure for the export model 

specification is performed both the Rank and Order and deterministic 

components for the Co-integrating system simultaneously.The trace statistics for 

the deterministic component are reported in Table 1 to 5.  Having determined that 

the all variables are integrated in the same order, we moved forward to determine 

if the variables are co-integrated using the Johansen test. The Cointegration test 

shows the long-run equilibrium relationship between two or more economic 

series. In conducting the cointegration test, we utilized unrestricted intercept and 

no trend in the VAR, the result of this analysis is presented in appendix (Table 

6). 

 

Conclusion 

The major focus of this research work is to analyze the impact of real exchange 

rate volatility on Sri Lanka’s net-export in bilateral trade between USA, UK and 

Germany and Belgium and Italy. A risk model for the economies, which was 

anchored on the risk portfolio school hypothesis, was adopted. This hypothesis 

posits that risk aversion may not be sufficient to conclude that exchange rate 

volatility reduces the level of trade. The Johansen cointegration procedure was 

used to analyze the data set for the countries under consideration. The result of 
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the restricted cointegration relation suggests that the volatility of exchange rate, 

depresses export growth in Italy and Germany. The impact on export to USA and 

United Kingdome and Belgium seems to be export enhancing for all the 

economies included, the Johansen cointegration relation also indicates the 

presence of a long-run stable relationship among the variables except Italy. A 

higher level of export is no doubt necessary for a much needed foreign income 

earning which will in due course, put a country on a part of economic growth and 

development. But this may not be possible, when volatility in exchange rate and 

other unforeseen economic variables are at work, there must be more efforts made 

to reduce the level of volatility in the exchange rate, to increase foreign demand 

and encourage export production. This can be achieved, when the key policy 

actions recommended as follows is adopted. 

Keywords: Co-integration, exchange rate volatility, exports, vector error 

correction (VEC). 
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Appendices  

Table 1 Unit Root Test for Germany 

Germany :                       T-Statistic 

variables 

Augmented 

Dickey-Fuller 

test statistic 

1%  Level 5%  Level 10%  Level 

REX -8.370145 -3.542097 -3.542097 -3.542097 

RER -6.077396 -3.542097 -2.910019 -2.592645 

VOL -10.43050 -3.540198 -2.909206 -2.592215 

RP -8.843323 -3.542097 -2.910019 -2.592645 

 

Table 2 Unit Root Test for USA 

USA  :                          T-Statistic 

variables 

Augmented 

Dickey-Fuller 

test statistic 

1%  Level 5%  Level 10%  Level 

REX -12.84910 -3.540198 -2.909206 -2.592215 

RER -5.676546 -3.542097 -2.910019 -2.592645 

VOL -11.38708 -3.540198 -2.909206 -2.592215 

RP -11.15344 -3.540198 -2.909206 -2.592215 

 

Table 3 Unit Root Test for UK 

United Kingdome:                   T-Statistic 

Variables 

Augmented 

Dickey-Fuller 

test statistic 

1%  Level 5%  Level 10%  Level 

REX -10.78269 --3.540198 -2.909206 -2.592215 

RER -6.576468 -3.542097 -2.910019 -2.592645 

VOL -9.737568 -3.542097 -2.910019 -2.592645 

RP -12.28563 -3.540198 -2.909206 -2.592215 
 

Table 5 Unit Root Test for Italy 

 
Table 6 Cointegration test, linear deterministic trend 

United State of America 

Null Hypothises Eigenvalue Trace statistic 
0.05 

Critical Value 
 

R=0* 0.432382 55.43963 47.85613 

R=1 0.183412 20.89498 29.79707 

R=2 0.126804 8.535128 15.49471 

R=3 0.004315 0.263803 3.841466 

United Kingdome 

Null Hypothises Eigenvalue Trace statistic 
0.05 

Critical Value 
 

R=0* 0.422407 56.19243 47.85613 

 

Italy :                            T-Statistic 

Variables 

Augmented 

Dickey-Fuller 

test statistic ` 

1%  Level 5%  Level 10%  Level 

REX -10.78269 --3.540198 -2.909206 -2.592215 

RER -6.576468 -3.542097 -2.910019 -2.592645 

VOL -9.737568 -3.542097 -2.910019 -2.592645 

RP -12.28563 -3.540198 -2.909206 -2.592215 
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R=1 0.184469 22.71035 29.79707 

R=2 0.139294 10.27148 15.49471 

R=3 0.018214 1.121313 3.841466 

Germany 

Null Hypothises Eigenvalue Trace statistic 
0.05 

Critical Value 
 

R=0* 0.341230 53.01133 47.85613 

R=1 0.245076 27.55112 29.79707 

R=2 0.141929 10.40165 15.49471 

R=3 0.017300 1.064508 3.841466 

Belguime  

Null Hypothises Eigenvalue Trace statistic 
0.05 

Critical Value 
 

R=0* 0.400678 63.24487 47.85613 

R=1* 0.300131 32.01549 29.79707 

R=2 0.122692 10.24693 15.49471 

R=3 0.036406 2.262185 3.841466 

Italy  

Null Hypothises Eigenvalue Trace statistic 
0.05 

Critical Value 
 

R=0 0.315373 45.89441 47.85613 

R=1 0.189214 22.78262 29.79707 

R=2 0.140416 9.987794 15.49471 

R=3 0.012351 0.758112 3.841466 
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Introduction  

Brief review of studies presents various issues relating to Sri Lankan trade 

performance in terms of trends in import and exports, policy issues, protection 

measures and trade agreements. However, focus on Sri Lankan price 

competitiveness in international as well as SAARC markets seems to be 

neglected area of research. The study attempts to analyze the trade performance 

and price competitiveness of Sri Lanka in the SAARC region by examining 

various interrelated indicators and aspects. Main objectives of the study are to 

review the demographic, social and economic indicators of SAARC countries, 

analyze the trends and share of Sri Lanka’s trade position in SAARC Markets 

and study about the price competitiveness of Sri Lankan exports to SAARC 

Markets. 

 

Methodology  

The study is based on secondary data that were drawn from different sources. 

Data relating to various demographic, social and economic indicators, exports, 

imports and commodity wise trade are tapped from different Websites, World 

Fact Book, World Bank, Annual Reports of Central Bank of Sri Lanka, 

International Trade Centre etc. Analysis based on cross-section data is considered 

for the year 2015/2016, while time series analysis is considered for the period 

2000 – 2015/2016. The study is carried out using techniques such as percentages, 

averages, growth rates. Trends in exports and imports are studied by estimating 

the semi log linear form given by log Y = β0 + β1 t, where Y is the dependent 

variable considered as exports/imports, t is the time variable, β0 is the intercept 

term and β1 is the coefficient of time variable which gives the compound annual 

growth rate. The price competitiveness of Sri Lankan exports to World countries 

is analyzed by estimating the multiple log linear regression models as given by  

log Xi = β0 + β1 log GDP World + β2 log REER + u --------------- (1) 

where Xi denotes the Sri Lankan total exports to World countries (in US $ 

million), GDP World is the summation of GDP of World countries 
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excluding the GDP of Sri Lanka and REER is the Real Effective 

Exchange Rate of Sri Lankan rupee against US dollar, u is stochastic 

disturbance term. β0 is the intercept term, while β1 and β2 are elasticity 

coefficients of log GDP World and log REER.  
 

In order to examine the price Competitiveness of Sri Lankan exports to SAARC 

markets, the regression equation considered is given by 

log Xi = β0 + β1 log GDP SAARC + β2 log REER + u ------------ (2) 

where Xi denotes the Sri Lankan total exports to SAARC countries (in US $ 

million) and GDP SAARC is the summation of GDP of SAARC countries 

excluding the GDP of Sri Lanka. Interpretation of all constants, REER 

and u is same as in equation (1). 
 

The price competitiveness of Sri Lankan exports to India is studied by estimating 

the regression equation given by 

log Xi = β0 + β1 log GDP India + β2 log ARE + u ------------ (3) 

where Xi is the export of ith commodity (i = 1,2.......9) to India (in US $ million) 

and the list is given separately. The variable GDP India is the GDP of 

India, ARE is the average rate of exchange of Sri Lankan rupee against 

Indian rupee. The interpretation of all constants and u is same as in 

equation (1). 
 

The rationale for considering the variables is, because the demand for exports of 

a country depends not only on income of the importer, but also on the export price 

of the supplier country. Hence, REER/ARE is considered to reflect the export 

price. On ‘a priori’ grounds, the sign of β1 is expected to be positive, since higher 

the income, the greater will be the imports of a country.  Further, if export price 

is competitive, then greater will be the imports and vice versa, hence, positive 

sign is expected for β2 when price is competitive, while negative sign is expected 

for β2 when the price is not competitive. The regression equation is estimated by 

applying OLS method under given assumptions.  

 

Results and conclusion 

Comparative analysis of demographic, social and economic indicators relating to 

SAARC countries (2015) reveals good and comfortable position of Sri Lanka 

among the SAARC countries. Sri Lanka relatively with a low population pressure 

(3rd least among SAARC with 207.15 lakh), low population growth (least among 

SAARC with 0.5% annual growth rate), low density of population (4th least with 

330/SK) is enjoying high life expectancy of 75 years, which is the 2nd highest 

among the SAARC countries. Sri Lanka with a high literacy rate (2nd highest 

among SAARC with 93%), low dependency rate of 39 percent is enjoying more 

productive population with a median age of 32 years. Sri Lanka with a GDP of 

about US$ 238 Billion (4th highest among SAARC) registered growth rate of 5 

percent is found to have a per capita income of US$ 11,189 (2nd highest among 
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SAARC) is noticed to record its Gross Fixed Capital as 28 percent of its GDP (3rd 

largest among SAARC) and gross domestic savings as 24 percent of its GDP (4th 

largest among SAARC).  Sri Lankan public health spending accounted for 2 

percent of its GDP (4th least among SAARC), while its expenditure on education 

accounted for 2.18 percent its GDP (2nd least among SAARC). However, Sri 

Lankan public debt recorded for 77 percent of GDP (the highest among SAARC), 

while unemployment rate recorded at 4.7 percent (4th largest among SAARC) 

with a labour participating rate of 52 percent (2nd least among SAARC). It is 

pertinent to note that among the SAARC nations, only Sri Lanka has successfully 

secured place in the high human development group countries with a HDI value 

of 0.766 and Rank 73. 

Sri Lanka’s total exports to World countries during the period 2001 – 16 

registered for an annual growth rate of 6.19 percent, while total imports recorded 

for an annual growth rate of 9.5 percent. Thus, total export – import gap has been 

increasing at the rate of 3.31 percent points indicating an average trade deficit of 

US $ 48,93,510 thousand over the study period.  Further, annual growth rates of 

Sri Lankan exports to SAARC countries and imports from SAARC countries are 

found to be 9.34 and 11.71 percent respectively. Thus, exports – import gap from 

SAARC markets also found to experience growth of 2.37 percent points and 

resulted in an average trade deficit of US $ 21,23,497 thousand. The average 

share Sri Lankan exports and imports to SAARC countries accounted for 8 

percent and 21 percent respectively. Sri Lanka is found to earn the highest 

exportable surplus from Maldives (about 96 %), followed by Afghanistan (about 

78 %) and Bangladesh (about 64 %). However, very large trade deficit is noticed 

with India (about 434 %) and Pakistan (about 262 %). Based on export – import 

growth rates, Sri Lanka is expected to enjoy exportable surplus from all SAARC 

markets except from India and Pakistan. Hence, Sri Lanka may explore to tap the 

other SAARC markets, so that it may earn trade surplus.   

The regression analysis corresponding to export of principle commodities of Sri 

Lanka to India implies that 5 out of 9 commodities (X1, X4, X7, X8 and X9) are 

more price elastic, while X5 and X6 are more income elastic. The commodity X3 

is observed to be equally elastic with respect to both income and price, while X2 

is noticed to be income elastic and non-price competitive. Thus, Sri Lankan 

export of principal commodities to India is found to be relatively more income 

elastic rather price elastic implying that income of India is relatively the dominant 

variable affecting Sri Lankan exports when compared to exchange rate. The 

analysis also implies that, in addition to income, price competitiveness is also a 

significant variable effecting Sri Lankan exports to India. The regression analysis 

corresponding to all commodity exports to SAARC markets are said to be both 

income and price inelastic. Perhaps it may be the reason for lower share of 
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commodity exports to SAARC markets in the total commodity exports of Sri 

Lanka. At the same time, Sri Lankan export of all commodities to World markets 

is found to be relatively more income elastic rather price elastic.  

To sum up among the SAARC countries, Sri Lanka with comparative advantage 

of low population and density, higher literacy levels, high human development 

and with reasonable growth of real GDP and per capita GDP is expected to 

perform well on the external sector. However, Sri Lanka has been facing trade 

deficit with in SAARC region should improve price competitiveness. 

Keywords: Export-Import gap, GDP, price competitiveness, SAARC, trade 

deficit.   
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Introduction 

Economic growth is a most important determinant for the sustainable 

development in a country and it affects directly the economic welfare. There are 

some factors mainly affect the economic growth; human resources, natural 

resources, capital formation, technological development, social and political 

factors, international trade and foreign direct investment. Among those factors, 

export is a significant factor that affects the economic growth of the country. 

Exports are the goods and services that are made in one country and transmitted 

to foreigners. In the Sri Lanka economy, export is playing a major role in 

international trade. In 1977, Sri Lankan closed economy had moved to the open 

economy and began to deals in the international market. Sri Lanka’s most 

dynamic industries now are food processing, textiles and apparel, food and 

beverages, telecommunications, and insurance and banking (Herath, 2013). 

Several studies have investigated the impact of exports on economic growth. The 

findings of some studies indicate that exports have a positive impact on economic 

growth. Also, some studies state that, there is no strong evidence to support for 

short-run causality running from export growth to economic growth (Ekanayke, 

1999). Shihab et al. (2014) examined the causal relationship between economic 

growth and exports in Jordan using the Granger Causality test using data of the 

period 2000-2012. The study found that, there is a causal relationship running 

from the economic growth to export, and not vice versa. Zaheer et al. (2014) 

investigated the relationship between GDP growth rate and exports and imports 

using Multiple Regression models and the results indicated that it can only 

increase its economic growth by exporting more and more goods to foreign 

countries in order to earn foreign exchange reserves which can then be used to 

import those items which are relatively scarce in Pakistan. The result also 

indicated that both exports and imports have a significant relationship with 

economic growth rate. They suggested that government should move towards 

more exchange rate liberalization policy in order to increase its economic growth. 

Dilrukshini (2006) examined the validity of the export-led growth hypothesis 

(ELG) for Sri Lanka using annual data over the period 1960-2005, employing 

time-series analysis techniques of cointegration, causality, Vector Auto-
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Regressive (VARs) and Impulse Response Functions (IRFs). The study 

controlled other macroeconomic variables that might have a significant effect on 

export-economic growth relationship. The findings do not provide empirical 

support for the export-led growth hypothesis for Sri Lanka. Thus, the literature 

on exports and economic growth is inconclusive and different from one nation to 

other. In addition, there are limited studies conducted in the Sri Lankan context. 

Therefore, this study aims to examine the impact of export on economic growth 

in Sri Lanka.  

 

Methodology 

Time series analysis was used to examine the impact of export, import, Foreign 

Direct Investments (FDIs) and Government expenditure on the GDP Growth of 

the country. The data were gathered from annual reports of Central Bank of Sri 

Lanka from 1977 to 2016. Following econometric model was specified to the 

study:  

          lnYi = β o+β1lnX1i+ β2lnM1i + β3lnFD1i + β4lnG1i + Ui 

In this model, all variables are in the logarithm form. Where: Y is 

Dependent variable (Economic Growth), X is Export, M is Import, 

FD is a foreign direct investment, G is Government expenditure 

and Ui is Error term. 

Unit root test was applied to test for the stationery of the time series data by using 

Augmented Dickey-Fuller (ADF) test. Johansen Cointegration test was utilized 

to find out the long run relationship between export and economic growth rate. 

Vector Error Correction Model (VECM) was then used to find out the short-run 

impact of independent variables on the dependent variable. To identify a causal 

relationship between export and economic growth Granger Causality Test was 

employed.  

Table 1 Results of unit root test 

Variable 
1st Difference(with 

Intercept) 

1st Difference(with Trend 

& Intercept) 
1st Difference(with None) 

Null 

Hypoth

esis 

Statistic 
Critica

l value 

p 

value 
ADF 

Critica

l value 

p 

value 
Statistic 

Critica

l value 

p 

value 

GDP -9.770 -2.941 0.000 -9.635 -3.533 0.000 -9.901 -1.949 0.000 

EXPO -5.711 -2.943 0.000 -5.750 -3.536 0.000 -4.937 -1.949 0.000 

IMPO -6.068 -2.941 0.000 -6.027 -3.533 0.001 -4.994 -1.949 0.000 

FDI -21.330 -2.941 0.000 -19.854 -3.533 0.000 -21.915 -1.949 0.000 

EXPE -7.078 -2.941 0.000 -6.994 -3.533 0.000 -2.483 -2.483 0.014 

 

Results and discussion 

The ADF test was used to test the stationary of the data series and Lag values 

were determined on the basis of the Akaike Information Criterion (AIC). Table 1 
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shows the result of unit root test. The results indicate that all the data series are 

stationary at their first difference I(1).  Under VAR Lag Order Selection Criteria, 

all the five criteria suggested that most suitable lag length is  Lag1. Therefore Lag 

1 is selected as an optimum lag value under AIC. As all the data series were 

stationary at their first difference, the Johansen cointegration test is used to 

examine the long run equilibrium of the variables. The results are presented in 

Table 2. 

Table 2 Results of Johansen Cointegration test 

Hypothesized 

Eigenvalue 

Trace 

Statistic 

0.05 

Critical Value Prob. No. of CE(s) 

None * 0.612743 77.93705 69.81889 0.0097 

At most 1 0.494841 41.88771 47.85613 0.1619 

At most 2 0.287744 15.93821 29.79707 0.7166 

At most 3 0.076908 3.044109 15.49471 0.9649 

At most 4 8.22E-05 0.003122 3.841466 0.9538 
*Trace test indicates 1 cointegrating eqn(s) at the 0.05 level 

 

The results reveals that that there is one cointegration equation between the 

variables under consideration at 0.05 significance level. Accordingly, the 

variables are cointegrated and there is a equilibrium relationship between these 

variables.   Therefore the VECM model was used to examine the short run 

dynamic relationship between the variables. The results are shown in Table 3 
 

Table 3 VECM results 

 

 

 

 

 

 

 

 

As shown in Table 3, C(2), C(3), C(4), C(5), C(6) are the coefficients that are 

relevant to the short run equation. But the all ‘p’ values associated with the 

coefficients are not significant at 0.05 level. Thus, there is no short-run 

relationship between export, import, FDI, and government expenditure with GDP 

growth.  

As displayed in Table 4, no statistical indication is found to suggest that the 

exports Granger cause the real GDP or vice versa. Nevertheless, at 0.05 

significance level it can be suggested that FDI Granger cause imports. However, 

 Coefficient Std. Error t-Statistic Prob. 

C(1) -0.121805 0.125081 -0.973812 0.3377 

C(2) -0.307579 0.184804 -1.664351 0.1061 

C(3) 0.436039 1.040820 0.418937 0.6782 

C(4) -0.827320 0.919815 -0.899442 0.3754 

C(5) 0.043186 0.048070 0.898410 0.3759 

C(6) -0.439702 1.079482 -0.407327 0.6866 

C(7) 0.035261 0.120304 0.293099 0.7714 
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the import also does not Granger cause to the FDI at 0.05 or 0.05 level of 

significance. Therefore, these findings do not provide direct support for the causal 

relationship between exports and GDP and relationships other variable as well. 
 

Table 4 Granger Causality test 

Null Hypothesis: Obs F-Statistic Prob. 

 LEXPOD1 does not Granger Cause LGDPD1 38  0.24657 0.6226 

LGDPD1 does not Granger Cause LEXPOD1  0.30515 0.5842 

 LIMPOD1 does not Granger Cause LGDPD1 38  1.33800 0.2552 

LGDPD1 does not Granger Cause LIMPOD1  0.42598 0.5182 

 LFDID1 does not Granger Cause LGDPD1 38  0.00016 0.9900 

LGDPD1 does not Granger Cause LFDID1  0.00631 0.9371 

 LEXPED1 does not Granger Cause LGDPD1 38  1.64903 0.2075 

LGDPD1 does not Granger Cause LEXPED1  0.54880 0.4638 

 LIMPOD1 does not Granger Cause LEXPOD1 38  1.90638 0.1761 

LEXPOD1 does not Granger Cause LIMPOD1  0.04689 0.8298 

 LFDID1 does not Granger Cause LEXPOD1 38  0.12801 0.7226 

LEXPOD1 does not Granger Cause LFDID1  0.04436 0.8344 

 LEXPED1 does not Granger Cause LEXPOD1 38  0.44166 0.5107 

LEXPOD1 does not Granger Cause LEXPED1  1.43323 0.2393 

 LFDID1 does not Granger Cause LIMPOD1 38  6.37687 0.0162* 

LIMPOD1 does not Granger Cause LFDID1  1.06765 0.3086 

 LEXPED1 does not Granger Cause LIMPOD1 38  1.22047 0.2768 

LIMPOD1 does not Granger Cause LEXPED1  1.72989 0.1970 

 LEXPED1 does not Granger Cause LFDID1 38  0.21676 0.6444 

LFDID1 does not Granger Cause LEXPED1  1.13753 0.2935 
*significant at 5% 

 

Conclusion  

This study examined the impact of export on the economic growth of Sri Lanka 

using annual data of the time period 1977-2016 by using time series analysis. 

This study focused on identifying the long run and short run association and 

causal relationship among the macroeconomic variable that might have a 

significant impact on economic growth. The results revealed that export, import, 

FDI, government expenditure and GDP are cointegrated and a presence of long-

run equilibrium relationship among all these variables. However, results do not 

show any evidence to establish short run relationship between the variables, more 

especially in between export to the GDP growth in Sri Lanka. These results are 

par with the findings of the studies that have been conducted in similar contexts 

(Ekanayake, 1999; Dilrkshini, 2006)  

Keywords: Economic growth, export, international trade, investment.  
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Introduction 

In Sri Lanka, the time duration from 1960 to 1976 is considered as a period which 

recorded a lower economic performance in terms of average economic growth 

rate. With the introduction of open economic policies in 1977, Sri Lanka invited 

Foreign Direct Investment (FDI) to the domestic economy via making an 

investor-friendly economic policy climate and thereby expected to the boost 

economic growth (Velnampy, 2014). The establishment of the Board of 

Investment (BOI) was a policy that was influential to attract the FDI (Athukorala, 

2003).  

Figure 1 presents the trends of FDI inflows into Sri Lanka since 1977. Although 

literature revealed that FDI is among the influential determinants of economic 

growth, it is questionable whether FDI contributes to the economic growth of Sri 

Lanka adequately, as modest economic growth rate (4.4%) has been reported 

during the period (1977 - 2016) with increasing trend of FDI inflows. 
 

 
Figure 1 Trends of FDI inflows, 1977 - 2015 

 

Moreover, the literature provides rather blended results on the relationship 

between FDI and economic growth. Using cross-country data, research 

confirmed that a strong relationship exists between economic growth and the 

FDI. Further, Alfaro (2003) examined cross-country data from 1981 to 1999 and 

found that the FDI in the primary sector and manufacturing sector have negative 

and positive impacts on economic growth respectively. Some studies have 

differentiated the impact of the FDI between developed and less-developed 
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countries. For instance, Brenner (2014) proved that prevails a positive effect of 

FDI on economic growth in developed nations while negative efefct in the less-

developed nations. The study conducted by Mockevicius (2014) in Central and 

Eastern Europe using panel data modeling technique (1992-2012) revealed a 

positive impact of green field investment of the FDI, but mergers and acquisitions 

have no significant impact on economic growth. Some studies suggested that 

countries with a higher level of educational attainment, openness to international 

trade, stock market development, and lower rate of population growth, have the 

opportunity to gain benefits from the FDI (Xuan-Vinh, 2006). 

In Sri Lankan context, a series of studies have attempted to study the relationship 

between the FDI and economic growth. Bogahawatta and Balamurali (2004) 

identified the bidirectional causality between FDI and economic growth. Using 

the time series technique, Mustafa and Santhirasegaram (2013) stated that the 

FDI influences positively and statistically to determine the economic growth in 

Sri Lanka. According to Deyshapriya (2010), though the FDI has a positive 

impact on economic growth in Sri Lanka, its contribution to the economic growth 

is less, compared to other determinants in the economic growth equation. 

Nevertheless, Athukorala (2003) discovered that, the FDI inflows do not exert an 

independent influence on economic growth and the impact of FDI on 

opportunities for domestic business and economic activities is positive. The same 

result, i.e. non-significant impact of FDI on the economic growth, was identified 

by Velnampy et al. (2013) in Sri Lanka. Studying the impact of FDI on economic 

growth is still the field of interest among the scholars in Sri Lanka because of 

optimized beliefs of governments on FDI in boosting the country’s economic 

growth. Specifically, only limited studies have been performed in the field, which 

provide rather blend results. Thus, the general objective of this study is to identify 

the impact of FDI on economic growth in Sri Lanka.  

 

Methodology 

The data used in the study represent the annual time series for the period 1977 - 

2016 (40 years) and are obtained from the annual reports of Central Bank of Sri 

Lanka. Following econometric model was specified to achieve study objectives: 

 

𝐿𝑛 𝑌𝑡𝑖 =  𝛽0 + 𝛽1𝐿𝑛 𝐹𝐷𝐼𝑡𝑖 + 𝛽2𝐿𝑛 𝐺𝐹𝐶𝐹𝑡𝑖 +  𝛽3𝐿𝑛 𝑂𝑃𝑅𝑡𝑖 +  𝛽4𝐿𝑛 𝐸𝑀𝑃𝑡𝑖 + 𝑢𝑖     (1) 

Where; Y is economic growth, FDI is foreign direct investment, GFCF is 

gross fixed capital formation, OPR is openness of trade, and EMP 

is employment rate. All variables are in the logarithm form.  

 

The major concern of using time series data in economic analysis is that they can 

be non-stationary. Employing Ordinary Least Squares (OLS) method in 
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estimating non-stationary time series data leads to spurious results. Prior to 

empirical analysis, Augmented Dickey-Fuller (ADF) test was performed in 

testing the presence of unit root in time series. Akaike Information Criterion 

(AIC) helped to determine the number of lags to ensure that serial correlation in 

the time series is absent. Johansen Cointegration test helped to find out the long-

run equilibrium relationship between FDI and economic growth. Using the 

Vector Auto Regressive (VAR) model, the relationship based on the integrations 

of the variable was identified. Granger causality test was focused in this study to 

check the causal relationship between FDI and economic growth, and other 

variables in the growth equation. 

 

Results and discussion 

Before moving to estimate time series analysis, stationary of the all variables was 

checked using Augmented Dickey Fuller (ADF) test along with the Akaike 

information criterion. The result indicated that all variables become stationary at 

their first difference (See Table 1). The optimal number of lag value, which is 3 

for the Endogenous variables of GDP, FDI, GFCF, OPR, and EMP, was selected 

via Akaike Information Criterion.  

Table 1 Result of the unit root tests – ADF 

Variable 

Constant Trend + constant None 

Statistic

s 

Critica

l value 
Statistics 

Critical 

value 
Statistics 

Critical 

Value 

LnYt -4.8631 

-2.94 

-4.8265 

-3.54 

-0.8226 

-1.95 

lnYt -9.7702 -9.6354 -9.9016 

LnFDIt -15.458 -3.7845 1.1130 

lnFDIt -7.9552 -7.8440 -7.9063 

LnGFCFt -0.6081 -1.9213 3.6033 

lnGFCFt -3.6852 -3.6363 -2.9792 

LnOPRt -3.6180 -4.3219 -0.9882 

lnOPRt -6.7230 -6.1102 -6.8239 

LnEMPt -0.6612 -3.7224 2.2630 

lnEMPt -6.1393 -5.9619 -5.4196 
 

According to the Cointegration test, both trace test and maximum-Eigen statistic 

were used to conclude the data on the FDI, GFCF, OPR, EMP, and GDP growth 

rate in the Sri Lankan context. The data were used in its initial form rather than 

the 1st or 2nd deference forms, to run the cointegration test.  

Table 2 provides the test results where first column is the number of cointegration 

equation/s, which implies the null hypotheses of cointegration test. 
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Table 2 Results of the Cointegration test 

 

 

 

Unrestricted Co-integration Rank Test 

Trace Test Maximum Eigenvalue Test 

Number of 

co-

integrating 

Equation 

Statistics 

Critical 

Value 

(5%) 

Probability Statistics 

Critical 

Value 

(5%) 

Probability 

Value 

None* 145.243 69.818 0.000 54.212 33.876 0.000 

At most 1* 91.031 47.856 0.000 42.972 27.584 0.000 

At most 2* 48.058 29.797 0.000 33.621 21.131 0.000 

At most 3 14.437 15.494 0.071 13.955 14.264 0.055 

At most 4 0.482 3.841 0.487 0.4823 3.841 0.487 

Note: *Rejected Null Hypothesis 

Trace test indicates that the 3 null hypotheses; none, at most 1, and at most 2, 

were rejected because they indicate higher trace statistics than the critical value 

and the probability values are less than 0.05. Other two null hypotheses shows 

lower trace statistics than the critical values, and signifies a higher probability 

value than 0.05. Therefore, three cointegrating equations or three error terms 

exists at 0.05 level. In addition, the Max-eigenvalue test indicates the same result: 

there are three cointegrating equations at the 0.05 level. The trace test and Max-

eigenvalue test indicate that all four variables are cointegrated or have a long-run 

association.  

Since all variables are co-integrated, the researcher used Vector Error Correction 

Model (VECM) to assess the impact of the independent variables (FDI, GFCF, 

OPR, and EMP) on the dependent variable (GDP Growth). Table 3 provides the 

VECM results which imply the short-run impact of independent variables on the 

dependent variable. 

According to this model, there is a positive impact of FDI, GFCF, and EMP on 

the dependent variable; however, there is a negative impact of OPR on the 

dependent variable. This study identified that the actual impact of FDI can be felt 

after a three year time lag. Also the actual impact of GFCF can arise after a time 

lag of two years, whereas the actual impact of OPR and EMP on GDP will happen 

after a one-year time lag. 

𝐿𝑛 𝑌𝑡𝑖 =  −0.595177 +  2.084656 𝛥𝐿𝑛𝐺𝐷𝑃𝑡−1 + 1.254150 𝛥𝐿𝑛𝐺𝐷𝑃𝑡−2

+  0.571646 𝛥𝐿𝑛𝐺𝐷𝑃𝑡−3 + 0.180954 𝛥𝐿𝑛𝐹𝐷𝐼𝑡−3

+ 1.886971 𝛥𝐿𝑛𝐺𝐹𝐶𝐹𝑡−2 − 4.415748 𝛥𝐿𝑛𝑂𝑃𝑅𝑡−1

− 3.891795 𝛥𝐿𝑛𝑂𝑃𝑅𝑡−2 + 37.34746𝛥𝐿𝑛𝐸𝑀𝑃𝑡−1 + 𝑢𝑖 − (2) 
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The higher R-squared value (0.814766) indicates that the model has a better 

goodness of fit, and the F statistics (4.154224) is significant at the 0.05 significant 

level. Hence, the model has a better overall significance. 
 

Table 3 VECM Coefficient 

Model Coefficient Standard Error t Statistics Probability 

Constant -0.595177 0.210052 -2.833476 0.0115* 

ΔLnGDPt-1 2.084656 0.601408 3.466290 0.0030* 

ΔLnGDPt-2 1.254150 0.380429 3.296668 0.0043* 

ΔLnGDPt-3 0.571646 0.217502 2.628233 0.0176* 

ΔLnFDIt-1 0.054021 0.283886 0.190291 0.8513 

ΔLnFDIt-2 -0.127314 0.231892 -0.549022 0.5901 

ΔLnFDIt-3 0.180954 0.077210 2.343652 0.0315* 

ΔLnGFCFt-1 -0.696889 0.889095 -0.783819 0.4439 

ΔLnGFCFt-2 1.886971 0.710954 2.654138 0.0167* 

ΔLnGFCFt-3 0.750474 0.745141 1.007158 0.3280 

ΔLnOPRt-1 -4.415748 1.718336 -2.569782 0.0199* 

ΔLnOPRt-2 -3.891795 1.736106 -2.241680 0.0386* 

ΔLnOPRt-3 -1.407346 1.411766 -0.996869 0.3328 

ΔLnEMPt-1 37.34746 11.90490 3.137150 0.0060* 

ΔLnEMPt-2 15.78207 10.36440 1.522718 0.1462 

ΔLnEMPt-3 9.907547 10.23400 0.968101 0.3466 

Note: *Significant at 5% 

To detect whether the models in which GDP is a dependent variable has any 

statistical errors, above three tests were used as in Table 4.  
 

Table 4 Results of Errors checking of the model 

Test Statistics Probability 

Breusch-Godfrey Serial Correlation LM 

Test 

1.874127* 0.5989*** 

Heteroskedasticity Test: Breusch-Pagan-

Godfrey 

16.76424* 0.6682*** 

Normality Test 0.507223** 0.775993*** 

Note: *Observed R2Statistics, **Jarque-Bera Statistics, ***Significant at 0.05 level 

According to Breusch-Godfrey Serial Correlation LM Test, the probability value 

(0.5989) is higher than 0.05, which denotes that this model is not suffering from 

a serial correlation problem. Considering the Heteroskedasticity Test, Breusch-

Pagan-Godfrey indicates a higher probability value (0.6682) than 0.05. Therefore 

this model does not have heteroskedasticity. The normality test, i.e. Jarque-Bera 
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Statistics probability value (0.775993), which is higher than 0.05 means that the 

residuals of this model are normally distributed. Therefore this model has not 

suffered from any statistical error. 

Granger causality test was employed to test the direction of the causality among 

the study variables and the results of the Granger causality test is presented in 

Table 5. The results indicate that FDI does not cause GDP, and GDP does not 

cause FDI; hence, the probability value is higher than 0.05. The same happens 

between GFCF and GDP, and OPR and GDP. However, EMP Granger causes 

GDP, but this causality is significant only at 0.10 significant level without any 

reverse relationship between these two variables. This indicates that this 

relationship is rather weak since it is only significant at 0.10 level. 
 

Table 5 Results of the Granger Causality test 

Variable Direction 
Number 

of Lags 

F 

Statistics 

Probability 

Value 

Granger 

Causalit

y 

ΔY &ΔFDI 
Y → FDI 3 0.84003 0.4830 No 

FDI → Y 3 0.51177 0.6773 No 

ΔY &ΔGFCF 
Y → GFCF 3 0.46303 0.7313 No 

GFCF → Y 3 0.43259 0.7313 No 

ΔY &ΔOPR 
Y → OPR 3 1.16256 0.5418 No 

OPR → Y 3 0.73127 0.5418 No 

ΔY &ΔEMP 
Y → EMP 3 1.00632 0.4041 No 

EMP → Y 3 2.63062 0.0689* Yes 
*Significant at 10% level 

Conclusion  

This study focuses on finding the impact of FDI on economic growth in Sri 

Lanka, using data from the last 40 years. According to the Johansen test of co-

integration, a long-run relationship exists among variables such as Economic 

Growth (GDP), Foreign Direct Investment (FDI), Gross Fixed Capital Formation 

(GFCF), Openness of Trade (OPR), and Employment (EMP). The short-run 

impact was identified by using Vector Error Correction model and it suggested a 

short-run positive impact of FDI, GFCF, and EMP on economic growth, but there 

is a negative impact of OPR on economic growth.  

This study further identified that the actual impact of FDI can be felt after a time 

lag of three years. However the contribution of FDI on GDP is low compared to 

other variables. Granger Causality test analyses the causal relationship among the 

variables, and the result concludes the nonexistence of a bidirectional or 

unidirectional relationship between FDI and GDP. The same result was observed 

between GFCF and GDP, and also between OPR and GDP. However, there is a 

unidirectional relationship between EMP and GDP, and EMP Granger causes 

GDP. But the relationship is fairly low. Among the few studies related to Sri 
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Lankan context, result of this study reveals an identical outcome; a positive 

impact of FDI on economic growth with other four investigations of Bogahawatte 

and Balamurali (2004), Mustafa (2013), Deyshapriya (2010), and Athukorala 

(2003). Consequently, Velnampy et al. (2013) identified a negative impact of FDI 

on economic growth in Sri Lanka, which differ from the present results.  

In the Sri Lankan context, there is a positive impact of FDI on Economic growth, 

which indicates the possibility to obtain higher economic growth by utilizing 

higher FDI inflows. Therefore, this study strongly suggests improving the factors 

affecting higher FDI inflows in Sri Lanka, in order to build and maintain adequate 

and supportable infrastructure facilities, to obtain economic and political 

stability, to increase the appropriate and skilled full human resource, to maintain 

tax rates, and to access raw materials smoothly. 

Keywords: Economic growth, employment, foreign direct investment, gross fixed 

capital formation, openness of trade. 
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Introduction 

Accelerating the growth of Gross Domestic Product (GDP) and per capita income 

is a prominent macroeconomic challenge for the developing nations. As a lower 

middle income country, achieving the upper income level is a one of main 

objectives of Sri Lanka. Lower GDP may causes number of macroeconomic 

issues. The relationship between Foreign Direct Investment (FDI), Exports 

(EXP) and GDP have been tested jointly and separately by various researchers 

based on developing and developed economies in European, African and Asian 

regions. The current external economic policy of Sri Lanka focuses the economic 

growth through attracting foreign direct investments and promoting exports. 

Central Bank of Sri Lanka (2016) states that, national trade policy should focus 

on market expansion, trade and tariff rationalization, trade facilitation and 

attracting export oriented FDI to expand the export base and improve Sri Lanka's 

competitiveness in terms of exports and FDI. However, a positive relationship 

between FDI, exports and GDP should be factor that is important for success of 

these policies and it may require a time lag to have the benefits. As stated in 

economic theory FDI is one of key drivers of economic growth. FDI contributes 

to increase the export performances (Dritsaki et al., 2004, Feridun & Sissooko, 

2011; Pacheco-Lopéz, 2005). Szkorupowa (2014) has tested the relationship 

between GDP, FDI and EXP by using 2001-2010 data in Slovakia (Member of 

European Union since 2004) and found that, there is a short term and long term 

relationship between these variables. Mandishekwa (2014) has investigated the 

causal relationship between economic growth and investment and found that, 

causality does not run in any direction and hence the two are independent. 

Thilakaweera (2011) has investigated the long-run relationship and causality 

between real per capita GDP, FDI and the level of the infrastructure in Sri Lanka 

over the period 1980 to 2011 and found a causality between above variables. 

Mustafa and Sandirasegaram (2012) have tested the impact of foreign direct 

investment on economic growth in Sri Lanka by using 1978-2012 annual time 

series data and found that, FDI positively and statistically influences to determine 

economic growth in Sri Lanka. But it is difficult to find the researches based on 

GDP, FDI and EXP, related to very recent data in Sri Lanka. Thus, this paper 
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aims to investigate the short run and long run relationship between FDI, EXP and 

GDP in Sri Lanka.  

 

Methodology 

This study used annual time series data on EXP, FDI and GDP in Sri Lanka for 

the period from 1978 to 2016. The data were collected through the annual reports 

of Central Bank of Sri Lanka. All the variables were measured in terms of US 

Dollar millions. Nominal values were taken for all the variables. A stationary test 

was performed as the first step of analysis. Augmented Dickey Fuller test (ADF) 

was used in this purpose. In order to determine the causality the Granger 

Causality Test was used. Johansen cointegration test  was used to check the 

cointegration between above two variables. Cointegration is based on Vector 

Autoregressive model (VAR).  

 

Results and discussion  

The stationary test was performed by employing ADF test. The lag length of the 

time series was based on Schwarz criterion. Table 1 shows the results of ADF 

test at level form and first difference. 
 

Table 1 Results of ADF test  

Variable Level  1st Difference 

 Lagged t - 

Statistics 

Probability  Lagged t - 

Statistics 

Probability* 

GDP 9 -0.3605 0.9059  9 -4.9268 0.0003 

FDI 9 -0.9456 0.7617  9 
-6.2710 0.0000 

EXP 9 -1.1234 0.6966  9 
-6.6502 0.0000 

Note: * significancant at 1% level 
 

According to Table 1 t-statistics of ADF test for GDP, FDI and EXP indicated 

that, all the variables were statistically insignificant at least at 0.10 probability 

level in the level form. However, data were stationary at the 0.01 probability level 

at their first difference I(1). Therefore Johansen cointegration test was employed 

to test the long run relationship between GDP, FDI and EXP. Table 2 shows the 

result. According to the above results the null hypothesis of no cointegration was 

rejected at 0.05 probability level. Then, the existence long run relationship was 

found between GDP, FDI and Exports. In order to identify the short run 

relationship between FDI, EXP and GDP the Granger causality test was 

employed. The result of Granger Causality Test is shown in Table 3. The 

causality between FDI, EXP and GDP was tested by using deferent lags. This 

enables to determine how past records of the variables for a short period of one 

year and a medium period of two to three years affect their current value. 
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According to the results, a two directional causality can be identified at lag 2 as 

the F statistics was significant at0.05 probability level. The result revealed that, 

FDI Granger causes GDP, exports Granger cause GDP, GDP Granger cause FDI 

and GDP Granger cause exports as the probability values for the directions of 

causality were less than 0.05. Thus, it can be concluded that there is a short run 

bidirectional causal relationship between FDI, EXP and GDP. 
 

 

Table 2 Result of Johansen co integration test 

 Unrestricted Cointegration Rank Test (Trace) 

Hypothesized 

No of CE (S) 

Eigen value Trace Statistics 0.05 critical 

value 

Probability** 

None* 0.586652 42.16227 29.79707 0.0012 

At most 1 0.154938 9.474011 15.49471 0.3233 

At most 2 0.083972 3.245227 3.841466 0.0716 

Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 

Hypothesized 

No of CE (S) 

Eigen value Max eigen 

statistics 

0.05 critical 

value 

Probability** 

None* 0.586652 32.68826 21.13162 0.0008 

At most 1 0.154938 6.228783 14.26460 0.5840 

At most 2 0.083972 3.245227 3.841466 0.0716 
Note:** denote rejection of null hypothesis at 5% level 

 

Table 3 Result of Granger Causality test  

Null Hypothesis Lags Observations F-Statistics Prob. 

FDI does not Granger Cause GDP 1 38 0.01325 0.9090 

GDP does not Granger Cause FDI 20.7861 6.E-05 

EXP does not Granger Cause GDP 38 1.79951 0.1884 

GDP does not Granger Cause EXP 0.02750 0.8692 

FDI does not Granger Cause GDP 2 37 3.040213 0.0457 

GDP does not Granger Cause FDI 14.1408 4.E-05 

EXP does not Granger Cause GDP 37 5.85823 0.0068 

GDP does not Granger Cause EXP 3.52045 0.0415 

FDI does not Granger Cause GDP 3 36 4.02183 0.0165 

GDP does not Granger Cause FDI 6.39096 0.0019 

EXP does not Granger Cause GDP 36 11.0723 5.E-05 

GDP does not Granger Cause EXP 2.17085 0.1129 
 

Conclusion and recommendations 

This study empirically evaluates the short run and long run relationship between 

GDP, FDI and exports. Evidences of this study showed that, there is a long run 

as well as short run relationship between GDP, FDI and exports during the period 

under review. These findings confirm that exports and foreign direct investments 

have a prominent role to play in Sri Lankan economy. The study stresses the need 

of ensuring conducive environmental in the country to promote exports through 

FDIs to achieve desired economic development.  The development policies 
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should be focused to expand the value addition of exports in agricultural, 

industrial and service sectors.   

Keywords: Economic growth, exports, foreign direct investments (FDI), gross 

domestic product (GDP)  
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Introduction 

Japan is the most sophisticated tea market in the world that shows highest 

technological advances, sustainable development, food and environmental safety 

and socio-economic well-being (Sri Lanka Tea Board, 2011). As Japan is not a 

black tea producing country, its black tea market completely depends on imports 

from other countries. Sri Lanka is third largest black tea producer in world  

(FAO, 2012). Black tea accounts for 98.6 percent of total tea export value in 2011 

(Sri Lanka Tea Board, 2011). Japan is one of top five export destinations of Sri 

Lanka for two black tea products, tea bags less than 4g and bulk tea of more than 

10kg in weight (Sri Lanka Tea Board, 2011). 

Sri Lankan tea industry recently has shown a decline in black tea production due 

to irregular weather pattern in tea cultivating districts and long-term existence of 

lower yielding older plantations (Verite Research, 2013). Along with lower 

productivity, Sri Lanka has shown a higher cost of production due to labor deficit 

and poor growth in value addition when compared to other black tea importers of 

Japan (Verite Research, 2013). This has become more challengeable for Sri 

Lanka to maintain competitive tea prices in export market and it creates 

instability for Sri Lankan black tea exports in Japanese market. 

Competitiveness has become the key indicator of market stability. It describes 

the dimensions as profitability, resource usage efficiency and productivity of a 

certain producer when compared with other producers in a particular market. The 

aim of this study is to identify the level of competitiveness of Sri Lanka while 

analyzing price competitiveness on competitors’ import quantities for the period 

of 2004-2013. Determination of competitors, price effects and level of 

competitiveness are important for understanding market dynamics and planning 

within a highly unstable market environment. 

 

Methodology 

Top five rival countries of Sri Lanka for black tea products in Japanese market 

are identified by using Export Similarity Index (ESI). ESI indicates the countries 

of similar export patterns to Sri Lanka. Top five rival countries are identified by 

the highest positive growth in ESI. 

mailto:hasanirajapaksha@gmail.com
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ESI = [∑Si,j.Sr,j]*100                                (1) 

Si,j = market share of Sri Lanka in Japanese market 

Sr,j = market share of particular rival country in Japanese market 
 

Market concentration is determined by using Hirschman Herfindahl Index (HHI) 

which is an indicator of concentration of market shares and competitiveness of a 

particular market. In a perfectly competitive market HHI is equal to zero. HHI is 

10000 in a monopoly market. HHI is more than 2000 in a highly concentrated 

market. 

HHI = ∑ S𝑖
2𝑛

𝑖=1                                        (2) 

Si = market share of ith black tea importer of Japan 

n = number of importers 
 

Black tea competitiveness of Sri Lanka over main rival countries is determined 

by Revealed Comparative Advantage index (RCA). RCA is calculated for both 

total black tea and identified black tea products under nine-digit level HS codes. 

RCA = ln [Si/Sr]                                  (3) 

Si = market share of Sri Lanka 

Sr = market share of the particular rival country 
 

Econometric import demand model is used to analyze price effects on 

competitiveness. 

Import demand = f (Own price, Substitute price, Income, Population) 

Q* = β0 + β1P1 + β2P2 + β3GNP + β4POP + ε                     (4) 

Where; Q* is the import quantity of particular rival country. P1 is the own-

price or the import price of the particular rival country. P2 is the price 

of Sri Lanka. GNP is the income of Japan and POP is the Japan’s 

average population over time.  
It is assumed that Sri Lankan products are substitutes for rival country’s products. 

β values are the coefficients of the variables. Seemingly unrelated regression 

model was used to analyze the estimates of the variables. 

 

Results and discussion 

Estimated average HHI value for the period of 2009-2013 is 3951.26. Japanese 

black tea market is consisted with 51 importers. United Kingdom, France, 

Malaysia, Kenya and Indonesia have become top five competitors of Sri Lanka 

while showing similar export patterns to Sri Lanka. Sri Lanka’s average unit price 

of bulk tea for the period of 2004-2013 is 350 Yen/kg which is higher than 

Kenyan and Indonesian unit prices of 267 Yen/kg and 224 Yen/kg respectively. 

1299 Yen/kg average unit price of tea bags is only higher than Kenyan unit price 

of 1123 Yen/kg. 

Japanese market is less competitive and highly unstable for black tea as it is 

highly concentrated to Sri Lanka as the country occupies the highest average 

market share of 58.68 percent while been the number one black tea importer of 
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Japan. Sri Lanka has an overall comparative advantage on its top five 

competitors. But product wise Sri Lanka’s competitive power is higher only than 

Kenya and Indonesia for tea bags. It is higher than United Kingdom, France and 

Malaysia for bulk tea. It means Sri Lanka is less competitive than United 

Kingdom, France and Malaysia for tea bags. It implies that non-tea producers as 

United Kingdom and France have gained much more competitiveness through re-

exporting black tea along with higher value addition. Sri Lanka is less 

competitive than Kenya and Indonesia for bulk tea due to less price 

competitiveness. 

Import prices of UK, France and Kenya significantly influence on Japan’s 

imports of tea bags. Sri Lankan import prices have a significant effect on import 

quantities of UK, France and Malaysia. But Sri Lanka doesn’t have a comparative 

advantage on UK, France and Malaysia for tea bags. It reveals that those rival 

countries have obtained their comparative advantages not through price 

advantages as they show very higher average prices twice or thrice than Sri 

Lanka. It may be due to quality factors incorporated in to their products using 

high technology, high quality packing materials and brands towards consumer 

preferences. 

Sri Lankan price has a significant effect on import quantities of France and 

Malaysia for bulk tea as they export very lower quantities of bulk tea when 

compared to other top competitors. Japan is more preferred to buy Kenyan and 

Indonesian bulk tea under very lower prices than of Sri Lanka. Still Sri Lanka 

beats both countries by exporting the highest bulk tea quantity with higher prices. 

Gross National Product of Japan has a significant role on its importers. Black tea 

importers of Japan consider that Japan is one of most profitable markets for black 

tea products. Japan’s population size has no significant influence on its demand 

for black tea. 

 

Conclusion 

United Kingdom, France, Malaysia, Kenya and Indonesia are main rival countries 

for black tea in Japanese market. Japanese market is highly concentrated for black 

tea as Sri Lanka occupies the highest market share around 60 percent. Sri Lanka’s 

competitive power is higher than Kenya and Indonesia for tea bags. It is higher 

than United Kingdom, France and Malaysia for bulk tea. Export price of tea from 

Sri Lanka has a significant effect on import demands of United Kingdom, France 

and Malaysia for tea bags. For bulk tea Sri Lankan export price has a significant 

effect on France and Malaysian import demands. 

Keywords: Export Similarity Index, Hirschman Herfindahl Index, Import 

Demand Model, revealed comparative advantage, Seemingly Unrelated 

Regression. 
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Introduction 

Eastern Province of Sri Lanka has been the stage for a violent and protected civil 

war between the Government of Sri Lanka and the Liberation Tigers of Tamil 

Eelam (LTTE) for almost three decades. In transition to post war peace since 

2009, the province has recoded high macro-economic growth rates in the initial 

phrases of the post-war period28. Despite such progression, there are reports 

indicating household based inequality and deprivation in the post war region 

(FOKUS Women, 2015; International Labour Organization, 2013; United 

Nations Sri Lanka & CEPA, 2015).  Given that in post war situation asset 

deprivation is known to emerge across gendered headship and act as grounds for 

vulnerability (Adelman & Peterman, 2014; Krishna, 2001; Lastarria-Cornheil, 

2005; Sorensen, 1998). It is important to take analysis beyond income and 

expenditure measures. However, as gendered asset ownership situations are 

vastly under researched in the post-war Sri Lankan context, what influences asset 

inequalities between household clusters is not clear. Oversight of such increases 

gender based injustice and affects well-being conditions of households leading to 

overall underdevelopment (UN Women, 2012). Filling this void, this study 

empirically examines determinants of household owned assets moving away 

from the traditional utility maximizing explanations of income and expenditure 

and situates the analysis within broader spectrums of rural asset ownership and 

social divides linked to gendered headship. 

 

Methodology 

Data on family ownership of assets representing multiple dimensions of tangible 

and intangible assets linked to education, land, household physical capital assets, 

financial assets and social capital assets were collected from 351 households from 

8 Grama Niradhari divisions in the districts of Trincomalee, Batticoloa and 

Ampara of the Eastern Province. The sample is a random selection of households 

proportionate to the ethnic compositions of the province and disproportionate 

                                                 
28 The annual average growth rate between 2009 to 2014 for Eastern province was 6.1% 

. 
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across gendered household headship. Applying procedures proposed by Asselin 

(2009) for Multiple Correspondence Analysis, assets were aggregated into 

indices to reflect overall individual and household wellbeing. Using the asset 

index as the dependent variables an unconditional quintile regression was 

established with ten (10) row vector of determinants in linear form as depicted in 

Equation 1 and Equation 2.   

𝑙𝑛 (𝐴𝑖
𝐹𝑒𝑚𝑎𝑙𝑒) = 𝛽0 + 𝛽1𝑖𝑋1𝑖 + 𝛽2𝑖𝑋2𝑖 … . + 𝛽10𝑖𝑋10𝑖 + 휀           (1)  

ln (𝐴𝑖
𝑀𝑎𝑙𝑒) = 𝛽0 + 𝛽1𝑖𝑋1𝑖 + 𝛽2𝑖𝑋2𝑖 … . + 𝛽10𝑖𝑋10𝑖 + 휀                (2)  

A:  log of Asset index of household i , F:female headed M:Male headed 

Where,  𝑋1𝑖 :household heads age in log form, 𝑋2𝑖: household unemployment, 𝑋3𝑖: 

Female intra household decision making index in log form 𝑋4𝑖 :ethnicity, 

𝑋5𝑖: household in a military controlled area during war or not,  𝑋6𝑖: 

number of girl children in family (more than 2 or not), 𝑋7𝑖: number of 

boy children in family (more than 2 or not), 𝑋8𝑖: cohabitation,  𝑋9𝑖 ∶the 

log of  access to public services index (depicting satisfactory access to 

health, transportation, livelihood extension service and communication).  
 

To uncover the effect of the determinants of assets on various points of the female 

and male asset distribution functions, the study uses Firpo et al.’s (2009) method 

which relies on re-centered influence function (RIF) regression implemented 

within the unconditional quantile regression approach.  At each quantile, the 

coefficients on covariates (X) for the asset index is estimated by regressing the 

RIF on the covariates as following: 

𝑞𝑔,𝜏 = 𝐸𝑋{𝐸[𝑅𝐼𝐹 (𝐴𝑖
𝑔

; 𝑞 𝑔,𝜏)|𝑋𝑔]} = 𝐸[𝑋𝑔] 𝛿𝑔,𝜏   ,  𝑔 𝜖 {𝐹, 𝑀}  (3) 

Where, 𝑞𝑔,𝜏 is the unconditional τth quantile of log asset index female(F) and 

male(M) headed households,   𝑔 𝜖 {𝐹, 𝑀} and �̂�𝑔,𝜏 is the coefficient 

of the unconditional quantile regression which captures the marginal 

effect of a change in distribution of covariates (X) on the 

unconditional quantile of the log asset index. Firpo et. al (2009), 

mathematically proved that the unconditional quantile regressions 

coefficients have an unconditional interpretation similar to ordinary 

least square (OLS) coefficients.  

 

Results and discussion 

Households headed by elderly females and female-headed households in the 

districts of Batticoloa and Trincomalee were asset poor in contrast to other types 

of households. Female headed households with access to satisfactory levels of 

public goods and services, those that were resident in a military controlled area 

during war, households headed by a cohabiting partners and male-children 

fertility mitigated asset poverty.   The impact of cohabitation is such that 

cohabitation even in a de facto state increased assets to female-headed households 

bring them into the 4th and 5th quintiles (asset rich).  For both the asset rich and 

asset poor female-headed households, belonging to Tamil or Muslim ethnic 
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groups reported significantly low asset holdings compared to Sinhala female-

headed households throughout the distribution. Though male-child fertility 

remained important for both the asset rich and poor female headed households, 

the intensity drops in the asset richer households.  

 
Figure 1 Marginal effects of a covariate change for the female-headed households 

 

Among asset poor male-headed households in the lower quintiles, male-child 

labor, residency in military controlled area and access to public goods and service 

mitigated their asset poverty for some extent. In contrast, old age, unemployment, 

residency in districts of Trincomalee and Batticoloa and belonging to ethnic 

groups. Tamil and Muslim intensified asset poverty for the male-headed 

household. However, among asset richer male-headed households’ ethnicity, age 

and residency (in Batticoloa, Trincomalee and in former LTTE controlled or 

border area) though remained to have a negative relationship with asset 

accumulation appears to have diminishing marginal effects (and not statistically 

significate).  Thus, among the asset rich, ethnicity, number of male children, age 

and residency does not act as social and economic divides. The findings also 

show that cohabiting male-headed households, similar to their female-headed 

counterparts are likely to be concentrated in the 3rd to 5th quintiles, which depicts 

the asset rich cohorts.   

While asset accumulation considerably reduces ethicized inequality among male-

headed households it is unlikely to remove ethicized inequalities among female-

headed households. Thus, gendered headship interacts differently with social 

divides such as ethnicity.  Household unemployment though remains a major 

impediment to asset accumulation among male-headed households does not 

seems to impact asset accumulations in female-headed households. Female 

property inheritance regimes could be a partial explanation for this observation. 
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Male child fertility/labor seems to remain crucial throughout various points of the 

female-headed asset distribution unlike in the male-headed household asset 

distribution. The dependence on male-child labor for income and livelihood 

support in female run households is the likely reason for this observation.  

 
Figure 2 Marginal effects of a covariate change for the male-headed households. 

 

Conclusion 

This study shows that the determinants of household assets behaves differently 

along various points of an asset distribution. The major covariate differences 

across the male and female-headed household asset distributions stems from 

ethnicity, the role of the male child in the household and from how 

unemployment is responsive to assets.   

Post war asset generation policies should focus on former LTTE held areas in 

districts of Batticoloa and Trincomalee. Another gendered intersection to look 

for is age and cohabitation status. While older male and female-headed 

households are more likely to be asset deprived, de jure female-household heads 

appear to be severely asset deprived than de facto cohabiting female-headed and 

cohabiting male-headed households. Thus, this study finds that inequality and 

deprivation of assets intersect with gendered headship and other divides such as 

ethnicity, cohabitation and age. Therefore, fit-for-all asset generation policies that 

overlook gendered aspects and gendered intersections do not work well in the 

post war Sri Lankan context.  

Keywords:  Assets, gendered headship, intersections, post conflict, RIF 

regression. 
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Appendices 

Table 1 Female-headed households -RIF regression results 

 RIF 20 RIF 40 RIF 60 RIF 80 

Muslim (base: Sinhala) -0.73** -0.58** -0.63*** -0.48*** 

 (0.26) (0.14) (0.12) (0.12) 

Tamil (base: Sinhala) -0.66* -0.36* -0.40** -0.39** 

 (0.29) (0.14) (0.14) (0.14) 

Household head’s age (log) -0.84 -0.48* 0.01 0.07 

 (0.49) (0.20) (0.19) (0.17) 

More than 2 boy children (age<18 years) 

(base: less than 2 or 2 boy children) 

0.77* 0.72** 0.53 0.14 

 (0.36) (0.27) (0.33) (0.21) 

More than 2 girl children (age<18 years) 

(base: less than 2 or 2 girl children) 

0.30 -0.53* -0.35 -0.41* 

 (0.39) (0.22) (0.24) (0.19) 

Cohabitation (base: not cohabiting) -0.05 0.25 0.35* 0.39* 

 (0.24) (0.16) (0.22) (0.21) 

Trincomalee (base :Ampara) -0.41 -0.23 -0.04 0.02 

 (0.23) (0.13) (0.12) (0.13) 

Batticoloa  (base :Ampara) -0.59 -0.58*** -0.26* -0.18 

 (0.31) (0.15) (0.13) (0.11) 

Under Military control (base: under LTTE 

control or gray area) 

0.47** 0.30** 0.14 0.14 

Trincomalee (0.21) (0.11) (0.11) (0.11) 

Household unemployment (Base: employed) -0.58 0.00 0.13 0.03 

 (0.37) (0.15) (0.13) (0.13) 

Access to satisfactory public  goods and 

services index- (log) 

0.39** 0.16** 0.10* 0.07 

 (0.12) (0.05) (0.05) (0.04) 

Constant 5.62*** 5.38*** 3.82*** 3.89*** 

 (2.15) (0.89) (0.79) (0.70) 

Number 195 195 195 195 

R-squared 0.21 0.30 0.25 0.22 

Adj R-squared  0.16 0.26 0.20 0.18 

Root MSE 0.5 0.7 0.6 0.5 

Note: a. Standard errors in parentheses, b. * p<0.05, ** p<0.01, *** p<0.001 
 

Table 2 Male-headed households -RIF regression results 

 RIF 20 RIF 40 RIF 60 RIF 80 

Muslim (base: Sinhala) -0.57** -0.34*** -0.23** -0.12 

 (0.16) (0.11) (0.08) (0.08)) 

Tamil (base: Sinhala) -0.48** -0.25* -0.20* -0.08 

 (0.15) (0.11) (0.08) (0.08) 

Household head’s age (log) -0.49 -0.29 -0.10 -0.13 

 (0.30) (0.15) (0.11) (0.09) 

More than 2 boy children (age<18 years) 

(base: less than 2 or 2 boy children) 

0.36* -0.06 -0.05 -0.07 

 (0.17) (0.20) (0.15) (0.14) 

More than 2 girl children (age<18 years) 

(base: less than 2 or 2 girl children) 

-0.65 -0.02 -0.03 0.07 
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 (0.38) (0.16) (0.11) (0.12) 

Cohabitation (base: not cohabiting) -0.58* 0.04 0.24** 0.15** 

 (0.25) (0.27) (0.09) (0.06) 

Trincomalee (base :Ampara) -0.29* -0.20* -0.10 0.00 

 (0.15) (0.11) (0.08) (0.08) 

Batticoloa  (base :Ampara) -0.18 -0.12 -0.08 -0.12 

 (0.20) (0.11) (0.08) (0.07) 

Under Military control (base: Under LTTE 

control or gray area) 

0.18 0.18* 0.08 0.06 

Trincomalee (0.13) (0.09) (0.06) (0.06) 

Household unemployment (Base: 

employed) 

-0.14 -0.08 -0.09 -0.11* 

 (0.22) (0.12) (0.07) (0.06) 

Access to satisfactory public goods and 

services index- (log) 

0.10 0.02 0.02 0.03 

 (0.07) (0.04) (0.03) (0.03) 

Constant 6.24*** 5.25*** 4.46*** 4.64** 

 (1.25) (0.64) (0.42) (0.36) 

Number 156 156 156 156 

R-squared 0.20 0.19 0.15 0.12 

Adj R-squared  0.13 0.12 0.08 0.05 

Root MSE 0.8 0.5 0.3 0.3 
Note: a. Standard errors in parentheses, b. * p<0.05, ** p<0.01, *** p<0.001 
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Introduction 

In the developing economies, internal and international migrants tend to remit a 

significant portion of their earnings to families back home. Remittances have an 

effect on both recipient households and the country as a whole. In household 

level, remittance is an important source of poorer households to reduce poverty 

and improve household welfare. Moreover remittance can change the intra-

household resource allocation and bargaining power of individuals in the family 

(Haddad et al., 1997).   

A critical issue in order to determine the impact on migration on the source 

country is how the remittances are used.  Many researchers have found that 

remittances are primarily used to finance household expenditure, such as 

consumption and investment (Maitra & Ray, 2003). But some studies found that 

remittances are consumed instead of invested (Mosisa, 2012). Other studies show 

that remittances are used for productive investment like housing, education and 

health (Maitra & Ray, 2003). Intra household bargaining literature suggests that 

females prefer to allocate more remittances on education and health expenditure, 

while males spend more remittances on investment goods like housing and land 

(Gobel, 2013; Guzman et al., 2008; Haddad et al., 1997). This implies that males 

and females have different preferences on expenditure. Thus, it is important to 

identify the expenditure pattern especially focusing on gender of remittance 

receiver.  

However, studies on impact of remittances on household expenditure pattern of 

Sri Lanka are lacking. Moreover, the existing knowledge on the impact of 

remittances household resource allocation is inadequate. Therefore, this study 

attempts to examine how the expenditure pattern of rural households changes 

with the receipt of remittances by paying attention intra-household bargaining 

and resource allocation.  

 

Methodology 

In developing methodology, this study used an approach similar to that used in 

Guzman et al. (2008) to estimate the household expenditure pattern in Ghanaian 

households. Data from the Household Income and Expenditure Survey (HIES) 

conducted by the Department of Census and Statistics in Sri Lanka 2009/2010 
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period were used in this study. As the HIES data consists both remittance 

receiving and non-receiving households, the chosen functional form for the 

budget share equations should have following properties: (1) the same slope 

should not be imposed for all levels of expenditure; (2) a good statistical fit for 

different types of goods should be provided; and (3) the marginal propensities for 

all goods should equal unity. 

In fulfilling those criteria, adjusted Working-Lesser model is used. It was derived 

from the Engle curve framework which describes how household expenditure on 

a particular good or service varies with household income. 

𝑞𝑖 = 𝑔𝑖(𝑦, 𝑧)                                  (1) 

Where; 

𝑞𝑖 – Quantity consumed of good 𝑖 
y – Total expenditure on goods and services 

z – Vector of other characteristics of a consumer 

Engel curves are frequently expressed in the budget share form 
 

𝑤𝑖 = ℎ𝑖[log (𝑦), 𝑧]                          (2) 

Where; 

𝑤𝑖  – The fraction of y that is spent on buying good 𝑖 
 

When choosing a functional form, comparison of two groups of households 

(Remittance receiving and non-receiving) will produce bias results, if receivers 

of remittances differ systematically from non-receivers along observable and 

non-observable dimensions. To tackle this problem the preferred specification 

used in this study is the Fractional Logit model. 

whij = αij + β0ijD_RR_INT + β1ijD_RR_EXT + βiklogtotpcexp + γijlog njh +

θijzhj + uhij                                                   (3) 

Where; 

𝑤ℎ𝑖𝑗  – Budget share of expenditure category 𝑖 by household ℎ and gender of the 

household j 

𝑡𝑜𝑡𝑝𝑐𝑒𝑥𝑝– Total household per capita expenditure in Sri Lankan Rupees 

𝑛𝑗ℎ – Household size (Number of individuals in a family) 

𝒛𝒉𝒋- Vector of household characteristics that may affect the expenditure behavior 

D_RR_INT – Dummy variable (1=receive internal remittances, 0=otherwise) 

D_RR_EXT – Dummy variable (1=receive international remittances, 0=otherwise) 

𝑗 – Gender of the household head 

𝑢ℎ𝑖𝑗 – Error term 
 

The major challenge facing the research is how to find a variable to capture the 

intra-household decision making power. HIES data lacks these kind of 

predetermined exogenous variables typically used to measure the decision 

making power and the women empowerment (for example wealth upon 

marriage). However, the best proxy available is the sex of the household head. 

The very reason, according to Guzman et al. (2008), is that the household head is 

defined as the person who provides most of the needs of the household. 
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Therefore, we can expect him or her to be in a strong bargaining position within 

the households. 

 

Results and discussion 

Table 1 in Appendix shows coefficients from the fractional logit regression which 

was run to examine the expenditure pattern of the female headed and male headed 

households. According to the results, the expenditure share devoted to food 

increase with the total expenditure per capita in both female headed and male 

headed households. The results also reveal that, having larger proportions of 

household members with 1 to 5 years education and 6 to 15 years education 

increases the food expenditure in both types of households. This implies that 

increasing education level improves the expenditure capability of household.  

Higher the number of old dependents in a family will reduce the expenditure 

share devoted to food. Results further reveals that female household heads spend 

significant proportion of internal remittances on food. 

Results also show that there is a strong impact of total per capita expenditure and 

household size on the expenditure share devoted to education in both type of 

households. This is an indicator to show that rural households tend to increase 

the expenditure on education with the increasing income. As expected, having 

more number of members with 6 to 10 years of education and having more 

children less than 5 years decrease the education expenditure. But unexpectedly, 

with the receipt of remittances these households will not invest more on 

education. However, male headed households significantly reduce the 

expenditure on with the receipt of internal remittances.  

The results further suggest that increasing total per capita expenditure enhances 

the housing investment in both types of households. The negative sign of the 

coefficient of household size implies that increase in household size leads to 

decrease in housing expenditure. Furthermore, results reveal that older educated 

male household heads prefer to invest more on housing. According to results 

having number of workers in the family and more old dependents in a family 

reduce the expenditure share devoted to housing. In general, these results imply 

that human capital variables do not have a significant effect on housing 

expenditure.  

Health expenditure significantly increases with the total per capita expenditure 

and household size in male headed households. In contrast to male headed 

households, female household heads invest less on health with the increasing 

household size. Unfortunately, remittance receipt have not significant effect on 

household health expenditure. Results show that having more number of old 

dependents, people increase the health expenditure in female headed households. 
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There is a strong impact of total expenditure on consumer and durable goods 

expenditure on both types of households. Expenditure share devoted to consumer 

goods and durables expenditure increase with the number of members above 15 

years in female headed households. Moreover, results show that older household 

heads invest less on consumer and durable goods. Education level of the 

household head has no any significant effect on consumer and durables goods 

expenditure in both type of rural households. 

Other expenditure category includes expenditure on communication, 

entertainment, non-durables, transport and ad hoc items. With the increase in total 

per capita expenditure, the expenditure share devoted to this category reduces in 

both type of household heads. Significant positive coefficient in internal 

remittances receipt suggest that expenditure on communication, entertainment, 

non-durables, transport and ad hoc items increase with the receipt of internal 

remittances in male headed households. Having more number of workers and 

more number of old dependent people increase the expenditure share devoted to 

this category. 

 

 Conclusion 

The results suggest that with the receipt of internal remittances, male household 

head allocate less on education and more on ad hoc purchases, entertainment and 

transport expenditure, while female household head allocate more on food 

expenditure. The results further reveal that international remittances does not 

provide significant impact on household expenditure pattern in the rural sector 

households. Overall, the findings related to this study are important from policy 

perspective because they support a growing view in the literature that remittances 

(internal) play a significant role in intra-household resource allocation of rural 

sector of Sri Lanka. 

Keywords: Expenditure pattern, Fractional Logit, gender, remittances, rural 

sector. 
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Appendices  

 
Table 1 Fractional Logit outputs by Gender and Expenditure Category 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Variable 

Food Education Housing 

Male 

Headed 

Female 

Headed 

Male 

Headed 

Female 

Headed 

Male Headed Female 

Headed 

Log total expenditure per capita 2.1370*** 1.1187 7.7215** 6.7191*** 3.0053*** 4.5565*** 

Log household size -0.3120 -0.3266** 3.4580*** 3.5687*** -0.4511 -0.6304** 

Log total expenditure per capita square -0.1349*** -0.0897*** -0.3191** -0.2857*** -0.1430*** -0.2143*** 

Receive international remittances -0.0134 0.0490 -0.219 0.0629 0.0552 0.0645 

Receive internal remittances -0.0299 0.0716** -0.5211*** -0.0761 -0.0687 0.0643 

Number of females above 15 years 0.0471 0.0283 -0.3764* -0.4473* 0.0786 0.0755 

Number of males above 15 years 0.0150 0.0051 -0.1780 -0.3925 0.0243 0.0175 

Number of males above A/L 0.1016 -0.2272** 0.0749 -0.6779 0.0755 0.4561** 

Number of females above A/L 0.1293** -0.0498 -0.0871 0.0694 0.0974 0.0477 

Females 6-10 yrs. of education 0.0089 -0.0237 -0.2087** -0.1468** -0.0818** -0.0023 

Males 6-10 yrs. of education 0.0205 0.0764** -0.2491** -0.1196 -0.0179 -0.0915 

Number of female children less than 5 yrs. 0.0741 0.0254 -0.7781*** -0.7575*** 0.0304 -0.0178 

Number of male children less than 5 yrs. 0.0516 0.0897** -0.9267*** -0.8899*** 0.0037 -0.0981 

Number of female children 6-15 yrs. 0.0232 0.0558 0.0135 -0.3681 -0.0758 -0.0418 

Number of male children 6-15 yrs. 0.0366 0.0177 -0.1825 -0.3033 -0.0763 -0.0078 

Number of workers in a family -0.0326* -0.0069 -0.3182*** -0.2711*** -0.1136*** -0.1431*** 

Number of old dependent people -0.1033*** -0.0867*** -0.3072*** -0.2570** 0.0371 0.0310 

Age of household head -0.0134 -0.0094 0.1076** 0.0653* 0.0443*** 0.0447*** 

Education of household head -0.0129*** 0.0029 0.0410*** 0.0206 0.0263*** -0.0036 

Age squared of household head 0.0001** 8.04E-05 -0.0010** -0.0005 -0.0003** -0.00034*** 

Ethnicity of household head 0.0532*** 0.0591*** -0.0564 -0.0365 0.0265 0.0260 

Marital status of household head 0.0237 0.0497 -0.0287 -0.2715* -0.0436 -0.1759*** 

Proportion of durable goods utilized -0.0004 -0.0013 0.0039 0.0032 0.0001 -0.0001 

Constant -6.4211* -0.9454 -55.6108*** -46.6058*** -18.826*** -26.3275*** 

Number of observations 1229 977 1229 977 1229 977 

Significance 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 

Pseudo  R2 0.0420 0.0440 0.0663 0.0457 0.0135 0.0176 
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Table 1 continue. 

*** Significant at 1%, ** Significant at 5%, * Significant at 10% 

All values are weighted 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Variable 

Health 
Consumer and durable 

goods 
Other 

Male 

Headed 

Female 

Headed 

Male 

Headed 

Female 

Headed 

Male 

Headed 

Female Headed 

Log total expenditure per capita 3.9265* 5.4196 4.4281*** 3.3565*** -0.8196 -0.2553 

Log household size 1.3823** -0.4750 0.2765 -0.1942 0.1986 0.7101*** 

Log total expenditure per capita square -0.1579* -0.2203 -0.2099*** -0.1576*** 0.0829* 0.0605 

Receive international remittances -0.0139 -0.1503 -0.0216 0.0169 -0.0123 -0.0939 

Receive internal remittances 0.0361 -0.2374 0.0231 0.0011 0.1319*** -0.0741 

Number of females above 15 years -0.3172** 0.0239 -0.0125 0.0238 -0.0100 -0.1016* 

Number of males above 15 years -0.2981** -0.0747 0.0045 0.1376** -0.0025 -0.0869 

Number of males above A/L -0.2644 -16.7341** 0.2360*** 0.0566 -0.2231** 0.0642 

Number of females above A/L -0.3928** 0.2297 0.0531 0.3498** -0.0689 -0.1371* 

Females 6-10 yrs. of education 0.1713** 0.0404 0.0507* 0.0246 0.0051 0.0606* 

Males 6-10 yrs. of education -0.0035 0.2763 -0.0389 -0.0448 0.0157 -0.0776 

Number of female children less than 5 yrs. -0.1742 0.1329 0.0028 0.0156 -0.0134 0.0051 

Number of male children less than 5 yrs. -0.0222 0.4520*** -0.0938* 0.0360 0.0213 -0.1032 

Number of female children 6-15 yrs. -0.2708* -0.0590 -0.0092 0.0313 -0.0581 -0.0944 

Number of male children 6-15 yrs. -0.3566** 0.2145 -0.0226 0.0781 0.0270 -0.1120* 

Number of workers in a family -0.2239*** -0.0321 0.0259 0.0237 0.1336*** 0.1084*** 

Number of old dependent people 0.1013 0.2434** -0.0250 -0.0439 0.1333*** 0.1299*** 

Age of household head 0.0106 0.0363 -0.0103 -0.0283*** -0.0200* -0.0138 

Education of household head 0.0050 -0.0211 -0.0007 0.0045 0.0048 -0.0011 

Age squared of household head 3.43E-05 -0.0003 0.00002 0.0001** 0.0001 0.0001 

Ethnicity of household head 0.0618 0.1003 0.0073 -0.0271 -0.0735** -0.0811*** 

Marital status of household head -0.1797 -0.0132 0.0205 0.0050 0.0414 0.0582 

Proportion of durable goods utilized -5.8E-05 0.0050 -0.0007 -0.0003 -0.0001 0.0008 

Constant -28.7062*** -37.3847** -25.912*** -19.5474*** -2.1138 -6.1115 

Number of observations 1229 977 1229 977 1229 977 

Significance 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000 

Pseudo  R2 0.0264 0.0236 0.0067 0.0073 0.0580 0.0617 
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Introduction 

Microfinance, in recent years, has been considered as an effective tool for 

eradicating poverty mainly by governments and international organizations 

around the world (Thilakarathna & Wickramasinghe, 2005). Microfinance is a 

bunch of financial facilities such as micro loans, micro savings, micro leasing and 

micro insurance to the poor to thrive them in the economy by their own legs 

through expanding their SMEs (Robinson & Margurite, 1995). Basically, it 

provides variety of financial services focusing poor specially who are incapable 

and represent very low-income household category (Asian Development Bank, 

2000). Microcredit as a branch of micro finance represents the micro loan facility 

that mostly popular strategy in the developing countries for the generating income 

for the poor within last few years. (Anderson & Laura, 2002). The concept has 

much been popular among the nation in the past witnessed that the declaration of 

year 2005 by the United Nation as the year of Microfinance.   

Microfinance itself has more attractive features than that of formal bank loan. 

Ledgerwood, (1999) stated that the flexibility of loan repayment policy and 

interest rate of microfinance are critical factors that differentiate microfinance 

preciously from the borrowing of formal financial market.  However, the lenders 

in the informal sector are often encouraged to charge higher rates of interest. So, 

it is argued that microfinance, by accommodating financial services to 

individuals, households, and micro-entrepreneurs, upgrade income and 

employment generation opportunities for the poor people (Thilakarathna & 

Wickramasinghe, 2005). 

In the national development process, Sri Lanka as a country has greatly welcomed 

microfinance initiatives as one of the strategies that well suits to eradicate burning 

issue of poverty among the regional peoples. Later it was deliberately popularized 

among regional peoples by private banks and micro finance institutes with profit 

motives and it was firmly welcomed by the poor people also. However, according 

to the poverty headcount index, around 7.6percent of the people in the rural area 

is living under the poverty line still in Sri Lanka. At the province level, head count 

index of North Central Province is 7.3 percent, which represents 89,000 poor 

people in the North Central province were under the poverty national poverty line 
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(Departmet of Census and Statistics, 2006). Thus, the purpose of this study is to 

investigate the impact of microfinance initiatives on the living standard of 

farmers in Sri Lanka with special reference to Anuradhapura District. 

 

Methodology 

This study of the impact of microcredit on the living standard of farmers in Sri 

Lanka with special reference to Anuradhapura District is a quantitative type 

deductive study. A literature-based conceptual framework was used here with 

four directional hypotheses. Accordingly, loan interest rate, easiness of getting 

the loan, payment schedule, level of awareness about the microfinance and loan 

repayment are considered as the independent variables and the living standard of 

farmers is identified as the dependent variable. 

The target population of the study was all microfinance beneficiaries in 

Anuradhapura District and 96 micro loan holders were selected as the sample for 

the study based on random sampling method. The primary data were collected 

through a questionnaire which consisted two sections. The first section gathered 

information about demographic characteristics of the respondents and the section 

two contained a series of five-point Likert scale statements related to the 

dependent and independent variables. Data were collected from microloan 

holders in Mahakumbukwewa, Kadurugaskada, and Rathmalgahawewa villages. 

The data were analyzed through SPSS software deploying different statistical 

tools such as descriptive statistics, correlation and regression analysis. 

 

Result and discussion 

At the beginning, Cranach’s Alpha value was calculated to measure the internal 

consistency of the constructs. According to the reliability test, the Alpha 

coefficients of loan interest rate, easiness of getting the loan, awareness about 

micro loans and living standard were above the standard level 0.7. However, the 

Alpha value of payment schedule 0.589, So as to enhance the reliability one item 

was removed from the construct.  

As per the demographic analysis, there were 96 microloan respondents attached 

with the study and out of that 52 percent were male farmers and 83.3 percent 

belong to age 21-40 category. Moreover, in the sample, it was noticed through 

the education analysis that 36.5 percent respondents had only primary education, 

11.5 percent studies up to Grade 09, 33.3 percent schooled up to O/L and 18.8 

percent had higher education. As per the descriptive statistics, the mean values of 

loan interest rate, easiness of getting a loan, payment schedule and level of 

awareness about the finance were 3.36, 3.77, 3.29 and 3.55 respectively. 

However, mean value of living standard of the respondent was at a low level 

(mean 2.817). 
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Correlation analysis was conducted to test the relationships among the variables 

and results are presented in Table 1.  
 

Table 1 Results of correlation analysis 

 

According to the correlation result, the correlation coefficient of loan interest rate, 

payment schedule, awareness about microloans were 0.407, 0.527, .441 

respectively and significant at 0.05.  Accordingly, loan interest rates, payment 

schedule, awareness about microloan are positively correlated with the living 

standard of microloan holders. However, as per the test, the relationship between 

easiness of getting loans and living standard of microloan recipients is not 

statistically significant.   

Regression analysis was performed to test the effect of independent variables on 

the dependent variable. Its results are presented in Table 2.  The regression 

reported Adjusted R2 squared value 0.34 which confirms the predictive power of 

the model.  

Table 2 Results of regression analysis 

Variables Coefficient  Std. Error Sig. 

(Constant) .423 .529 .426 

Loan interest rate .370 .119 .003* 

Level of awareness about the 

microfinance 

.008 .146 .959 

Payment Schedule .339 .098 .001* 

Dependent variable: Living Standard, *Significant at 0.05 level 
 

The regression coefficients of loan interest rate and payment schedule were 0.370 

and 0.339 respectively and significant at 0.05.  Hence, loan interest rate and 

payment schedule have significant effect on the living standard of the microloan 

respondents at Anuradhapura District. However, level of awareness does not 

make any significant effect on increasing the living standard of the microloan 

holders.  

 

Conclusion and recommendations 

The study examined the impact of microcredit on the living standards of 

microloan holders in Sri Lanka with reference to the microloan holders in 

Anuradhapura district. The results reveal loan interest rate and payment schedule 

Variable LS LIR EGL PS 

Living Standard [LS] -    

Loan Interest  Rate [LIR] .407* -   

Easiness of Getting a Loan [EGL] .316 .203 -  

Payment Schedule [PS] .527* .406* .072 - 

Level of Awareness about Micro 

Finance 

.441* .240* .309* .225* 

*. Correlation is significant at the 0.05 level (2-tailed). 
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are the key factors that farmers consider in demanding for microcredit which is 

found to have a positive effect on living standard of the beneficiaries. Thus, well 

focused microcredit programs would help to enhance the living condition of the 

farmers in the region. In particular, microcredit institutions should pay their 

increasing attention on the interest rate and payments schedule to make them 

more convenient for the farmers. More especially, payment schedule should be 

determined by taking repayment ability of the loan holders and their level of 

income, the return on the investment they gain through the loans. Further, 

unexpected environment conditions such as drought, flood should be considered 

in deal with nonperforming loans.  

 

References 

Anderson, L. C., & Laura, L. (2002). Microcredit, Social Capital and common 

pool resources. World Developement . 

Asian Development Bank. (2000). Towards an ADB Microfinance Developement 

Strategy. Manila: ADB. 

Cons, J. K. P. (2008). A limits of Microcredit- A Bangaladesh case. Winter 2008. 

Department of Censuc an dStatistics. (2006). Poverty in Sri Lanka. Departmet of 

Census and Statistics. 

Ledgerwood. (1999). An institutiolnal and finance perspective. Washinton: 

World Bank. 

Robinson, & Margurite. (1998). Microfinance:The paradigm shift from credit 

delivery to sustainable financial intermedeation. 

Thilakarathna, G. M., & Wickramasinghe, U. (2005). Micro Finance of Sri 

Lanka: A household level analysis of outereach and impact of poverty. 

Colombo: Institute of policy Studies In Sri Lanka. 

 



 

 

 

 

 

Strengthening National Cooperates to 

 Face Impending Challenges 
  



 

 

 

 



Strengthening National Cooperates to face Impending Challenges 

  

337 
 

The impact of service quality on customer loyalty of SriLankan 

Airlines  

  

Shashithanganee Weerawansa* 

Department of Economics, University of Colombo, Sri Lanka. 
 

Arumugam Rakesh 
Imperial Institute of Higher Education, Colombo, Sri Lanka.  

*Corresponding author: econlecturer@gmail.com 

 

Introduction  

The aviation sector has become a key segment in economic development of a 

nation. It plays a vital role in moving people or products from one place to 

another, be it domestic or international, especially when the distances involved 

are far. Running an airline profitably has always been a great challenge (Doganis, 

2006). In addition to intense competition diminishing airlines’ profits, airlines are 

exposed to market volatility, legal regulations restricting operations, and a 

disadvantageous cost structure with high fixed costs (Albers et al., 2017, p. 12).  

A successful organization reputation is based on its long-term relationship with 

customers, which are possible only if the customers remain loyal to the airlines; 

According to Khatib (1998), customer service has become a major area of interest 

for both practitioners and academics. The managerial press extols the critical role 

of providing quality service, and academics are struggling with the problems of 

measuring and understanding how customers form service evaluations. Airline 

companies need to evaluate their service quality, customer satisfaction and 

customer loyalty for long term sustenance.  

SriLankan, being a service providing company, is required to provide an excellent 

service. Service quality has become the significant strategic value 

adding/enhancing driver in achieving a genuine and sustainable competitive 

advantage in a global marketplace. Currently, the SriLankan Airlines is graded 

as a ‘3 star’ airline by the Skytrax. Sri Lankan has failed to maintain a quality 

service it was known for. Considering this focus and the expected faster growth 

rate of air transportation in developing countries, it appears that the sector has 

been given relatively less research attention.Therefore, this research aims to 

ascertain and identify the relationship between service quality and customer 

satisfaction and its effect on customer loyalty in Sri Lanka’s airline industry. 

 

Methodology 

The study follows a deductive reasoning methodand top down approach, that the 

study was developed based on thethorough literature survey. Based on the 

findings, set of hypotheses was developed and the constructs were identified to 
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find out the impact of service quality on customer loyalty. Literature suggests 

that service quality and customer satisfaction as antecedent of customer 

loyalty.Therefore, the researchers developed the following conceptual 

framework (Figure 1) to identify, the impact of service quality on customer 

satisfaction and customer loyalty in the industry.   

As shown in Figure 1 the conceptual framework has one independent variable 

(Service Quality), which consists of five dimensions, one mediating variable 

which is customer satisfaction and the dependent variable is customer loyalty. 

The following variables were taken into consideration through a literature survey 

and identifying the experts view on the study.  
 

 
Figure 1 Conceptual framework 

 

A convenient sample of 200 passengers, who have travelled on SriLankan during 

the past one year, was used to obtain data. Date were analyzed using the software; 

the statistical package for social sciences (SPSS) 17.0 version. 

 

Results and discussion  

To examine the relationship between service quality and customer loyalty, 18 

indicators divided among 5 dimensions were used in correlation analysis. The 

results indicated that all the dimensions of service quality, airline tangible, 

terminal tangible, personnel, empathy, image, had a significant positive 

relationship with customer loyalty (See Table 1).  
 

Table 1 Result of correlation analysis 

 Customer Loyalty Remarks 

Airline Tangible 0.558 Significant 

Terminal Tangible 0.443 Significant 

Personnel 0.601 Significant 

Empathy 0.450 Significant 

Image 0.498 Significant 

To identify the mediating effect of customer satisfaction on the relationship 

between service quality and customer loyalty the Sobel test was used. The 
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mediation effect of customer satisfaction on each relationship between dimension 

of service quality and customer loyalty has been tested.  

The regression coefficients and standard errors data were used for the Sobel test 

calculation. The regression coefficient of the relationship between the 

independent variable and Mediating variable was used against the regression 

coefficient of the relationship between the Mediating variable and Dependent 

variable for each test. The following table (Table 2) was constructed with the 

output of SPSS. 

Table 2 Regression coefficients and standard errors of variables 

    Independent Variables 

RegressionCoeffi

cient 

Standard 

Error 

Airline Tangible and Customer Satisfaction 0.551 0.060 

Terminal Tangible and Customer Satisfaction 0.515 0.064 

Personnel and Customer Satisfaction 0.656 0.050 

Empathy and Customer Satisfaction 0.405 0.056 

Image and Customer Satisfaction 0.543 0.057 
 

Table 3 shows the results for the mediation effect of customer satisfaction 

between Service Quality and Customer Loyalty. The results were obtained 

through the Sobel test. It was identified that all the independent variablesare to 

be significant at 0.05 significant level. As a result it was proven that Customer 

Satisfaction mediates the relationship between Service Quality and Customer 

Loyalty. 

Table 3 Results of Sobel test  

 

 

Sobel  Test 

Statistics p-value Remarks 

Mediation effect of Customer Satisfaction on 

Airline tangible and Customer Loyalty 

7.517 

 

0.000 

 

Significant 

 

Mediation effect of  Customer Satisfaction  on  

Terminal  tangible  and Customer Loyalty 

7.050 

 

0.000 

 

Significant 

 

Mediation effect of  Customer Satisfaction on 

Personnel and Customer Loyalty 

8.660 

 

0.000 

 

Significant 

 

Mediation effect of  Customer Satisfaction on 

Empathy and Customer Loyalty 

6.497 

 

0.000 

 

Significant 

 

Mediation effect of Customer Satisfaction  on 

Image  and Customer Loyalty 

7.810 

 

0.000 

 

Significant 

 

 

Conclusion 

The objectives of the study was to examine the effect of perceived service quality 

on customer loyalty in SriLankan Airlines. By conducting a complete literature 

review on the research topic which had a very limited research, the 

researcherswere able to identify the service quality dimensions that influence 

customer loyalty in the Airline industry, these dimensions were identified through 
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the AIRQUAL model which was developed to measure airline service quality. 

From the study it was identified all the service quality dimension had a significant 

impact on customer loyalty.It was also identified that customer satisfaction 

mediates the relationship between servicequality and customer loyalty. Finally, 

the study proved that in SriLankan Airlines service quality has an impact on 

customer loyalty with the mediation effect of customer satisfaction. 

Keywords: Customer loyalty, customer satisfaction, service quality,  SriLankan 

Airlines. 
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Introduction 

Public debt has been widely recognized as a necessary supportive component for 

expediting the economic development process of developing countries. If 

borrowed funds are utilized by the public sector productively and efficiently it 

will be favorable to the economy. Along with this argument, the governments of 

those countries have tended to raise loans vastly from available internal and 

external sources. The debt cycle theory provides a rational for debt which 

contributes to enhance the economic growth of a country. Chaudhary and Anwar 

(2000) pointed out that a country borrows in the first stage, generates additional 

resources and is able to stand on its own feet in the second stage. If it continues 

to borrow the country will emerge as surplus of resources and it can repay the 

loans in the third stage. However, the literature emphasizes the relevance of 

country-specific factors in explaining the empirical relationship between public 

debt and growth (Panizza & Presbitero, 2012). 

Inefficient utilization of public debt may have impact on macroeconomic 

fundamentals adversely. Public debt from domestic banking sources would lead 

to the inflationary pressures and credit rationing and crowding out of private 

sector investment. Along with these effects high level of debt servicing payments, 

making tough conditions related to borrowings and difficulties of fiscal balance 

would affect the economy harmfully. Therefore, public debt explores an 

important policy question that needs investigating empirically (Panizza & 

Prebitero, 2012).  

With the introduction of liberalization economic policy in 1977, Sri Lanka 

underwent outstanding fiscal policy reforms. The government tended to get more 

foreign loans in order to implement long-term development projects and to ease 

the difficulties of balance of payments. As a result, the total public debt as a 

percentage of GDP was 72.5 in 1978 and it increased up to 103 percent in 2001. 

In recent years, it has gradually decreased especially in 2016 making total public 

debt 79.3 percent which comprises 45.1 percent domestic debt and 34.2 percent 

foreign debt (CBSL, 2016). Meanwhile, higher debt service payment made Sri 

Lankan economy face difficulties in debt management 

 Sri Lankan economy has recorded a considerable higher level of economic 

growth on average within the last four decades. So that the behavior of economic 

growth of Sri Lanka, apparently has been accelerated through the government 
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initiatives for infrastructure development. Nevertheless the debate is continuing 

as to know whether the public debt has really impacted on growth or used loan 

funds for mere consumption and extravagant privileges of the politicians or 

bureaucrats. Therefore, the reasoning for this argument is an important research 

problem that has not been studied adequately regarding the Sri Lankan context. 

Hence, this research focuses on investigating the empirical relationship between 

public debt and economic growth. 

The primary objective of the study is to identify whether public debt affects the 

economic growth in short run and long run in Sri Lanka considering the period 

1980 - 2016. The secondary objective is to identify the importance of selected 

macroeconomic and demographic variables among other determinants of 

economic growth in Sri Lanka. 

 

Methodology 

The theoretical framework constructed by Al-Zeaud and Ali (2014) has studied 

public debt and economic growth using Ordinary Least Squares (OLS) 

econometric model including other factors (investment rate, population growth 

rate, inflation rate, terms of trade rate, the rate of fiscal balance to GDP, trade 

openness, rate of public debt to GDP, debt service payment) that determining the 

economic growth in Jordan. With some modifications and improvements we used 

Vector Error Correction Model in the study. 

𝐺𝑅𝐺𝐷𝑃𝑖𝑡 = 𝛽0 +  𝛽1 𝑃𝐷𝑖𝑡 +  𝛽2 𝐼𝑁𝑇𝑖𝑡 + 𝛽3𝑇𝑂𝑖𝑡 +  𝛽4𝑃𝐺𝑖𝑡 + 휀𝑡 

Where; GRGDP is growth rate of GDP, PD is Public Debt as a 

percentage of GDP, INF is inflation rate, TO is trade openness as a 

percentage of GDP, PG is population growth rate. 휀 is the error 

term and, t is the time period (1980-2016).  
 

Data were extracted from annual reports of Central Bank of Sri Lanka. Unit Root 

tests namely, Augmented Dickey Fuller (ADF) and Philip and Peron (PP) tests 

were conducted to test the stationary property of time series data and, Johenson 

Cointegrating and Vector Error Correction Model were used in the analysis to 

examine the long-run and short-run relationship of the variables. 

 

Results and discussion 

According to the results of unit root tests all variables are stationary at first 

difference suggesting that they are integrated in order [I(1)](see Table 1 in 

Appendix). In order to identify the lag length of variables SIC, LR, FRE, AIC 

and HQ criteria were used. The results of all these criteria suggest that one lag 

length (see Table 2 in Appendix). It is used for all the other tests of the study. 

After that Johanson Cointegration test was carried out in order to ensure that 

whether there is a long-run relationship between variables. According to the test, 
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one integrating equation is identified at 5 percent significant level. Thus, there is 

a long-run relationship between variables (see Table 1). 
 

Table 1 Results of the Johanson Cointegration test 

Hypothesized  Trace 0.05  

No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 

None *  0.539763  73.65685  69.81889  0.0239 

At most 1  0.418054  46.49640  47.85613  0.0667 

At most 2  0.393558  27.54820  29.79707  0.0889 

At most 3  0.209803  10.04305  15.49471  0.2774 

At most 4  0.050169  1.801490  3.841466  0.1795 
Trace test indicates 1 cointegrating eqn(s) at the 0.05 level,  * denotes rejection of the hypothesis 

at the 0.05 level,  **MacKinnon-Haug-Michelis (1999) p-values 

 

   GRGDPt = -0.026+0.0138PD+0.029TO - 1.186PG -  0.103NF  ……………(1) 
                                    [1.695]      [2.196]      [-2.982]    [- 8.809] 
  

The results (Equation 1) show that coefficients for public debt (PD), trade 

openness (TO), population growth rate (PG) and inflation (INF) are significant. 

By supporting to the primary objective of the study, the result shows that public 

debt has a positive impact on economic growth in long-run. Thus, government 

can utilize the borrowed funds in efficient ways to boost the economic growth in 

long-run. However, the positive impact is trivial and weakly significant, 

indicating that as public debt in Sri Lanka is at a higher level and it is difficult for 

the economy to bear the debt burden. This result is very much consistent with the 

findings of Panizza and Prebitero (2012). As TO, PG and INF variables which 

are included into the model are significant, they also affect the economic growth 

in long-run. Trade openness affects positively while inflation and population 

growth rate affect negatively for economic growth in Sri Lanka as important 

determinants of economic growth.    

In order to find out the long -run adjustment and short- run relationship Vector 

Error Correction Model is used (see Table 2). 
 

Table 2 Result of Vector Error Correction 

 

 

 

 

 

Above results show that there is no impact of public debt on economic growth in 

short-run since PD variable is not statistically significant. It reveals that previous 

year public debt does not affect the current year economic growth. It takes time 

to enhance economic growth through public debt because it is a long-term process 

in which returns can be gained after some time lags. Similarly, trade openness 

D(PD(-1)) D(TO(-1)) D(PG(-1)) D(INF(-1)) 

    
0.007108 -0.012415 -0.157926 0.026841 

(0.01016) (0.01274) (0.40601) (0.01092) 

[ 0.69938] [-0.97457] [-0.38897] [ 2.45882] 
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and population growth do not affect the economic growth in short-run. However, 

as INF variable is significant at 1 percent, it infers that inflation affects the 

economic growth in short run. Meanwhile, long -run adjustment does not exist in 

the model.     

 

Conclusion and policy recommendations 

The empirical results show that public debt has positive and significant effect on 

economic growth of Sri Lanka in the long-run but not in the short-run. Trade 

openness, population growth and inflation are found to be the factors which affect 

the economic growth in long-run. Thus, in order to ensure the long run economic 

growth, government should use public debt in efficient and effective manner. 

However, higher level of public debt may be a burden and decelerates the 

economic growth. Therefore, public debt should be maintained at optimum level 

and policy makers should deliberately make effort to manage public debt to 

accelerate the economic growth. Along with public debt, government can pay 

attention on foreign trade for better market environment; maintaining a moderate 

inflation rate and enhancing the quality of labor force to accelerate the economic 

growth in Sri Lanka.  

Keywords: Economic growth, inflation, population growth, public debt, trade 

oppress.  
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Appendices 

Table 1 Results of unit root tests (1st difference) 

Variable Intercept Trend and Intercept 

ADF PP ADF PP 

GRGDP 0.0000 0.0000 0.0000 0.0000 

PD 0.0000 0.0000 0.0002 0.0000 

INF 0.0000 0.0000 0.0000 0.0000 

TO 0.0000 0.0000 0.0001 0.0001 

PG 0.0000 0.0000 0.0000 0.0000 
*All variables are significant at 1% significant level 

  

Table 2 Lag length 

                
 Lag LogL LR  FPE AIC SC HQ 

                
0 -347.309 NA    380.9565  20.1319  20.3541  20.20869 

1 -275.431   119.112*    26.6011*   17.4532*   18.7860*   17.91345* 

2 -260.983  19.814   53.352  18.0562  20.50034  18.89993 

 * indicates lag order selected by the criterion, LR: sequential modified LR test statistic (each 

test at 5% level),  FPE: Final prediction error, AIC: Akaike information criterion, SC: Schwarz 

information criterion, HQ: Hannan-Quinn information criterion.  
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Introduction 

Construction industry plays a significant role in the economy which generates 

both employment and wealth. Government being the major employer in the 

construction industry, Public Private Partnerships (PPPs) has been the mostly 

used procurement method in public infrastructure procurement (Zhang, 2005).   

PPPs can be defined as a long-term contract between a private entity and the 

government for providing a public infrastructure in which the private entity bears 

financial risk.  

PPPs transfers the public infrastructure development and its related services to 

the private sector giving responsibility for design, construction, maintenance and 

finance, with the public party as the customer or the direct user (Walker & 

Smith,1995). Further to Zhang and Kumaraswamy (2001), one of the key 

purposes of PPP is to handover contract responsibility for the infrastructure 

project to the private sector, in order to increase efficiency, effectiveness, cost 

reliability and financial security. There are different classifications for PPPs in 

worldwide. The purposes may vary according to the background of the country 

and the specific interests of the government infrastructure (Walker & Smith, 

1995).  In some cases, PPP terms a wide range of measures whereby government 

tasks are outsourced to private partners, and risk is shared between the public and 

private sectors to achieve about desired results. 

The willingness of financiers and lenders to invest government infrastructure 

projects depends significantly on the government environment where these 

infrastructure projects operated (Busler, 2014). Infrastructure projects are not 

pursued by private parties which are in an environment where government 

authority is viewed as poor credit quality and contracts that cannot be enforceable 

easily. For PPP infrastructure project schemes to success there has to be favorable 

political policies, legal policies, economic feasibility and favorable commercial 

environments for the private party participation. 

PPP projects were implemented all around the world over the past decades within 

a vast range of projects in infrastructure such as ports, power plants, railways, 

telecommunication networks, bridges, water supply, and other services of 

information technology and other infrastructure projects (Anderson, 2012). In Sri 

Lankan context PPPs has recorded a significant usage during last few years. 
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Even though the government plays significant role in PPP projects, many studies 

have focused on the critical success factors of PPPs and the associated risks. 

Therefore, the matters solely relating to the government role in PPPs in Sri Lanka 

is a significant matter to be researched. 

The aim of the research is to develop a framework to improve government role 

towards successful PPP implementation. Following objectives are set in order to 

achieve the above aim;  

- to examine the PPP as a tool for procuring government infrastructure 

- to identify the government role, responsibilities and its impact in PPP 

projects 

- to identify the current issues relating to the government role of PPP 

projects 

- to investigate strategies to overcome the identified issues of 

government role in PPP projects 
 

Methodology 

A qualitative approach was adopted for this research with semi structured 

interviews. Interviews were carried out in two stages as; preliminary expert 

interviews and detailed expert interviews. As the first step of the data collection 

preliminary interviews were carried out with three (03) experienced professionals 

in the construction industry in order to identify the responsibilities of government 

in PPPs. The data from the preliminary interviews were analyzed using content 

analysis. The detailed expert interview guidelines were developed using the 

findings of preliminary interviews. Main objectives of the detailed expert 

interviews were to identify the issues of government role in PPPs and strategies 

to improve government role in PPPs. 10 detailed interviews were carried out 

among construction industry experts including the three experts involved in 

preliminary interviews. Purposive sampling was used to select the sample of 

respondents due to the complexity of the research problem. Therefore the 

members of the sample were chosen in relation to the following criterion; 

- professionals who are having more than 10 years of experience in the 

construction industry with significant involvements in contract 

administration in infrastructure projects.  

- professionals who have involved in contract administration in at least one 

public private partnership based infrastructure project. 

Details of the respondents are presented in Table 1. After obtaining data from 

interviews, concept identification and data reduction were done by using Nvivo 

software. Data analysis was based on examining, classifying and arranging 

evidence to assess whether the evidence supports the initial plans of the study. 

Code-based content analysis enabled to find similar perceptions under a 
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particular concept and consider its significance rather than the actual content of 

the segment. 

Table 1 Details of the respondents 

Designation 
No. of years 

of experience 

No. of PPP 

projects 

involved 

Contract Manager 18 2 

Contract Manager 20 3 

Contract Administrator 21 2 

Chief Quantity Surveyor 16 1 

Project Manager 17 1 

Project Director 21 1 

Chief Quantity Surveyor 15 1 

Project Manager 16 1 

Chief Operations Officer 25 1 

Programme Director 23 2 
 

Results and discussion  

The government has responsibility in solving a wide range of issues in PPPs. 

Private Participation in infrastructure development requires the government to 

continue to play a key role in planning, policy formulation and regulatory matters 

according to the expert’s opinion. All the interviewees identified that following 

responsibilities have to be fulfilled by government in Sri Lanka in PPPs. 
 

Table 2 Responsibilities of the government 

1. Enable commercial viability of the PPP project 

2. Provide more confidence to investors and lenders 

3. Keep better insight to protect the public interest 

4. Keep favorable commercial environments for the private party 

participation 

5. Reduce the fear of the private party considering various involved risks 
 

There are legal, social, economic, political and administrative issues involved in 

PPP projects. The government has responsibility in overcoming a wide range of 

issues in PPPs to establish a successful PPP project. The identified issues of the 

government role are presented in Table 3. 

 Table 3 Issues of government role relating to PPPs 

1. Complex decision making 

2. Inadequate domestic capital markets 

3. Inadequate legal and regulatory framework 

4. Issues with the communication central government and local 

authorities  

5. Issues with the public interest towards PPP projects  

6. Lack of capacity of the government 

7. lack of clear government commitment and objectives 

8. Lack of competition 

9. Lack of mechanisms to attract long term finance from private sector 
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Table 3 Continued. 

10. Lack of protection to the finance lenders 

11. Less credibility of government policies 

12. Political instability 

13. Poor management of risk 

14. Poorly defined PPP policies 

15. The delays when approving permits by the government 

16. Transparency of the PPP project 

17. Wide gaps between private and public party expectations 
 

The government has responsibility in overcoming a wide range of issues in PPPs 

to establish a successful PPP project. According to the findings, the identified 

solutions to overcome these issues are as follows (See Table 4). 

 Table 4 Strategies to improve government role 

1. Creation of an PPP enabling environment 

2. Establishing risk based approval system  

3. Establishment of clear regulations for PPP 

4. Establishment of high level committee 

5. Formulation of a strong PPP policy framework 

6. Implementing legal and regulatory framework 

7. Taking legal actions to delaying payments by officials  

8. Using one stop shops to improve coordination of government 
 

The developed framework is shown in Figure 1 which consists with the findings 

of the research in order to improve government role in PPPs. 
 

Lack of protection 

to finance lendersDelays in approving 

permits

Legal restrictions on 

PPP

Communication issues 

between government 

authorities

Enabling Clear PPP regulation
Creating A PPP enabling 

environment

Issues with interest 

of public

Issues of Government role in PPP 

projects

Government Coordination 

issues

Government 

capacity issues

Inadequate legal 

framework

Transparency of 

PPP projects
Poor PPP policies 

Mistrust of private sector 

involvement in PPP 

projects

Political instability

Improving legal and regulatory 

framework

Strategies to improve  Government role 

in PPP projects

Strategies to fast process of 

permits

Implementing a PPP unit in 

Government

Formulation of a strong PPP 

policy framework

Strategies to fast process 

of permits

 Taking legal actions 

for delaying permits

 Using one stop shops

 Establishing a Risk 

based approval system 

for PPP

Strategies to Create PPP 

enabling environment

 Minimizing political 

influence

 R&D

 Development of 

Procurement system

 Implement institutes 

to guide PPP

Establishing a High level 

commitee

PPP regulation methods

 By contract

 By independent 

regulator

Formulation of strong 

policy frame work

 Transperant policies

 Accountability 

 Participatory approach 

to decision making in 

PPP

                
Figure 1 Framework to improve government role towards successful PPP 

implementation 
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Conclusion  

PPPs have become the most prominent alternative procurement method used in 

infrastructure development in Sri Lanka. Therefore, it is important to take actions 

to improve government role towards successful PPP projects. This research was 

aimed to develop a framework to improve government role towards successful 

PPP implementation. The findings of this research revealed that there are critical 

issues relating to the role of the government which are resulting in poor progress 

in PPPs. 

Be concerned about the research findings, followings recommendations can be 

made for improving government role towards successful PPP projects in Sri 

Lanka. The PPP concept is quite new to the current Sri Lankan context but it is 

rapidly expanding in world infrastructure projects. Establishing a clear legitimate 

institutional framework supported by reputed authorities is an important 

recommendation for the government.  The government should ensure public 

awareness of the costs, benefits and potential risks of PPPs and other 

conventional procurements. Understanding of the PPP project is important and 

this requires active discussion engagement with stakeholders, end-users in 

proposed project. Key institutional and government roles and responsibilities 

have to be maintained. This needs that procuring authorities, PPP Unit, the central 

budget of the country, construction sector regulators are assigned with clear 

mandates and enough resources to confirm a prudent PPP procurement process 

and strong lines of accountability. Government should ensure that all significant 

and important regulation affecting the operation and the process of the PPP is 

clear, transparent and enforced. 

Keywords – Government role, infrastructure, PPPs, procurement, strategies.  
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Introduction  

Healthcare is fundamentally different from usual commodities like food, clothing 

and shelter. Health goods are not homogeneous in nature, thus the market clearing 

situation at some part does not imply that absence of imperfection in others. 

Under a proper healthcare system, alternative providers are available and we have 

to choose among them depending upon the improvements on expected outcome 

(Arrow, 1963). Considering this, a rational consumer tries to choose the 

alternative which yields highest utility (Dreze & Sen, 1995). The literature on 

healthcare is not only confined to the qualities of healthcare use, but also extends 

to the quality of service provided by them (Farrell, 1957). Performance of the 

health sector is a very important indicator of human development index of a 

society (Grossman, 1972). Productivity factor of a society is severely affected by 

the poor health condition. The publicly provided health facilities have some 

common features like higher-tier hospitals or health units overloaded with 

patients, whereas the basic levels are underutilized (Gertler & Van der Gaag, 

1988). Hence it is an important and significant task for the stakeholders to 

consider the efficient side as well as the inefficient side of the health support 

function of the publicly provided institution (Banker, Charnes & Cooper, 1984). 

In this study, we try to capture the scenario of healthcare delivery system of 

Primary Healthcare Centres (PHCs) in Purulia district of West Bengal State of 

India.  

The study attempts to assess the impending room for service release of the PHCs. 

The room for service release means, to what extent government and its associates 

allow the resources (existing and additional) for the improvement of service 

delivery (Evans et al.,2000) of the PHCs and to achieve specific objectives of 

health. The present study considers basically two issues regarding healthcare 

need. One is how much the need is satisfied by the existing system and the other 

is how much remain unmet in the Purulia area. The study considers a simple 

supply demand frame to observe this. Two main research questions are fitted in 

the study are (1) Services rendered by PHCs in terms of service grouping and (2) 

Service rendered by PHCs in specific geographical areas. The first question 
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identifies, what amount additional competences are to be allowed to the PHCs of 

Purulia to face the extra (uncertain /certain) burdens of future, which may 

generate from inpatient care, outpatient care, maternal and child health care etc. 

The second question recognize the most vulnerable blocks in terms of 

inefficiencies of PHCs. 

 

Methodology 

The service delivery space of PHCs in case of inpatient care, outpatient care, 

institutional deliveries, immunisations are variable in nature. As for example, the 

PHCs are mainly deal with outpatient services rather than inpatient care. The 

study considers all the 53 PHCs of the district, and each and every PHCs were 

visited three times of a month to undertake the outpatients (1282) and inpatients 

(171) response. Thus to allocate resources for the PHCs, the government have to 

make a priority based list which may be termed as enormity of space. Thus to 

consider such issues, the study considers two scenario, one is base or foundation 

or existing scenario and other is desirable scenario. The base scenario is estimated 

from the household survey, patients’ survey and administrative facility survey of 

the PHCs. The desirable scenario can be derived on the basis of certain set of 

assumptions. Then we can assess the service delivery space by comparing these 

two scenarios. 

Purulia, a cluster of biosphere reserves and home about 2.5 million people, is a 

part of West Bengal state with 20 blocks (purulia.nic.in). The nature of the data 

is both the primary and secondary type. For the purpose of the study, detailed 

visits were made in all the 53 PHCs under structured questionnaire. The 

infrastructural, manpower, medicines, inpatients admission and outpatients visits 

was observed very carefully for each PHC under structured questionnaire. In case 

of outpatient department (OPD) every second patient in the speciality queue was 

approached and briefed about the study by the investigator. If he or she agreed, 

they were asked about their socio economic conditions at that time. As they 

finished their visits in the PHCs completing all types of services like doctor's 

advice, medicines allocation, diagnostic tests etc., they were again approached at 

the gateway of PHCs regarding the experiences they gathered from such 

facilities. By this way a total of 1282 patients have been surveyed from OPD 

facilities of the existing PHCs. In case of inpatient department (IPD) visits the 

study first considered that bed size of the all 53 PHCs of Purulia district varies 

from 0 to 10, and there are total 232 beds providing IPD services for the 2.5 

million people at the primary level healthcare. Here the study meets with the two 

third patients of the IPD in each PHC. The selection of the patients has been made 

on the basis of every first and second patients from the three patients admitted in 

the respective PHCs. Thus out of 232 beds 171 patients have been interrogated 
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regarding their perception of service quality rendered by the PHCs of the study 

area. 

Here, the base scenario conditions are already known to us for the following 

inputs and what level of output produced by them is also in our knowledge. 

Among these outputs one major output is number of child birth taking place in 

the institution like PHCs. One may consider this as a proxy for the indicator like 

institutional delivery. The estimation of Table 1 points out that if, institutional 

delivery increases by 10 percent, the PHCs of Purulia delivered extra 566 births 

(considering other facts remain same). Now if we assume that average length of 

stay for a birth delivery is 3 days, then the number of inpatient days translated to 

1698 (roughly) days. Now in the study area there are 232 bed performing for the 

year i.e. there will be 82592 bed days. If the average length of stay is 3 days, then 

this will generate 27531 bed days per patient. Now due to 10 percent increase in 

institutional delivery 1698 inpatient days further generated which is 6.17 percent 

of the present capacity. But our survey study on PHCs indicates that they (PHCs) 

are already close to the saturation level, though there are some gaps in the 

manpower and infrastructural facilities. Now the additional burden of 6.17 

percent in inpatient capacity will make the conditions of PHCs more critical, and 

has happened due to increase in institutional delivery by 10 percent. Thus 

additional support for the PHCs become urgent need, otherwise we will observe 

a huge referral tendency and by-pass inclination to the higher-tier hospitals.  
 

Table 1 Estimation of gap in institutional delivery of PHCs, Purulia, 2016 

 Estimated 

Birth in 2016 

Estimated 

Institution 

Delivery in 

2016 

Estimated 

Deliveries in 

PHCs, 2016 

Total birth 

Delivered 

at PHCs 

Additional 

Load on 

PHCs 

Assumptions Population 

2.5 million, 

birth rate 

2.2% p. a  

60% of 

Population as 

per district 

health 

information 

10% of the 

estimated 

Institutional 

delivery 

From HMIS 

data, 2016 

If 

Institutional 

delivery 

increase by 

10% 

Western 

Dooars 

55000 33000 3300 3284 566 

Source: Purulia District Health Office, 2016 
 

The inputs of the specified health system used by the PHCs are defined as bed, 

equipment, doctor, nurse, health assistant, group-D staff, and medicines. All these 

inputs are used to produce four qualified output like Quality adjusted in-patient 

output (QAIPD), Quality adjusted out-patient output (QAOPD), Number of child 

birth, and Number of health education sessions. 

Before the data analysis the study tries to illustrate the output specifications of 

this analysis. The true fact is that state has not supplied the full component of 
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staff including doctors, required to all the PHCs of the country. Health managers 

know that more or less homogeneous inputs need not always lead to same 

outputs. Thus it is an important task from their end also to mark the critical 

performers regarding production of health outputs. This will help them to identify 

the areas which need to be strengthened and the investment that need to be carried 

out.  

Accessibility in a block is classified in three categories- good, moderate, and 

poor. The good, poor, and moderate physical accessibility indexes blocks are 

identified by following criteria like (i) More (less) than 50 percent of the village 

have bus services within 5 km; (ii) More (less) than 10 percent of the villages 

have railway line within 5 km; (iii) Less (more) than 10 percent of the villages 

have  river bodies on their approach roads; (iv) Less (more) than 10 percent of 

the villages have  10percent area under forest; (v) Distance of farthest sub-centre 

to BPHC is less (more) than 20 km or less than 2 hours journey. 

 

Results and discussion 

The study used output-oriented DEA model in the analysis because inputs of the 

PHCs are not controlled by themselves, it has to depend upon others. For example 

the deployment of human resources in the PHCs are not in the management part 

of the PHCs . It is difficult as well as unethical up to some point to reduce inputs, 

which are already in short supply position. Therefore we have made an attempt 

to look at the possibility of maximising the output with the given level of inputs. 

The output oriented approaches of DEA identifies that how much output units 

can be increased with the same use of inputs. Again DEA stipulated that input-

orient approach and output-oriented approach leads to the same frontier. Thus the 

study identifies the PHCs as the best efficient performer according to output-

frontier and input-frontier are same. But the measures changes for the inefficient 

PHCs. Thus it is expected that the choice of process will not affect the results 

significantly. Out of the 53 PHCs, 39.6 percent (21) are established to be 

relatively technically efficient score with a TE score of 100 percent and they 

should be considered as the peer group among the lot. The remaining 60.4 percent 

(32) are technically inefficient since they had a TE score of a lesser amount than 

100 percent. These 32 PHCs are situated below the efficiency frontier with a 

mean score of 65.48 percent on a scale of 0 to 100. 12.5 percent (4) of the 

inefficient PHUs have a TE score of less than 50 percent. The overall sample 

average TE score is 79.11 percent [standard deviation (SD) = 21.23 percent]. This 

implies that if the inefficient PHCs are to work as efficiently as their 15 peers on 

the efficient frontier, outputs can be increased by about 20.89 percent without 

changing the point of inputs used. The mean TE score among the inefficient (23) 

PHCs is 65.48 percent (SD = 16.31 percent). This means that their output can be 
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expanded by 34.52 percent without altering their input combinations. The study 

shows a high degree of variation across different PHCs. In the study 15 PHCs are 

found efficient. This means that further increase in output is not feasible in the 

current structure. Some PHCs are found with so low score of efficiency that their 

expansion of output can be possible by more that 60 percent by the efficient 

utilisation of resources. In case of scale efficiency scores the study identifies that 

31.58 percent (12) PHCs have a scale efficiency (SE) score of 100 percent. This 

means that these PHCs would significantly improve their efficiency and reduce 

their unit cost by increasing scale of operation and they have the most productive 

size for the particular input-output combinations.  

The geographical distribution of the blocks over the district represents the 

physical accessibility criteria according to this study.  All the 20 blocks of the 

district are analysed in terms of secondary data collected from district 

administration and district forest office. On the basis of such data level a rough 

categorisation has been made and the results in this respect indicate that blocks 

have poor physical accessibility compared to others. Anyone can able to use 

"AccessMode" software developed by World Health Organisation (WHO) for 

modelling physical accessibility to healthcare. But in this study such type of 

application is not possible due to data unavailability and time.  

 

Conclusion 

The study observes that service delivery spaces for the existing PHCs are limited 

by various factors. The service delivery spaces are defined in terms of technical 

efficiencies and scale efficiencies derived for all 53 PHCs of the Purulia District. 

By considering both the physical accessibility and service delivery spaces for all 

the blocks in macro terms, the study identifies the strongest and weakest blocks 

performing in terms of both service delivery spaces and physical accessibility 

index.  Next, considering the technical and scale efficiency scores of each PHCs 

the study tries to identify the PHCs at micro or individual level which offers 

health support at primary level. The study tries to identify the best practicing 

PHCs and the PHCs need special attention.  
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Introduction 

Bond markets are an absolute backbone for any economy. Without bond market, 

there would not be liquid cash available for companies to grow, the economy to 

develop and the government to invest in. Bonds are basically a small loans 

investors lend out to the government, companies, and all others who need the 

money for various needs. Bond market normally denotes to the Government bond 

market.  There are some bond markets for corporate bonds and financial 

instruments. The bond market commenced its active operations in 1990’s in Sri 

Lanka with the issuance of medium and long-term bonds.  Apart from the direct 

effect of the bond market on the economy, bonds also effect to the many macro-

economic factors in a country and those might course to raise money for its 

various needs and to help it finance public debt. To keep competition and win at 

primary issues and to make higher margins at secondary level need to be aware 

on market information.  

Several initiations have been taken in recent years to provide an environment 

conducive for developing the bond market through financial sector reforms and 

restructuring programmes in Sri Lanka. The high debt/GDP ratio may be 

overstated, as 45 percent of public debt is foreign debt contracted at concessional 

terms with long repayment periods (Dheerasinghe, 2003). According to 

Karunasena (2009), continuation of efforts to develop the domestic bond market 

further, particularly paying more attention to the establishment of a separate 

public debt office, minimization of fiscal deviations, reliance on market-based 

borrowing strategy and ensuring of price stability, is necessary to ensure the 

development of an efficient and dynamic domestic bond market in Sri Lanka.  

Sophastienphong at al. (2008) conclude that Sri Lanka has made much progress 

in developing its regulatory framework for the capital market. Sri Lanka should 

ensure the macroeconomic stability by reducing inflation and maintain the fiscal 

deficit at stable level for enhance the efficiency in bond market.   

This study aims to identify concepts of main features and the recent trends of Sri 

Lankan bond market during the past decade. Further, the study examines the 

reasons for changes of Bond market in Sri Lankan during the period 2005- 2015.  
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Methodology 

The study is based on secondary data which have been gathered by the Central 

Bank of Sri Lanka statistics. The aim of the study is identifying the trend of bond 

market in Sri Lanka in the past ten years. For this purpose, the study considered 

the primary market and secondary market operations and performance and 

Treasury Bonds had been considered.  

 

Results and discussion 

The development of Treasury bond market helps reduce government reliance on 

local banking system and international capital market in mobilizing commercial 

type borrowings to finance the resource gap. In turn, it would help to improve 

risk management in public debt; lowering risks in relation to interest rate, foreign 

exchange and refunding exposure, thereby making the economy more resilient to 

crisis. In addition, the developed Treasury bond market helps the Central Bank 

for efficient and effective monetary transmission mechanism and act as a 

benchmark for the development of the corporate bond market. Treasury bonds 

are traded through competitive auctions conducted by the Central Bank on a 

regular basis.  Primary dealers who have been involved in the government debt 

market since 1992 have direct access to the primary auctions. The study found 

that Sri Lankan government bond market has been developing while the yield 

curve has been extending gradually towards longer maturities. 

According to the present regulatory framework, primary dealers (11 PDs) should 

subscribe the entire sale and single primary dealer minimum investment level is 

set at 10 percent of the volume of sale to avoid any possibility of under 

subscription. Since the establishment of the primary dealer system, the Central 

Bank continued its role as a debt manager to develop the primary dealer system. 

According to Figure 1 Sri Lankan primary bond market shows the potential 

contribution to the financial market in Sri Lanka.  

 
Figure 1 Linkage between maturity period, coupon rate and yield 

Source: www.cbsl.gov.lk, (2016) 

http://www.cbsl.gov.lk/
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The secondary market operations, which have been developed initially for trading 

of Treasury bills were then extended to the trading of Treasury bonds in the 

market.  Today, market intermediaries can freely transact and intermediate in the 

secondary market for government bonds.  Main participants or intermediaries in 

the secondary market are primary dealers, commercial banks, finance companies 

and institutional investors.  

According to the Central Bank statistics (2015), the total secondary market 

transactions of PD industry, which includes outright as well as repurchase 

transactions, increased significantly by 27.77 percent to Rs. 15,413.61 billion in 

2015 from Rs. 12,063.29 billion in 2014. The increase can be mainly attributed 

to the increase in repo transactions by 43.65 percent to Rs.11,813.21 billion in 

2015 from Rs. 8,223.56 billion in 2014. The ratio of repo transactions to total 

secondary market transactions in 2015 recorded at 76.64 percent compared to 

68.17 percent in 2014. 
 

 
Figure 2 Primary market operations 

Source: Economic and Social Statistics of Sri Lanka, 2016 
 

The bond market in Sri Lanka shows an imbalanced development, more 

developments in the government bond market and slow progress of the corporate 

bond market. The Central Bank plays a vigorous role in developing the 

government bond market.  This process aims the development of debt 

instruments, intermediary system, legal and regulatory system and improvement 

of payment and settlement system.  Further, extension of bond trading to the stock 

market helps further development of liquidity in the bond market.  This 

development helped to raise funds at a lower cost while providing investors a 

market based investment environment.  In the corporate bond market, relatively 

small corporate sector, high cost of issuing bond under complex mechanism and 

limited investors coupled with the availability of funds from alternative sources 

at a rate closer to interest of government securities could be cited as main factors 

that prevented the development of the corporate bond market. 
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Majority of market players are still unaware of the advantages of developing the 

bond market to reduce risk in the financial system.  Then, further development of 

the bond market essential to be accompanied with the well-designed awareness 

comparing to get the maximum benefit to all the stake holders in the future. 

 

Conclusion 

Well-built bond market is an essential element in a complete financial system, 

priority has been given for the improvements in the bond market. A settled 

domestic bond market helps to reduce foreign currency denominated commercial 

borrowings either from domestic or foreign sources, which could affect the net 

worth of borrowers through currency mismatch. When the revenue flow is tied to 

the local currency, raising funds through the local bond market provide a natural 

hedge that make neutral effect to the net worth of borrowers. Bond market would 

help to enhance the effectiveness of Central Bank’s monetary policy 

implementation in the economy. Then CBSL would be able to conduct its 

monetary management more efficiently manner.  

Moreover, poor performance in Sri Lankan bond market occurred, of bond 

market, due to inadequate encouragements in market participation in the local 

bond market. Lack of scheduled systematic auction in the primary market, high 

dependency on private placements with captive investors, total rejections of 

primary auctions and limited ability to issue bonds in the maturity and amount in 

accordance with market needs are the major weaknesses of the Sri Lankan bond 

market. Furthermore, major factors include relatively high transaction cost, 

taxation issues, lack of repo agreements, limitations to access to the central 

clearing and settlement systems, lack of facility to appoint nominees and inability 

or limitation to access to the Central Bank window for primary dealers are 

creating barriers to the market development. 

In order to improve the attraction of Treasury bonds, several actions must be 

implemented to improve liquidity in the bond market. Under that   reduction of 

high fragmentation in the bond market, introduction of re-opening system for 

selected on-the-run liquid bonds, extending the yield curve and introduction of 

index- link bonds would be practiced. 

Keywords: Bond market, primary market, treasury bonds, secondary market. 
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Introduction 

There is an increasing recognition that economically and socially empowering 

women is essential both to realize women’s right and achieve broader 

development goals such as economic growth, poverty reduction, health, 

education and welfare. According to IMF (2016), gender disparities in education 

and healthcare have minimized to a satisfactory level in most developing 

countries, however, there has been less success in inclusivity of women in the 

development process, ownership of productive assets, and political participation. 

Hence gender inequality in these countries retards economic growth (IMF, 2017). 

Therefore, it is important to study “Are women participating at a satisfactory level 

in the development process in Sri Lanka?”, If it is at less optimal level, “Is the 

current budgetary practices in Sri Lanka transparent enough to address this 

problem”?     

The objective of this study is to explore the gender sensitiveness of government 

budgetary measures and to expose the current status of female inclusivity in the 

development process in Sri Lanka. As a secondary objective, this study also 

makes effort to identify the areas that have potentials and require government 

attention for women’s economic empowerment. 

The available literature shed lights on how other countries have made efforts to 

address the problem of gender inequality through the budgetary measures (see 

Chakraborty, 2003; IMF, 2016). However, the dearth of research in this field 

regarding the Sri Lankan context, attention has not drawn adequately to address 

this problem to make women to be inclusive of the development process.   

 

Methodology 

This study adopts a quantitative approach based on available secondary data to 

show the exclusivity of women in the development process and to evaluate the 

fiscal policy based on allocation and sensitiveness of gender budgeting. Gender 

responsiveness of a budget can be analyzed using the analytical matrices. 

Broadly, they can be categorized into ex-post and ex-ante methodologies. The ex-

post methodology focuses on existing budgets at the national and subnational 

budget levels, which are analyzed through a gender lens to examine their 

effectiveness on outcome. This ex-post methodology has two components: the 
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gender intensity of fiscal inputs, and the effectiveness of public expenditure 

through benefit incidence analysis or expenditure tracking processes. Analytical 

matrices for categorizing public expenditure through a gender lens were 

identified as follows: 

 Specifically targeted expenditure to women and girls; 

 Pro-women allocations, which are the composite expenditure schemes 

with a significant women’s component; and 

 Residual public expenditures that have gender- differential impacts. 

In this study we have analyzed specifically the targeted expenditure to women 

and girls and Pro-women allocations categories only.  

 

Results and discussion  

Secondary data depicted in Table 1 indicate that women are becoming more 

significant in economic growth as the sex ratio has decreased over time.  
 

Table 1 Population in Sri Lanka by Sex, 1911 – 2012 (in thousands) 

Year Total Male Female Sex Ratio 

1953 8,097.9 4,268.7 3,829.2 111.5 

1963 10,582.0 5,498.6 5,083.4 108.2 

1971 12,689.9 6,531.4 6,158.5 106.1 

1981 14,846.8 7,568.3 7,278.5 104.0 

2001 18,797.3 9,359.0 9,438.1 99.2 

2012 20,271.5 9,808.4 10,463.1 93.7 

Source: Department of Census and Statistics 
 

According to Table 2, it is evident that number of women is higher than the 

number of men in 15-65 age group, the age group which determines the labour 

force of a country. The development potentials are greater if women can be made 

participants in the economic development process. 
 

Table 2 Gender-wise Age-Group Analysis in Sri Lanka -2012 

Age  Group Women % Men % 

0-4 864,776 8.3 879,004 8.96 

5-14 1,666,257 15.9 1,707,094 17.4o 

15-64 7,025,912 67.1 6,539,955 66.67 

65<= 906,157 8.7 682,329 6.95 

Source: Ministry of Women and Child Development Affairs 
 

The disadvantage aspect is well reflected by Table 3. In 2015, estimated 

economically active population is around 8.2 million.  Majority among 

economically inactive population are females (74.8%). That is over 5 Million 

compared to 1.7 million males in 2015 (see Table 4).  
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Table 3 Employed Population by Gender - 2015 

Gender Number % Working age 

population 

Employed population 

as a % of working age 

population 

Male 5097798 65.09 7,036,945 72.44 

Female 2733178 34.9 8,245,001 33.14 

Total 7830976 100 15,281,946 51.24 

Source: Ministry of Women and Child Development Affairs 
 

Table 4 Economically Active/ Inactive Population by Gender - 2015 

Gender Economically active Economically inactive 

No % No % 

Male 5255593 64 1781352 25.2 

Female 2958880 36 5286121 74.8 

Total 8214473 100 7067473 100 

Source: Ministry of Women and Child Development Affairs 
 

In terms of political representation, although women constitute over 50 percent 

of the population women’s representation in Parliament has been far below 10 

percent at any given period (Table 5). When we compare it with south Asian 

countries average, Sri Lanka is the lowest in the region. According to ADB 

(2015), Sri Lanka is ranked 130th with 139th as the lowest rank. 
 

Table 5 Proportion of Seats held by Women in National Parliament, 1947-2017 

Year Total No. Women No. % of Women 

1956-1959 101 4 4.0 

1965-1970 157 6 3.8 

1977-1989 168 11 6.5 

1989-1994 225 13 5.8 

1994-2000 225 12 5.3 

2000-2001 225 9 4.0 

2001-2004 225 10 4.4 

2004-2010 225 13 5.8 

2014-2017 225 13 5.8 
Source: Parliamentary Handbook 

 

According to the Analytical matrices, specifically targeted expenditure to women 

and girls depicted in Table 6. It shows that a very small percentage of government 

total budget is allocated to the Ministry of Women and Child affairs, which 

carries out activities and implement policies on behalf of the government to 

achieve women empowerment and child development goals. 

Chakraborty (2003) analyzes the government budgets from 1999 to 2003 for the 

purpose of identifying the gender sensitiveness of a budget. In her study she has 

used following seven ministries to evaluate the gender sensitiveness. The detailed 
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analysis of budgets for a period of 1999 to 2003 revealed that out of 58 Central 

Government Ministries in Sri Lanka, only seven these Ministries have 

specifically targeted programmes for women. But it does not imply that 

budgetary allocations of all other Ministries do not have any impact on gender 

development. Therefore, this study also analyzes the share of expenditure on 

those ministries as Pro-women allocations component.  
 

Table 6 Budget allocation for women empowerment - 2017 

Area Allocated Budget 

(Million) 

As a % 

Total Government expenditure 3,628,110  

Ministry of Women and Child 

Affairs 

1,295 0.04 

“Kantha Saviya” program for 

women empowerment 

45 3.48 

Source: Government Budget, 2017 Ministry of Finance, Sri Lanka. 

Table 7 shows how the share of expenditure on selected Ministries has changed 

over time. Therefore, following seven ministries have considered evaluating the 

gender sensitiveness of the budget. Although current and the past regimes have 

identified the needy areas in women’s economic empowerment through various 

measures and actions to empower women the relevant objectives of those efforts 

are yet to be realized. Hence economic loss is resulted by not correcting the 

problem of gender inequality. 
 

Table 7 Share of expenditure for selected ministries (rupees million) 

Government Ministry 2014 2015 2016 2017 

Women and Child Affairs 2,358 4,843 10,221 2,699 

Social Empowerment and Welfare 49,953 78,273 70,793 16,250 

Foreign Employment  642 1,146 1,133 695 

Labour and Trade Union Relation  1,942 3,292 7,109 5,729 

Skills Dev. and Vocational  Training 6,403 10,692 12,017 9,591 

Health, Nutrition & Indigenous 

Medicine  

113,749 148,184 198,838 160,972 

Fisheries &Aquatic Resources Dev. 8,069 6,081 6,812 5,671 

Total Expenditure on Seven Ministries  183,116 252,511 306,923 201,607 

Total Government Expenditure  2,660,856 3,338,000 3,699,593 3,334,205 

Aggregate share in total Public 

Expenditure  

6.88 7.56 8.30 6.05 

Source: Government Budget, 2017 Ministry of Finance, Sri Lanka. 
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In measuring the gender sensitiveness of the fiscal policy of the government, 

Figure 1 shows the fluctuations of total allocated expenditure for ministries and 

the total government expenditures on women empowerment29. 
 

 

Figure 1 Share of Expenditure on Seven Ministries 2014-2017 ( Rs. million) 
 

Furthermore, the aggregate share of these seven ministries in total public 

expenditure has increased up to 2016 and then decreased to 6.05 percent by 2017. 

This indicates the inadequate and falling trend in the gender sensitiveness of the 

budgetary allocations.  

Turning to the socio-economic impact of the expenditure invested on seven 

ministries, we can analyse the effectiveness in eliminating gender inequality in 

Sri Lanka. The relevant data in Table 7 shows that even if governments continue 

to spend public monies through various ministries towards reduction of female 

unemployment the expected results fall behind the expected level.  
 

Table 8 Expenditure on Skills Development and Vocational Training and Gender-wise 

Unemployment Rates 2014-2017 

Year Expenditure in 

Rupees million 

Female 

Unemployment 

Male 

Unemployment 

2014 6,403 6.5 3.1 

2015 10,692 7.6 3.0 

2016 12,017 7.0 2.9 

2017(Quarter 1) 9,591 6.5 2.7 
 

Source: Government Budget, 2017 and CBSL 
 

According to the Government budget 2017, expenditures specifically targeted to 

women and girls in Sri Lanka sum up only less than 0.05 percent of the total 

budget. It is also observed that the net investment of new women empowerment 

                                                 
29 The seven Ministries are namely Women and Child Affairs, Social Empowerment and 

Welfare, Foreign Employment, Labour and Trade Union, Skills Development and 

Vocational Training, Health, Nutrition and Indigenous Medicine, Fisheries and Aquatic 

Resources Development.  
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program “Kantha Saviya” is LKR 45 million out of LKR 1,295 million allocated 

to Ministry of Women and Child affairs. However, there is no transparency to 

verify that allocated funds are spent on the targeted programs. From the literature 

review, it is identified that countries like Canada issued Gender Budget statement 

along with the annual budget. This allows to identify how each budget gives 

priority to eliminate gender inequality (Chakraborty, 2003).  

Present government has taken actions under the budget 2017, to increase the 

female labour participation by 40 percent by 2020 which was at 36 percent in 

2016. The government found that one of the major reasons for lower participation 

of women in labour force is lack of good child care and as a solution they 

proposed to initiate a mandatory requirement to have a child care center at the 

companies which has more than 500 employees. However, implementation of 

such regulation has not circulated yet and it is not mentioned under the kantha 

saviya women empowerment program 2017.  
 

 
Figure 2 Unemployed Population by Level of Education -2014 

Source: Sri Lanka Labour Force Survey 2015 
 

According to Figure 2, we can identify that unemployment gender gap is at the 

highest level among GCE (A/L) and above education groups. This leads to a fact 

that the female educational achievements are not very significant in obtaining an 

employment opportunity in Sri Lanka.  

 
Figure 3 Underemployment Rate by Gender -2015 

Source: Sri Lanka Lobour Force Survey -2015 
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Figure 3 shows that the female underemployment is higher than that of male. This 

may be possible as females are discriminated in finding a job relevant to their 

education level at the presence of Female harassments in the interviews and 

promotions. A most common fact which negatively affects for females is 

Maternity leave. It also shows that male underemployment has reduced from 2.4 

percent in 2014 to 2 percent in 2015. However, for females the situation has 

become worsened supporting to the above argument. 
 

Table 9 Reasons for being economically inactive 

Reason Total 
Gender 

Male Female 

All Economically Inactive 100 100 100 

Engaged in studies 23.3 38.9 14.0 

Engaged in housework 47.4 5.9 61.4 

Retired/Old age 24.4 34.8 16.9 

Physically illness/Disabled 7.1 13.7 4.8 

Other 3.8 6.8 2.8 

Source: Sri Lanka Lobour Force Survey -2015 
 

The main reason for females to be economically inactive is that their involvement 

in housework activities. The highest reported reason for inactivity among male, 

is engaged in studies (38.9%) which can be acceptable since in future they will 

be absorbed into the labour force with more productivity.  Therefore, we can see 

women are more vulnerable to be poor at their old age or if they become 

widowed. 

In addition to above, 53.7 percent (1.47 million) of all of Sri Lanka’s employed 

women are employed in the informal sector as at end 2015 and they are vulnerable 

to end up being poor after the retirement since the informal sector jobs deny 

retirement benefits.  
 

 
Figure 4 Economically Inactive Population by Gender and Sector 

Source: Sri Lanka Lobour Force Survey -2015 
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If we analyse the sector-wise economically inactive population, Figure 4 shows 

that the majority of rural sector females are economically inactive compared to 

urban and estate sectors. The situation is further aggravated when rural female 

migrate as housemaids to Middle East countries. 

Figure 5 shows that foreign employment opportunities are also more favorable to 

males than females. Housemaid jobs are the highest in number among the job 

categories and that requirements are completely fulfilled by females leaving a 

space for Sri Lankan woman to be a victim in another country. Considerable 

proportion of migrant women are from rural sector to overcome poverty finally 

becomes the most vulnerable group to get abused by the employers. 
 

 
Figure 5 Departures for Foreign Employment by Workforce Levels - 2012 

Source: Sri Lanka Bureau of Foreign Employment 
 

Furthermore, Minimal Parliament representation might inversely affect for the 

implementation of female empowerment proposals. So gender equality 

development projects do not come to implementation. It is also evident that 

majority of voters are females and have election advantages from implementing 

such proposals. However, proper analysis is needed to identify effectiveness of 

female parliament representation on women empowerment.  

Because of the theoretical and practical difficulties in determining the effect of 

fiscal policies and programs on women and men, and the traditionally weak voice 

of women in political discussions and government bureaucracies, women’s 

developmental concerns are unlikely to be fully taken into account in public 

budgeting. Therefore, it is recommended to enhance the sensitiveness of fiscal 

policy towards gender budgeting to make female, being a significant part of the 

population, to be more productive and inclusive for the development process in 

Sri Lanka. 

Keywords: Gender inequality, fiscal policy, women empowerment. 
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Introduction  

Budget deficit (BD) is one of the major macroeconomic factors, which has 

various impacts on economic growth as well as other macroeconomic variables. 

At the same time economic growth and other macroeconomic variables also have 

an impact on BD. BD is considered as a reliable and valid fiscal policy 

measurement but it is not adequate to estimate the impacts of fiscal policy (Fisher, 

1993).  Basically BD means where the government expenditure exceeds its 

revenue or inability to collect tax revenue from the economic agents (Ahmad, 

2012). 

Government finances BD by using both domestic and international sources. This 

is a burden not only for current generation but future generation as well. Ricardian 

Equivalence indicates if the current generation receives the tax cut the future 

generations should bear the burden of repaying it. BD is a main problem for under 

developing countries. Sri Lanka is one of the lower middle income earning 

countries struggling with the BD problem. Data reflect that Sri Lanka is one of 

the lower tax revenue earning countries in the world and tax to Gross Domestic 

Product (GDP) ratio has been declining over time.  

In 1978 tax to GDP ratio was to 24.2 percent and it declined to 12.4 percent by 

2016 (Central Bank of Sri Lanka, 2016). Sri Lankan government continuously 

enhance the expenditure rather than collecting revenue. Hence the Sri Lankan 

government has been advised to reduce the BD to 3.5 percent of GDP in 2020 

and public debt to 70 percent of GDP by 2020 in order to stabilize good 

macroeconomic environment and sound fiscal policy in the country. BD reduces 

the national saving; compare to other developing countries Sri Lanka has 

recorded a very minimum level of average saving which was 23.8 percent of GDP 

in 2016 (Central Bank Report, 2016). Lower savings discourage economic 

performance of the country due to the shortage of investment. On the other hand 

Ricardian Equivalence indicates that a deficit caused by a tax cut will not affect 

consumption therefore it will not affect national saving.  

Literature shows that BD has a different impact on economic growth. According 

to the Keynes there is a positive relationship between BD and economic growth 

(Bose et al., 2007) similarly Neo-Classical economists had identified there is an 

inverse relationship between BD and economic growth (Fischer, 1993; Bevan, 
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2005; Fatima, 2011) while the Ricardian says there is a neutral relationship 

between BD and economic growth (Ahmad, 2012; Velnampy & Achchuthan, 

2013). Furthermore, a Mondel-Fleming framework which argued that an increase 

in the BD would induce upward pressure on interest rates, causing capital inflows 

and an appreciation of the exchange rate that will increase the current account 

deficit.  

There are number of empirical studies also analyze the relationship between BD 

and economic growth. Scholars such as Bose et al. (2007) and Odhiambo et al. 

(2013) confirmed there is a positive relationship between BD and economic 

growth which are supported with Keynesian theory. Neo-Classical theory tested 

by several academic studies. Fischer (1993) and Bevan (2005) found there is a 

negative impact of BD on economic growth. Moreover Bose (2007) and Ahmad 

(2012) identified there is a neutral relationship between BD and economic 

growth.  

In Sri Lanka, a very few of studies analyzes the relationship between BD and 

economic growth in Sri Lanka. Study of Velnampy and Achchuthan (2013) found 

out there is a neutral relationship between BD and economic growth which 

followed the Ricardian approach. In contrast the study by Aslam (2016) which 

found positive relationship between BD and economic growth supported with 

Keynesian theory of positive relationship. Similarly, there is no sufficient studies 

which addressed the linkages between BD and economic growth in the context 

of Sri Lanka.  Moreover, the impact of BD on economic growth in Sri Lanka 

remains scantly researched in recent time and it is widely debating issue. Thus, 

this study attempts to examine the relationship between BD and economic growth 

in Sri Lanka. The objective of this study is to investigate the relationship between 

BD and economic growth in Sri Lanka during the period of 1978 to 2016.  

 

Methodology 

The study has used the time series data collected from World Bank and Central 

Bank during the period of 1978 to 2016. Agmented Dickey Fuller, Philliphs 

Peron and Ng-Perron unit root tests were applied to check out the stationary 

properties of the data. Akaike Information Criterion (AIC), Schwarz Information 

Criterion (SC), Sequential modified LR tests statistics were adapted to determine 

the optimal lag length. The granger causality test was employed to find out the 

causal relationship while Johansen cointegration test captured the number of 

cointegrating relationships.   

RGDPt = π0 + π1BDt + π2FDIt + π3CPIt + π4TOt + ut                    (1) 

Where, 𝑅𝐺𝐷𝑃: Real Gross Domestic Product,  𝐵𝐷: Budget deficit,  𝐹𝐷𝐼: 
Foreign Direct Investment, CPI: Consumer Price Index, 𝑇𝑂: Trade 

Openness and 𝑢𝑡 is the white noise error term.   
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Above model was developed based on the empirical studies such as Ahamad 

(2012) and Fathima et al. (2011). Error correction model (ECM) used to identify 

the short-run and long-run relationship as well as long-run equilibrium of the 

model. The model is given below:  

∆Yt = 𝛿0 + ΨYt−1 + ∑ Υ𝑖
∗𝑝−1

𝑖=1 ∆Yt−i + 휀t                                                   (2) 

Where, 𝛹 = 𝛼𝛽′. where, 𝛼: error correction term 𝛽′: (1 × 5) vector of 

cointegrating coefficients, 𝑌𝑡 = [𝑅𝐺𝐷𝑃𝑡 , 𝐵𝐷𝑡 , 𝐹𝐷𝐼𝑡 , 𝐶𝑃𝐼𝑡 , 𝑇𝑂𝑡]′ vector 

of dependent variables, 𝑌𝑡−𝑖: lagged value of 𝑌𝑡 and 휀𝑡: white noise 

error term.  

 

Results and discussion 

All three unit root tests (ADF, PP and Ng-Perron) applied to check the stationary 

properties of the data. The results of ADF and PP are reported in Table 1. 

Philliphs Peron unit root test confirmed that all the variables are stationary at their 

first difference with trend. Which suggesting that all variables considered under 

this study are integrated in order one PP test. Agmented Dickey Fuller and 

Philliphs Peron unit root test results are presented in Table 1.  
 

Table 1 Results of ADF and PP Unit Root Test (With & Without Trend) 

 

Once, established the order of integration, the study process requires the 

estimation of the relationships among the included variables. However, before 

estimating this relationship need to identify the optimal lag length of the model. 

Akaike Information Criterion (AIC), Schwarz Information Criterion (SC), 

Sequential modified LR tests statistics are adapted to determine the optimal lag 

length of the model. The lag length selection results are reported in Table 2. 

All the lag length selection criteria suggest to use two lag as an optimal lag length 

for this study. Therefore two lags were included in this model. The trace statistics 

and maximum eigenvalue statistics of Johansen cointegration technique are 

detected to identify the cointegrating relations in the system of equation at 5 

percent level of significance. The results of Johansen Co-integration test are 

presented in Table 3. 

Varia

bles 

ADF PP 

Intercept Trend & 

Intercept 

Intercept Trend & 

Intercept 

Level 1st 

differ

ence 

Level 1st 

differen

ce 

Level 1st 

differenc

e 

Level 1st 

differen

ce 

RGDP 1.000 0.216 1.000 0.008 1.000 0.333 1.000 0.010 

BD 1.000 1.000 1.000 1.000 1.000 1.000 1.000 0.000 

FDI 1.000 0.059 0.999 0.000 0.916 0.068 0.630 0.000 

CPI 1.000 0.051 0.984 0.018 1.000 0.060 0.980 0.020 

TO 0.304 0.064 0.773 0.000 0.313 0.062 0.779 0.000 
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Table 2 Results of optimal lag length selection 

 Lag LogL LR FPE AIC SC HQ 

0 -3096.589 NA   4.69e+68  172.3105  172.5304  172.3873 

1 -2906.922  316.1117  5.07e+64  163.1623  164.4819  163.6229 

2 -2850.988   77.68546*   9.90e+63*   161.4438*   163.8631*   162.2882* 
Note: * indicates lag order selected by the criterion. LR: sequential modified likelihood ratio test 

statistic, FPE: final prediction error, AIC: Akaike information criterion, SC: Schwarz 

information criterion and HQ: Hannan Quinn information criterion test statistics 
 

Table 3 Results of Johansen Co-integration Rank Test (Trace) 

Hypothesized  Trace 0.05  

No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 

None *  0.923497  189.0724  88.80380  0.0000 

At most 1 *  0.784904  99.10752  63.87610  0.0000 

At most 2 *  0.498115  45.32411  42.91525  0.0281 

At most 3  0.359283  21.19566  25.87211  0.1713 

At most 4  0.148217  5.614822  12.51798  0.5107 
 

Johansen Cointegration Trace test statistics and Maximum Eigen value both are 

identified three co-integrating relations in the system of equation at 5 percent 

significance level since reject null hypothesis at rank 0, 1 and 2 but failed to reject 

null hypothesis at rank 3. This indicates the existence of long-run equilibrium. 

Therefore Vector Error Correction Model (VECM) was used. 

Results of Johansen Cointegration Equation is as follows.  

RGDPt =   −6.060563BDt    +   6.985596FDIt 

                (0.82368)              (3.62490) 
                                    [−7.35791]              [1.9271] 

Note: t-statistics are given in the square brackets 
 

First, the results of Johansen Cointegration in long run identified three co-

integrating relations; which confirmed the long-run relationship among the 

variables. It shows that increase in BD has a negative and significant long-run 

relationship on RGDP. This followed the Neo classical approach whereas BD 

negatively and significantly affects the RGDP of the country.  
 

Table 4 Results of Granger Causality Test 

 

Null hypothesis obs F-Statistics Probability 

BD does not Granger Cause RGDP 

RGDP does not Granger Cause  BD 

36  1.81143 

      1.35261 

0.1803 

0.2734 

CPI does not Granger Cause  BD 

BD  does not Granger Cause   CPI  

36 1.82774  

5.04058 

0.1853      

0.0314 

BD   does not Granger Cause  FDI 

FDI does not Granger Cause BD 

36      6.12980 

     19.2350 

0.0057 

0.0004 
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The Granger Causality test was employed to find out the causal relationship 

between BD and economic growth in Sri Lanka. The results of Granger Causal 

Test are presented in Table 4. The results indicate that some of the variables are 

having a causal relationship between BD; especially the results show that RGDP 

does not granger cause with BD and BD does not granger cause with RGDP 

because null hypothesis rejected at 0.05 significance level. Therefore BD and 

RGDP do not granger cause with each other. But there is a bi-directional causality 

is running from BD to foreign direct investment and foreign direct investment to 

budget deficit and there is a unidirectional causality running from BD to CPI. 
 

Table 5 Results of ECM long run equilibrium 

 D(RGDP) D(BD) D(FDI) D(CPI) D(TO) 

Cointegrating 

Equation 1 

-0.197575 0.025997 0.048908  2.25E-05 1.54E-12 

(0.24846) (0.05555) (0.02478)  (8.6E-06)  (7.1E-13) 

[-0.79519] [ 0.46799] [ 1.97406] [ 2.61719] [2.15828] 
Note: t-statistics are given in the square brackets 

 

Generally the coefficient of speed of adjustment explains how the model is 

adjusted towards long-run equilibrium. Table 5 illustrates that the coefficient of 

speed of adjustment of RGDP is negative as expected which is not statistically 

significant at level of significance. This indicates that the external shocks do not 

bring the model to equilibrium significantly in the long-run. Since speed of 

adjustment coefficient of the dependent variable (RGDP) is negative, 

independent variables (BD, FDI, CPI, TO) coefficient of speed of adjustment 

should have positive sign to bring the model to long run equilibrium. But in here 

there is no any adjustment towards long-run equilibrium between BD and 

economic growth in Sri Lanka. But other macroeconomic variables have 

adjustment towards long-run equilibrium. The short run part of the results of 

ECM shows that BD has a negative and significant short-run relationship with 

RGDP and this result followed the Neo classical approach which indicates that 

the BD has a negative impact on RGDP.  
 

Conclusion 

The results of Johansen cointegration reveal that budget deficit have a negative 

and significant long-run relationship with Real Gross Domestic Product (RGDP) 

and this result followed the Neo classical theoretical approach. The granger 

causality test found out that the RGDP does not granger cause with budget deficit 

and budget deficit does not granger cause with RGDP. There is no any adjustment 

towards long-run equilibrium between budget deficit and economic growth in Sri 
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Lanka. The results also suggested there is a negative and significant short-run 

relationship with RGDP and budget deficit.  

This study confirms that the budget has a negative and statistically significant 

impact on economic growth in Sri Lanka. Government expenditure was expanded 

dramatically rather than the government tax revenue due to the economic and 

social infrastructure development progress of Sri Lanka in last decade. Therefore 

the government incurs budget deficit and it finances by using both domestic and 

international sources. This is a burden (loans + interests) not only for current 

generation but future generation as well. Moreover excessive domestic borrowing 

by the government pushup interest rate and crowed out the private investment 

from the county also it accumulate the public debt and fear that the government 

may resort to money printing or seignior age leads inflation tax. Therefore this 

study concludes budget deficit has a negative an impact on economic growth in 

Sri Lanka. This finding is supported by both theoretical (Neo classical theory) 

and empirical studies (e.g., Fischer, 1993; Bevan, 2005).  

Keywords: Budget deficit, cointegration, economic growth, gross domestic 

product.  
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Introduction 

Tax revenue plays a major role in development of a particular country’s economy. 

Tax can be direct or indirect. Those are very supportive to a country for its 

economic expenditure part of national budget. Among these taxes, Value Added 

Tax (VAT) is an indirect tax which is very critical in terms of covering budget 

deficit of a country. VAT is a tax imposed and collected on the value added at 

each stage in the production and distribution of a good or service (U.S. Chamber 

of Commerce). In VAT system, business collect VAT from customers and pay 

collected taxes to government (Inland Revenue Department, 2017).  

In Sri Lanka, there is huge contribution of tax revenue on total revenue earned by 

the country, which help to answer specially the budget deficit (see Table 1). In 

2016, the Sri Lankan Government made few VAT amendments in order to 

increase the tax revenue of the country under the Act of No.20 in 2016. Under 

these reforms, VAT rate was increased from 11 percent to 15 percent and VAT 

coverage was expanded through newly adding wholesalers and retailers and 

reducing the minimum quarterly supply value from Rs 3.75 million to Rs. 3 

million (Inland Revenue Department, 2017).   
 

Table 1 Revenue structure of Sri Lanka 

Year Government revenue (LKR Million) VAT revenue as a % 

of total tax revenue Non-tax revenue Tax revenue 

2013 131,552 1,005,895 25 

2014 144,844 1,050,362 26.13 

2015 99,099 1,355,779 16.12 

2016 222,374 1,463,689 19.54 

Source: Central Bank of Sri Lanka, 2013-2016 
 

The recent budget deficit data reveals (See Figure 1) that the government had 

been able to reduce budget deficit from -7.6 percent in 2015 to -5.4  percent in 

2016 with the support of tightening fiscal policies (Central Bank of Sri Lanka, 

2016). Though the government expected to address the revenue issue of the 

government budget through VAT reforms, responses of the business crowd of the 

economy to the reforms are mixed. There were some protests against the VAT 
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reforms in the different urban areas of the country organized by the group of 

businesspersons (Dailynews, 2016).  
 

 
Figure 1 Budget deficit as a percentage of GDP in Sri Lanka 

Source: Central Bank of Sri Lanka, Annual Report, From Year 207 to 2016 
 

There are limited body of literatures on VAT reforms in both developed and 

developing countries. According to Jayakumar (2012), a study in India, 

emphasized that VAT system should be transparent and it should be on internet 

services that help everyone to access and find details. Qamruz et al. (2010) 

conducted a research study on VAT in Pakistan and identified that 

implementation of VAT system is not benefited on the country due to high 

poverty and high inflation rate. However, there are limited number of studies on 

Tax reforms in Sri Lanka and existing studies also provide rather blend results. 

According to Amirthalingam  (2013), in order to reducing overwhelming 

dependency on public debt and money creation, Sri Lanka should take measures 

to increase the share of tax revenue in Gross Domestic Product (GDP) with the 

areas of broadening the tax base, simplifying the tax rates,  simplifying the tax 

laws, reducing the numbers of taxes, facilitating voluntary compliance, 

improving tax administration with the usage of modern information technology, 

strengthening investigation, audit and enforcement capacity, introducing new 

taxes etc. Stark and Kirchler (2016) studied about inheritance tax compliance, 

earmarking with, normative value principles and found that normative value 

principles and other socio-psychological variables play an important role 

concerning inheritance tax behavior. Affectedness does not influence inheritance 

tax compliance. Feldstein (1999) found that the Portuguese corporate tax reform 

and international trends. Portugal was increasingly out of line with international 

trade in corporate taxation. Above literature relates with TAX related research, 

but perception of taxpayers on VAT could not be found. Then, it is very important 

to understand the perception of people especially on VAT amendments.  

According to VAT amendment Act No 20 of 2016, VAT rate was increased and 

new businesses (wholesalers and retailers) were added to the VAT portfolio. 

Government also reduced the benchmark of VAT registering quarterly revenue 

with this amendment. With these amendments, there was huge protest all over 
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the country by different kind of people like businesspersons (Dailynews, 2016). 

This leads to make economic unrest in the economy. This raises a question on 

why business crowd fear to VAT reforms even though they are not the payees of 

the tax.  

The main purpose of the study is to examine the responses of the business crowd 

of the economy on VAT amendment in 2016. In this connection, the study aims 

to understand the nature of the VAT collecting system with the perception of 

businesspersons, to examine the responses of business crowd on newly amended 

VAT reforms, and to identify the issues prevailing in the VAT system with the 

view point of business crowd.  

 

Methodology 

In order to deal with the research subject, primary data for the study were drawn 

from a field survey conducted among the businesspersons in the Anuradhapura 

urban area in July 2017. Thirty VAT registered businesspersons in Anuradhapura 

urban area were selected by employing convenience-sampling method. Primary 

data were collected with the help of questionnaire and discussion.  Questionnaire 

carried all the questions related to demographic factors, awareness of VAT 

system, awareness of amendment and their ideas. The study also interviewed tax 

collectors in Anuradhapura urban area to understand the tax colleting mechanism. 

In this research, descriptive statistic (graph, charts and tables) were used to 

analyze collected data.  
 

Table 2 Characteristic of surveyed businessmen in Anuradhapura Urban area 

Factor Frequency Percentage(%) 

Gender 

Male 30 100 

Female 0 0 

Age (Years) 

 

 

Below 35 0 0 

36 – 45 11 36.7 

Above 45 19 63.3 

Education 

 

 

 

 

 

Did not go to school 5 16.7 

Primary Education 10 33.3 

O/L Passed 7 23.3 

A/L Passed 4 13.3 

Professional Courses 3 10 

Degree 1 3.4 

Type of the 

business 

 

 

Wholesaler and 

Retailer 14 46.7 

Production 3 10 

Service 13 43.3 

Quarterly revenue 

of the businesses 

 

 

Less than 3 Million 0 0 

3 million – 3.5 million 29 96.6 

3.5 million – 4 million 0 0 

More than 4 million 01 3.3 
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Results and discussion 

According to descriptive statistics of the surveyed sample, businessmen covered 

by the survey are male and no female was found who is doing a business. All 

these businessmen are above 36 in ages. Reason could be that it takes long time 

to start a business and become a businessman who pay tax. The descriptive 

statistics of the surveyed businessmen further revealed that most of they are not 

well educated (See Table 2). Only 26.7 percent of businessmen have achieved 

the Advance Level qualifications and above, and rest have less than O/L (ordinary 

level) educational qualifications. A few types of businesses could be identified 

by the survey such as wholesaler, retailer, production, and service, mostly, almost 

all these businesses are having above 3 million average sale revenues per quarter 

(see Table 2).  

First, the study attempted to analyze the tax collecting mechanism from view 

point of businessmen in Anuradhapura. VAT registered businesses need to 

calculate VAT (some calculate with the aid of audit firm with paying a fee) and 

pay calculated amount to relevant Inland Revenue Department (IRD). The results 

of the survey revealed that VAT collecting mechanism is in problematic and 

inefficiency. According to Table 3, 56.6 percent of businessmen were not 

satisfied with existing VAT collecting mechanism. The main reasons for this are 

that insufficient knowledge on VAT colleting mechanism and economic situation 

in the country, problem of working capital management (many businesses are 

offering credit facilities and hard to collect cash receivable and lack of cash to 

settle cash payable) and problems of VAT calculation (error calculation, frauds 

especially in manual system). Further, not enough advises of VAT officers lead 

to many problems. All surveyed VAT payees are not satisfied with the advices of 

officers in IRD.  Most of the time IRD makes organizations aware only about 

deadline or amount of VAT payable using letters rather than others means 

(advises about VAT process, online VAT payments).  
 

Table 3 Responses of marketer on VAT collection problem 

Factor Frequency Percentage (%) 

VAT collection 

mechanism 

 

 

 

Strongly satisfy 1 3.3 

Satisfy 12 40 

None 0 0 

Not satisfy 16 53.3 

Strongly not satisfy 1 3.3 

VAT offices’ 

advices 

 

 

 

Strongly satisfy 0 0 

Satisfy 0 0 

None 0 0 

Not satisfy 1 3.3 

Strongly not satisfy 29 96.7 
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Table 4 presents the responses of businessmen on amended VAT reform in 2016. 

80 percent of respondents have average knowledge on VAT in terms of nature of 

VAT, VAT calculation method, and VAT colleting mechanism. Television was 

the most important method that most businessmen used to make them aware 

about VAT amendment which was introduced in 2016 (83.3% out of whole 

sample). Specifically, news or advertisements telecasted in television channel are 

not issued by the IRD attached to the Finance Ministry, and most of details 

received by the businessmen on VAT reforms were views raised at the political 

platforms. It indicates that businessmen’s responses on amended VAT reforms 

were largely centered on informal sources of information. According to 

businessmen responses on VAT amendment, 56.6 percent businessmen reported 

that they are not satisfied with newly amended VAT amendment in 2016, while 

only 3 percent were satisfied, but not strongly satisfy on current VAT paying 

system in Sri Lanka. (See Table 4).   
 

Table 4 Responses of surveyed businessman on amended VAT reforms in 2016 

Factor Frequency Percentage (%) 

Awareness on VAT 

 

 

 

 

Very good 3 10 

Good 1 3.3 

Normal 24 80 

Bad 2 6.7 

Very Bad 0 0 

Method of aware about 

amended VAT reforms 

in 2016 

 

 

News paper 1 3.3 

Radio 1 3.3 

Television 25 83.3 

Internet 3 10 

Other 0 0 

Responses on amended 

VAT reforms, 2016 

 

 

 

Very satisfy 0 0 

Satisfy 0 0 

None 13 43.3 

Dissatisfy 13 43.3 

Strongly dissatisfy 4 13.3 
 

Table 5 Responses of businessmen on VAT paying system 

Factor Frequency Percentage (%) 

Perception of 

paying VAT 

 

 

 

Very satisfy 0 0 

Satisfy 1 3.3 

None 12 40 

Dissatisfy 16 53.3 

Strongly dissatisfy 1 3.3 
 

During discussion, few problems that businessmen faced were identified. They 

are complex of VAT forms, inefficiencies of officer in IRD, calculation of VAT, 

instant changing VAT rate, unnecessary government expenditure, imposing VAT 

on necessary good, perception of businessmen that some large business are not 
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paying VAT, with the perception of not spending VAT revenue on country’s 

development process etc.  
 

Table 6 Reasons for dissatisfaction on newly amended tax reform 

Reason No. of 

businessmen (N = 

17) 

Percentage % 

Wasting time of VAT calculation  12 70.58 

Complex of VAT application form 15 88.23 

Inefficiency of officers of IRD  10 58.82 

Less awareness on new technology 6 35.29 

Instant changing VAT rate 11 64.70 

Unnecessary government expenditure 12 70.58 

Not spending government revenue in the 

productive areas of the economy 

13 76.47 

Some are not paying VAT though they are 

in the VAT coverage range  

7 41.17 

 

Conclusion and recommendation 

The most of businessmen was not satisfied with VAT collecting mechanism and 

is not much aware about VAT system, due to less education background. Thus, 

VAT information flow should be in formal way to keep efficient and effective 

communication with relevant parties. It was further identified that most effective 

method to communicate VAT information to business group is Television 

(especially through news) and informal methods may lead to create many 

problems such as misleading etc. Hence, having formal method of information 

flows is important. Research identified the main reasons for dissatisfaction 

among the businessmen on VAT amendment in 2016 are wasting time of VAT 

calculation, complex of VAT application form, inefficiencies of the officers of 

IRD etc. Increasing VAT rate up to 15 percent and adding wholesaler and retailer 

newly to VAT system boosted businessmen to protest.  

Keywords: Businessmen, business organization, VAT, VAT amendment.  
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Introduction 

Since the establishment of microfinance in 1976, the landscape of microfinance 

has greatly changed in most of the countries driven by rapid technological 

improvement and external supports. To further ensure that Micro Finance 

Institutions (MFIs) can provide customized products and services to the poor with 

affordable prices, it is significantly important to observe technological progress. 

By attaining technological progress, MFIs is likely to attain cost efficiency, 

expanding the frontier of outreach to meet its dual objectives (Babu, 2016; Mia 

& Soltane, 2016). In this regard, technological change (TC) plays an important 

role in attaining resource efficiency of MFIs to promote sustainability. Hence, it 

is of significant interest not only to academicians but also to policy makers and 

management to identify the underlying determinants which may influence TC of 

MFIs. TC generally means the ability of a firm or an institution to optimally 

combine the inputs and outputs generated from better technology and capital 

equipment used in the production process (Chandran & Pandiyan, 2008).  

In the recent development in microfinance research agenda, scholars are paying 

much interest in productivity and efficiency measurement of MFIs. Several 

studies have been conducted to reflect the significance of productivity of 

microfinance institutions in this area that evaluated either a single country or 

regional microfinance market (Babu & Kulshreshtha, 2014; Bassem, 2014; 

Gebremichael & Rani, 2012; Mia & Soltane, 2016; Mia & Chandran, 2016; 

Wijesiri & Meoli, 2015). 
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The productivity analysis of MFIs through Data Envelopment Analysis (DEA) 

predominantly concentrates in measuring Total Factor Productivity (TFP), which 

is then decomposed into Technical Efficiency (TEC) and TC. Some of the 

researchers are attributing higher productivity in the microfinance sector due to 

the changes in TEC. For instance, the most recent research work endeavored by 

Mia and Soltane (2016) on productivity measurement in South Asian MFIs 

deploying Malmquist Productivity Index (MPI) with a panel data covering 2007 

to 2012 found annual average productivity progress by 2.1 percent due to change 

in TEC. In 2014, Bassem (2014) also conducted similar studies on MENA 

countries and concluded that TFP observed a progress of 4.9 percent annually, 

which is basically attributed to the changes in TEC. Subsequently, Mia and 

Chandran (2015) study on MFIs in Bangladesh also observed that the improved 

in productivity is due to better management practice and TEC. They have further 

highlighted that product innovations, such as, comprehensive saving products, 

innovative loans and usage of technology based services in the MFIs may 

enhance better productivity growth. 

Additionally, Grabremichael and Rani (2012) found that out of 19 MFIs, 16 MFIs 

productivity have been improved due to the changes in TC. These findings 

highlighted that the progress in productivity may be enhanced by the overall 

innovations and development of various microfinance products in the Ethiopian 

microfinance market. Apart from that, Wijesiri and Meoli (2015) found very 

interesting results in the productivity of Kenyan microfinance industry.  They 

attributed TC is the most important factors behind a higher productivity growth 

of around 7 percent for Kenyan microfinance market. Therefore, it can be inferred 

from the above study that technological change based productivity growth is 

relatively higher than managerial efficiency driven productivity growth, which 

highlights the importance of innovations and developments in microfinance 

operation.         

Since microfinance is a service industry, providing banking financial supports to 

the poor, better technology and equipment is a context specific term which needs 

further clarification. Among others, Mia and Chandran (2016) defined that usage 

of information and communication technology, such as, computer, internet, 

mobile banking and ATM in operation of MFIs could be referred as better 

technology that are extensively used in the modern conventional banking system. 

Similarly, better equipment means the practice of latest products, methods of 

operation and techniques in providing microfinance services to the target clients 

with the minimal cost. Thus, this study aims to investigate what are the factors 

leading to technological development and innovations of MFIs. 
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Methodology 

While there is no direct way to capture the technological development and 

innovations of MFIs in general, however, it is possible to measure TC by adopting 

Data Envelopment Analysis (DEA).  By doing so, first, TFP change is estimated 

based on MPI and then TFP can be decomposed into technological change and 

technical efficiency change. Thus, this study follows a two-step analysis. First, a 

TFP is estimated for each of the MFIs and then decomposed into technological 

change and technical efficiency change. Then regress TC with a set of other 

explanatory variables. These explanatory variables can be varying from 

institutional characteristics, financial as well as macroeconomic factors that are 

likely to enhance technological progress in MFIs. Thus, the initial econometric 

model of the determinants of TC is as follows, 

TCit= α0+β
1
LNAGEit+β

2
(LNAGE)2

it
+β

3
ROAit+β

4
lnYit+β

5
LOCit + γ

1
INFit +

                  γ
2
GDPGRit + γ

3
WGIit + γ

4
INTCPit + δ1PKSFit + δ2GOVTit +

δ3DONit + δ4MFIBit + δ5BANKit + εit                              (1) 
 

Where;  subscripts i represents an MFI and t is the respective year. 휀𝑖𝑡 is the error 

term in the model. β, γ and δ are the coefficients that we are interested to 

estimate. Specifically, the institutional characteristics includes age of the MFIs 

(AGE) since its establishment to capture the effect of experience in technological 

change and innovations. We also included AGE2 to see if there is any non-linear 

relationship to evaluate the effect of ‘learning curve’. Return on asset (ROA) is 

also included to examine if the profitability could have any effect on TC. Size of 

an MFI represented by total number of branches (BRANCH) also included as the 

usage of technology and innovations among large and small scale MFIs may 

varies. Another important institutional characteristics of an MFI, location (LOC), 

a dummy variable if the headquarter of an MFI is located in Dhaka, to examine 

locational advantages of MFIs on TC. Then, we have included five important 

sources of funds in the operation of MFIs to examine whether they have any effect 

on the TC or otherwise. For example, we included concessionary and government 

subsidies, such as funds from government (GOVT) and PKSF. We expect that 

this types of loans will enhance innovative practices among MFIs as they have 

flexible terms and conditions. To examine how effective the donations to promote 

innovations and development, we also includes donations (DON) received by 

MFIs in Bangladesh. Among other source, then we looked into the peer 

borrowing among MFIs (MFIB) to investigate whether there is any effect on joint 

innovations and development. Lastly, the hardcore debt from commercial bank 

(BANK) also included to examine its role in the TC of MFIs in Bangladesh. 

Furthermore, other macroeconomic factors, such as, Inflation (INF), GDP growth 

(GDPGR), WGI and interest rate cap (INTCP) also included to examine the effect 



Strengthening Economic Resilience for Inclusive Growth  

Sri Lanka Economics Research Conference 2017 

392 

 

of macroeconomic factors on TC. Lastly, the external sources of funds also 

included in the model.  

 

Results and discussion  

The results from the TFP decomposition are reported in Table 1, which reveals 

that average productivity progress is due to changes in TEC, namely 

enhancements in management practices and diffusion of technology (Alam, 

2001). The sector has been operating for more than three decades and most of the 

managers/administration have attained their ‘know-how’ through the ‘learning 

by doing’ process. The improvement in TEC can be further related to 

enhancement in intellectual capital as a form of human capital. Then, if we look 

at the TC, it is evident that in general, there is a regress of 2.4 percent per annum 

during the study period. As such, if MFIs could enhance its TC, then the overall 

productivity of MFIs will significantly increase, which in turn ensure the resource 

efficiency to cater poor people in the country. That is why, we looked into the 

factors that could enhance TC of MFIs in this study.  
 

Table 1 Overall TFP Changes of MFIs in Bangladesh (2009-2014) 

Year TEC TC PTE SE TFP 

2009-10 1.150 0.927 1.064 1.081 1.066 

2010-11 1.086 0.978 0.999 1.087 1.062 

2011-12 0.960 1.081 1.006 0.954 1.038 

2012-13 0.928 1.095 0.967 0.960 1.016 

2013-14 1.207 0.826 1.071 1.127 0.998 

Mean 1.061 0.976 1.021 1.039 1.036 
. 

As discussed earlier, TC is treated as dependent variable and Equation 1 has been 

estimated by both the OLS and truncated bootstrapping based on the existing 

literature and reported in Table 2. The explanatory power of the models is 

reasonably good, as 50 percent of the variations in TC can be explained by the 

selected independent variables. Apart from that, the overall significance of the 

models is also satisfactory as both Wald-chi2 (χ2) and F-statistics are significant 

at the 0.01 level.  

Since the size of an MFI (measured by number of branches) has a positive effect 

on TC, it is likely that larger MFIs are the main players in innovation and usage 

of modern capital and equipment in operations. This suggests that “size matters” 

for technological progress in the microfinance industry. The findings are also 

corroborated by earlier arguments that leading MFIs innovate different financial 

products and small-scale MFIs follow their lead in most of the cases. 

Additionally, a large number of branches could also represent a decentralized 

organizational structure; decentralization of microfinance operations could 
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enhance TC as the branches would have the autonomy to actualize innovative 

ideas and implement local solutions to use their scarce resources more efficiently. 
 

Table 2 Determinants of technological change 

Dependent Variable: Technological Change 

 OLS OLS Truncated 

Bootstrapping 

Truncated 

Bootstrapping 

Institutional Characteristics   

LNAGE -0.0006 

(0.0060) 

-0.0005 

(0.0060) 

-0.0006 

(0.0059) 

-0.0005 

(0.0060) 

LNEAGE2  

 

0.0002 

(0.0012) 

 

 

0.0002 

(0.0012) 

ROA 0.0004 

(0.0007) 

0.0004 

(0.0007) 

0.0004 

(0.0007) 

0.0004 

(0.0007) 

LNBRANCH 0.0083*** 

(0.0021) 

0.0082*** 

(0.0021) 

0.0083*** 

(0.0021) 

0.0082*** 

(0.0021) 

LOC 0.0113* 

(0.0062) 

0.0113* 

(0.0062) 

0.0113* 

(0.0063) 

0.0113* 

(0.0063) 

Macroeconomic and Regulatory Variables   

INF -0.0204*** 

(0.0028) 

-0.0204*** 

(0.0028) 

-0.0204*** 

(0.0028) 

-0.0204*** 

(0.0028) 

GDPGR 0.0726*** 

(0.0098) 

0.0727*** 

(0.0098) 

0.0726*** 

(0.0098) 

0.0727*** 

(0.0098) 

WGI -1.8683*** 

(0.0759) 

-1.8683*** 

(0.0759) 

-1.8683*** 

(0.0760) 

-1.8683*** 

(0.0760) 

INTCP -0.0618*** 

(0.0108) 

-0.0619*** 

(0.0108) 

-0.0618*** 

(0.0110) 

-0.0619*** 

(0.0110) 

External Sources of Funds   

PKSF 0.0002 

(0.0001) 

0.0002 

(0.0001) 

0.0002 

(0.0001) 

0.0002 

(0.0001) 

GOVT -0.0001 

(0.0007) 

-0.0001 

(0.0007) 

-0.0001 

(0.0007) 

-0.0001 

(0.0007) 

DON -0.0000 

(0.0006) 

-0.0000 

(0.0006) 

-0.0000 

(0.0006) 

-0.0000 

(0.0006) 

MFIB 0.0011** 

(0.0005) 

0.0011** 

(0.0005) 

0.0011** 

(0.0005) 

0.0011** 

(0.0005) 

BANK 0.0003 

(0.0003) 

0.0003 

(0.0003) 

0.0003 

(0.0003) 

0.0003 

(0.0003) 

Cons -0.8830*** 

(0.0726) 

-0.8839*** 

(0.0729) 

-0.8830*** 

(0.0717) 

-0.8839*** 

(0.0720) 

N 1009 1009 1009 1009 

F 74.189*** 68.9619***   

Wald Chi2   992.5186*** 995.4636*** 

R2 0.4951 0.4951   

Adj. R2 0.4885 0.4880   

Number of Iteration  2000 2000 
Notes:   Standard errors in parentheses. * p < 0.10, ** p < 0.05, *** p < 0.01. 

Robust standard errors are calculated under OLS. 
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Another important finding which emerged from Table 2 is the significance of 

location of MFIs in technological change. The coefficient sign is positive and 

significant at the 0.10 level, which means that MFIs located in Dhaka are 

estimated to have better TC due to locational advantages and market difference, 

as Dhaka is the capital city of Bangladesh. Macroeconomic variables play a 

significant role in explaining variations in TC as well. The overall economic 

growth supports technological progress in MFIs. This means that in the face of 

rising economic growth, firm and institutions are likely to invest in better capital 

equipment to attain technological progress. Interestingly, WGI, INTCP and INF 

have significant negative effects on TC. Although WGI is expected to have a 

positive effect on TC, the findings are in contrast with a priori expectations.  

Since the coefficient of peer borrowing is positive and statistically significant, 

there is a possibility of shifting required technology between the peer MFIs. 

These findings can be explained in two ways. First, financially-sustainable and 

high-performing MFIs will only be lending to low-performing MFIs. Peer 

borrowing can be from a single or multiple MFIs, depending on the financial 

needs and capacity of the borrowing MFI. Second, innovations and developments 

may be determined by joint cooperation and co-development. 

 

Conclusion 

After decomposing the TFP index, this study found that on average TC observes 

regress. This is mainly because the incorporation of innovations in MFIs is quite 

rare due to their preference for absorbing existing best practices. Thus we observe 

regress in TC that warrants the necessity of immediate attention in technological 

development. In view of this, products innovations are imperative in 

microfinance similar like conventional banking for MFIs to provide services to 

the unbanked and poor. Therefore, the utilization of ICT into daily financial 

operations should be encouraged as a policy to boost technological progress in 

MFIs, which could be advanced by looking into the domestic banking sector as 

they have led technological advancement in the country at large. Furthermore, 

this study also identified the factors that can promote technological change and 

innovations in the microfinance industry.  

For example, only MFIB – among other quasi-equity sources of funds positively 

affect TC. This shows the existence of peer effect.  While the size positively 

affects TC-representing that bigger MFIs are leading in technology usage and 

innovations. In particular GDP growth has exhibited a positive effect on TC, 

implying the importance of good economic environment to nurture productivity 

enhancement through innovations and technological advancement.  

Keywords: Innovation, microfinance institution, technological change, total 

factor productivity. 
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Introduction 

The banking sector is one of the main sectors of the economy of any country. The 

Sri Lankan banking sector consists of licensed commercial banks, registered 

finance companies and licensed specialized banks. Banks act as financial 

intermediators at economic activities in national level as well as international 

level. Banks provide different types of services such as accepting deposits, 

granting of loans and advances, transfer of funds, collection of cheques, periodic 

payment, portfolio management, periodic collections, issue of drafts and letter of 

credits, locker facility, underwriting of shares to their customers, and are dealing 

in foreign exchange. Government, organizations or persons in a country want to 

have at least one kind of services from the above. Conventionally all these 

banking activities were carried out manually and customers had to visit the 

branches. This method consumed a lot of time as well as made cost to both 

customer and the bank. Further, customers faced more inconveniences such as 

working time, and security issues when transferring money. The rapid growth 

and diffusion of the Internet and the advancement of information and 

communication technologies (ICTs) have had an enormous effect on most 

organizations as well as on banking sector.  With the development of ICT, 

changes are occurred in every aspect of the banking industry. Banks started to 

make available their services and products over the internet and this method is 

identified as internet banking. Internet banking is performed through a computer 

system or similar devices that can connect to the bank website via the internet. 

People can also use internet banking on their mobile phones using a Wi-Fi or 3G 

connection. 

Presently, most of the banks of the country offer internet banking services to their 

customers. Although internet banking is popular in other countries, Sri Lankan 

bank customers are reluctant to use internet banking facilities (Jayasiri et al., 

2016). Thus, customers are more resistance towards adopting such a technology 

even it has sufficient relative advantages. It was found that only less than 1percent 

of bank customers, in general, use internet banking (Suraweera et al., 2011). 

Accordingly, this study aims to explore the factors which make influences on 

customer adoption of internet banking services in Sri Lanka paying attention to 

mailto:buddiranaweera@yahoo.com
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Anuradhapura city area. Through the study findings, banks can address to the 

issues and able to promote their internet banking among their customer. On the 

other hand, customers could entertain the advantages of internet banking without 

hesitations. 

 

Methodology 

The objective of the study was to identify the influences on customer adoption of 

internet banking services provided by state banks in Anuradhapura city area. 

Through the literature review (Safeena et al., 2013; Tan & Teo, 2000), it was 

recognized that attitudes, subjective norms and perceived behavioral control 

make influences on customer adoption of internet banking; then said factors were 

considered as independent variables of the study while adoption of internet 

banking was treated as dependent variable. Thus, theoretical foundation for the 

study was the theory of planed behavior (TPB) which predicts deliberate 

behavior, because behavior can be deliberative and planned (Safeena et al., 2013). 

According to Opatha (2003), studies that engage in explanatory or hypotheses 

testing usually establish certain relationships between variables of differences 

among groups on a variable or variables. This study establish the relationship 

between the factors affecting for the adoption of internet banking. Accordingly, 

following hypotheses were developed.  
 

H1 – There is a significant relationship between customer attitudes and 

adoption of internet banking services provided by state banks in 

Anuradhapura city area. 

H2 – There is a significant relationship between subjective norms of customers 

and adoption of internet banking services provided by state banks in 

Anuradhapura city area. 

H3 – There is a significant relationship between perceived behavioral controls 

of customers and adoption of internet banking services provided by state 

banks in Anuradhapura city area. 
 

The population of this study is the customers of state banks in Anuradhapura city 

area. Three state banks, namely Bank of Ceylon, People’s Bank and National 

Savings Bank, were identified for the survey. Following convenience sampling 

method, 100 bank customers were selected by visiting above noted banks. A 

structured questionnaire was administered to collect primary data. The data were 

fed to SPSS worksheet and examined the reliability by performing Cronbach 

Alpha test. All the Alpha values were above the cut off value of 0.7 (Attitude = 

0.757, Subjective norms = 0.748, behavioral control =0.742 and adoption of 

internet banking = 0.741). Face validity was checked by an expert in the relevant 

field. Correlation analysis was executed to determine the relationships between 
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identified factors and the dependent variable. Multiple regression analysis was 

carried out to check the overall impact of the factors towards the dependent 

variable.  

 

Results and discussion 

The results of the correlation analysis (Table 1) revealed that three hypotheses of 

H1, H2 and H3 are supported. Correlation coefficient values indicate that customer 

attitudes, subjective norms and perceived behavioral control have strong positive 

relationships with the adoption of internet banking services of state banks in 

Anuradhapura city area. 

Table 1 Results of the correlation analysis 

 Adoption of internet banking P value 

Customer attitudes  0.429 .000 

Subjective norms 0.431 .000 

Perceived behavioral control 0.491 .000 

Correlation is significant at the 0.01 level (2-tailed) 
 

Regression analysis (Table 2) discloses that predictor variables of attitudes, 

subjective norms, and perceived behavioral control  have ability to explain about 

30 percent variation in adoption of internet banking as adjusted R Square value 

is 0.298.). Further, results of the regression analysis justify the used model in the 

study. Perceived behavioral control is the most significant factor which makes 

influences on adoption of internet banking. 
 

Table 2 Results of the multiple regression analysis 

Adj.R2 =   0.298              F value=   15.038                           Sig. F =0.000 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) .667 .558  1.195 .235 

Attitudes .356 .172 .210 2.062 .042 

Subjective Norms .227 .090 .242 2.516 .014 

Perceived Behavioral Control .326 .141 .255 2.305 .023 
 

The study found that attitudes make a significant influence on adoption of internet 

banking. This is consistent with the findings of Tan and Teo (2000). Attitudes are 

a function of beliefs which affect individual behavior. “Man’s social actions- 

whether the actions involve religious behavior, ways of earning and living, 

political activity or buying and selling goods are directed by his or her attitudes”. 

Thus, it is not surprising that attitudinal factors have a significant influence on 

the adoption of internet banking.  
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Results of this study revealed that subjective norms have a significant influence 

on adoption of internet banking. Tan and Teo (2000) found subjective norms to 

be important for affecting adoption in the early stages of implementing the 

innovation when users have less direct experience from which to develop 

attitudes towards such innovations. Furthermore, for a consumer-oriented 

service, it is likely that consumer relevant groups such as family members, 

friends, colleagues or peers will influence the adoption (Tan & Teo, 2000). Chen 

(2014) found that subjective norms have a significant influence on the adoption 

of internet banking. Baragani (2007) also found a positive significant relationship 

between subjective norms and intention to use internet banking services. 

However, the results of the study of Shih and Fang (2004) show that subjective 

norm is not significant on the adoption of internet banking. They indicated 

reasons for such a situation. The reasons are most of their respondents had at least 

one year’s experience with the internet and information about the internet is 

readily available from the banks or bank web sites. This makes the potential 

adopters less reliant on the information provided by their relevant peers or family 

groups. Another possible reason is that since internet banking in Singapore is still 

in its early stages of implementation, respondents may feel that their referent 

groups are unlikely to know much about such services. Hence, their influence is 

not significant in affecting the internet user’s adoption intentions (Tan & Teo, 

2000). 

Perceived behavioral control also has a significant influence on adoption of 

internet banking. This is consistent with the findings of a study of Tan and Teo 

(2000) and they indicated that an individual with a confident command of 

computer skills and familiarity with the internet is more inclined to adopt internet 

banking. Shih and Fang (2004) have also proven same relationships in their 

studies. The results of the study of Chen (2014) indicated that self-efficacy and 

facilitating condition have a significant influence on the perceived behavioral 

control. In other words, the more confident customers are about their own ability, 

and the more confidence in the facilitating condition available to support their 

use of internet banking, are significantly influence on the adoption of internet 

banking. 

 

Conclusion 

The aim of this study was to investigate the factors influencing for the adoption 

of internet banking services of state banks in Anuradhapura city area. Thus, 

attitude, subjective norms and perceived behavioral control were taken into 

considerations using Theory of Planned Behavior model. The results show that 

adoption of internet banking services can be predicted by attitudinal, subjective 

norms and perceived behavioral control factors of the customer. Among them, 
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perceived behavioral control of customers has a greater influence on the adoption 

of internet banking services of state banks in Anuradhapura city area. Realizing 

the main predictors for the adoption of internet banking services is very vital for 

banks in Anuradhapura city to make their strategies to promote internet banking 

among customers. Further, future studies should focus the other factors that may 

have influence over customer adoption of internet baking. 

Keywords: Anuradhapura city, customer adoption, internet banking, sate banks, 

TPB.  
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Introduction 

The relationship between population and economic growth has recently spawned 

a large number of empirical studies. But, there is no consensus among researchers 

about the effects of population growth on economic growth.  Therefore, empirical 

studies have found evidence in favor of negative and positive effects as well as 

of no effects at all. According to Darrat and Al-Yousif (1999), there are mainly 

three schools of thought regarding the relationship between population growth 

and economic growth. The first one is the conventional view, which states that 

rapid population growth leads to lower economic growth and poverty. The second 

one, the Revisionist school, takes the opposite view, arguing that higher 

population growth increases the stock of human capital, thus contributing to 

economic growth. Finally, the Transition theory describes that population growth 

is in part due to changes in income; populous countries are populous as a result 

of being economically poor. 

The study by Furuoka (2009) in Malaysia, using Johansen cointegration test and 

the Error Correction Model (ECM), found that there exist a long-run equilibrium 

relationship between the population growth and per capita Gross Domestic 

Product (GDP) growth. Dao (2013), using forty five African countries stated that 

there is a negative effect of population growth upon economic growth. On the 

other hand some studies found no evidence of any relationship between 

population growth and economic growth (Singha & Jaman, 2012). Therefore, 

present study attempts to examine the relationship between population growth 

and economic growth of Sri Lanka.  

 

Methodology  

In this study, several econometric methods were employed to examine the 

relationship between two variables, GDP (Sri Lanka’s real Gross Domestic 

Product) and Population (Sri Lanka’s total population) over the period 1977-

2016. The data were obtained from the Central Bank Reports and Department of 

Census and Statistical reports. All the data were transformed into log form for the 

purpose of the analysis.  
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The empirical analysis in the present study was done in three stages. In the first 

stage, unit root tests were used to determine whether the time series data are 

stationary. Analysis of non-stationary data may produce spurious results because 

estimates obtained from such data will possess non constant mean and variance. 

In this regard Augmented Dickey Fuller (ADF) test was used to test for unit roots. 

In the second stage, cointegration test was carried out in order to analyze whether 

the pairs of variables were cointegrated or moved jointly in the long-run. 

Cointegration rank is estimated using Johansen methodology. Johansen’s 

approach derives two likelihood estimators for the Cointegration rank; a Trace 

test and a maximum Eigen value test. In the third stage, Granger causality test 

was used to analyze causality between population growth and economic growth 

in Sri Lanka.  

 

Results and discussion 

It is clear from Table 1 that the null hypothesis of no unit roots for all the time 

series are rejected at their first differences since the ADF and PP test statistic 

values are less than the critical values at 0.01 levels of significances. Thus, the 

variables are stationary and integrated of same order I(1).  
 

Table 1 Results of unit root tests 

ADF Unit Root Test 

 Level First Difference 

 Interce

pt 

Trend and 

Intercept 

None Intercept Trade and 

Intercept 

None 

GDP 0.723 -2.755 4.593 -9.541*** -9.151*** -1.978*** 

Populat

ion 

-1.539 -5.201*** 2.301 -7.032*** -7.026*** -9.847*** 

PP Unit Root Test 

 Level First Difference 

 Interce

pt 

Trend and 

Intercept 

None Intercept Trade and 

Intercept 

None 

GDP 0.771 -2.927 4.749 -8.265*** -8.016*** -5.226*** 

Populat

ion 

-1.686 -5.191*** 4.732 -21.224*** -35.209*** -10.745*** 

***  significance at 1 percent level, **  significance at 5 percent level 

 

Table 2 show the results of Johansen Cointegration test. The Trace test and Max-

eigenvalue test indicate that the GDP and Population growth are cointegrated and 

have a long-run association.  

The Granger causality test was employed to examine the causality between 

population growth and economic growth in Sri Lanka. According to the results 

in Table 3, the null hypothesis that population growth did not Granger-cause GDP 

could not be rejected. Therefore, population growth in Sri Lanka does not 
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Granger-caused the country’s real per capita GDP growth. However, the null 

hypothesis that GDP did not Granger-cause population growth could be rejected 

at the 0.05 level of significance. Thus GDP growth in Sri Lanka causes the 

population growth. 
 

Table 2 Results of Cointegration test 

Unrestricted co-integration Rank Test (Trace) 

Hypothsized No. of  

CE(s) 

Eigenva

lue 

Trace 

Statistics 

0.05 Critical 

value 

Prob.** 

None*  0.382  20.392  15.494  0.008 

At most 1 *  0.095 3.531  3.841  0.060 
Trace test indicates 1 cointegrating eqn(s) at the 0.05 level, * denotes 

rejection of the hypothesis at the 0.05 level, **MacKinnon-Haug-Michelis 

(1999) p-values 
 

Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 

Hypothsized No. of  

CE(s) 

Eigenvalue Trace 

Statistics 

0.05 Critical 

value 

Prob.** 

None *  0.382299  16.86130  14.26460  0.0190 

At most 1  0.095976  3.531480  3.841466  0.0602 
Trace test indicates 1 cointegrating eqn(s) at the 0.05 level, * denotes rejection of  

the hypothesis at the 0.05 level,      **MacKinnon-Haug-Michelis (1999) p-values 

 

Table 3 Result of Granger Causality test 

Null Hypothesis: F-

Statistic 
Prob.  

Population growth does not Granger Cause GDP 

growth 
1.64546 0.2084 

GDP growth does not Granger Cause population 

growth 
4.07342 0.0262 

 

Conclusion 

The study confirmed the existence of a long-run relationship between population 

growth and economic growth in Sri Lanka. The study further found presence of 

uni-directional causality that is running from GDP growth rate to population 

growth but not vice versa. Overall, the study suggests that there is a relationship 

between economic growth and population growth in Sri Lanka.  

Keywords: Causality, cointegration, GDP, population 
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Introduction 

Online shopping web sites provide variety of goods and services to consumers 

and provide increased competition on a global scale and allowing them to access 

wider market place. Consumers are rapidly adopting online shopping over the 

conventional retail shopping because of their busy life style and ease of access. 

However, as the importance of and competition among online shopping sites 

increases, the quality of the sites will become important for survival and success. 

As online shopping moves rapidly from novelty to a routing way of shopping, the 

usability and accessibility of the sites will play an important role in differentiating 

sites. Powell (2000) defines the web site usability as "the extent to which a site 

can be used by a specified group of users to achieve specified goals with 

effectiveness, efficiency, and satisfaction in a specified context of use”. Web 

accessibility refers to the degree to which web information is accessible to all 

human beings and automatic tools. In addition, the quality of a web site usually 

measures based on the loading speed and the size of web page. High quality sites 

may attract more browsers and shoppers than competing low quality sites because 

quality builds sustainable competitive assets (Mullaney, 2000). In the Sri Lankan 

context, literature on online shopping web sites is very limited and unclear. Thus, 

this study aims to evaluate the usability and accessibility of online shopping 

websites in Sri Lanka.  

 

Methodology 

In this study, search strings were used to find the most popular online shopping 

websites in Sri Lanka using different search engines such as Google and Yahoo. 

The study used search strings such as “Major Online Shopping web sites in Sri 

Lanka”, “Online Shopping + Sri Lanka”. According to the search queries and a 

simple poll done in the Facebook, wow.lk, mystore.lk, choice.lk, takas.lk, 

daraz.lk and wasi.lk sites were identified as the most popular online shopping 

websites in Sri Lanka for the study. 

The methodology of this research comprises of two approaches. Firstly, the 

survey method which is similar to the methodology used in Thiam and Siti’s 
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(2003) study was used in the study. The study selected 54 respondents using a 

random sampling to conduct online survey among them and a descriptive 

research design was chosen. In the questionnaire, critical aspects of the usability 

and accessibility were classified into four categories according to ISO 9241-11 

components: 1. Content, organization, and readability, 2. Navigation and links, 

3. User interface design, 4. Performance and effectiveness. Secondly; the 

systematic evaluation was done by using three automated tools such as readability 

test (juicystudio.com), web page speed and performance GTmatrix 

(gtmetrix.com) and Dead Link checker (www.deadlinkchecker.com). 

 

Results and discussion  

A total number of 54 respondents participated in the study were 57 percent are 

male and 43 percent were female. Among them, 31percent were Advanced Level 

students, 22 percent were undergraduate students, 35 percent were graduates and 

10 percent were postgraduate holders. It was revealed that, in average, 9 percent 

of the respondents spent less than 30 minutes, 50 percent spent 30 – 60 minutes, 

and 33 percent spent 1 – 3 hours, 7 percent spent more than 3 hours on the 

internet. 

The level of usability and accessibility of the specific online shopping websites 

were determined by using the corresponding merit values from 0.00 to 1.00 in 

terms of reliability. The greater the value shows greater participant satisfaction, 

whereas the lower the value shows lower participant satisfaction. Each of the 

online shopping websites achieved its usability levels based on the corresponding 

usability point gained from the participants. The wow.lk website (Owned by 

Dialog Axiata PLC) achieved the highest score among the five online shopping 

websites in most categories. The mystore.lk (Owned by Mobitel PLC), daraz.lk 

and choice.lk had a good usability level in the category of content, organization, 

readability, navigation, links, user interface design and performance and 

effectiveness. However, takas.lk and wasi.lk achieved moderate scores in all the 

categories. 
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Figure 1  GT Matrix rating and Flesch Reading 

According to the automated tools, data were analyzed based from Nielson 

usability guidelines for (i) ideal size of web pages, (ii) number of broken links 

and the (iii) webpage loading speed. The result of this study shows that the online 

shopping websites in Sri Lanka had few usability and accessibility issues. Figure 

1 shows the percentages obtained from each websites with reference to the GT 

Matrix rating and Readability test. According to the given percentages of loading 

speed and page sizes by the GT Matrix automated tool, wow.lk and mystore.lk 

acquired B grade, daraz.lk, takas.lk, wasi.lk acquired C and only choice.lk 

acquired F grade respectively. 

 

Conclusion 

The main aim of this study was to evaluate the usability and accessibility of online 

shopping websites in Sri Lanka. Few usability issues and some accessibility 

issues were discovered after both of the participant’s survey and systematic 

review done by using automated tools in this study. It also shows that there is a 

crystal clear relationship between the usability and accessibility of a website and 

the consumer preferences specially, when it comes to online shopping. The 

findings of this study provide owners, strategic partners, web developers of online 

shopping websites in Sri Lanka to give more emphasis on specific accessibility 

and usability features which are fairly being neglected. In reality, the challenges 

of studying the usability and accessibility of websites are greater due to the fact 

that the web is growing fast and new technical resolutions are continuously 

developing, as well as new practices.  

Keywords: Accessibility, automated tools, online shopping, Sri Lanka, usability. 
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Introduction 

Against a background of increasingly serious environmental deterioration and 

improving environmental regulations, businesses and industries are facing 

growing responsibility to manage their activities. Industrial activities that are 

becoming an influential threat to the environment has to be managed. However, 

most business organizations are motivated to manage their environmental 

impacts and improve sustainability in business. This research focuses on the 

problems that businesses face in dealing with environment and identifies best 

practice for business using the ISO 14001 Environmental Management System 

Framework to manage the environmental impact within a company, with special 

reference to hotels in the tourism industry.  

The hotel industry keeps growing. In 2007, Worldwide tourism represents 35 

percent of the world’s exports of services and over 70 percent in some developing 

countries (Zein et al., 2008). In Sri Lanka, average annual growth rate from 2005 

to 2013 is 21percent (Sri Lanka Tourism Development Authority, 2013).  This 

growth is directly accountable in environmental aspects because the whole 

population has to be accommodated in hotels which come with unsustainable 

consumption practices endangering ecosystems and natural resources. In World 

75 percent of environmental pollution caused by hotel industry with over-

consuming energy, water, and materials while operating business. Thus, hotel 

industry worldwide is currently getting more and more concerned about 

environmental issues (Chen, 2008). 

Hence hotel industry in Sri Lanka is an active and inevitable source to revenue 

for national economy and there should be a well-suited apparatus to balance 

revenue and environment cost. Otherwise such void will be turned in to long term 

environment problems and issues. To address such matters, an environmental 

management system (EMS) is a proper way because, an EMS has the capacity to 

manage and deal with aspects that pressure the environment. It allows an 

organizational framework to control the impacts of activities, products or services 

on the natural environment systematically and continually while helping 

organization to reduce unnecessary costs. Hotels individually implement several 

environmental conservation practices and try to minimize their impacts on 
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environment. But there is a significant difference between ordinary 

environmental practices and implementation of EMS with ISO 14001 standard 

because, EMS is a continuous management plan to minimize the impacts on 

environment with a well-organized steps of activities. 

 

Methodology 

The general objective of this study was to assess the factors influencing on 

productive environmental management systems in hotels. The sample selection 

was made according to their environmental performance levels such as 

implementation of environmental management systems with ISO 14001 

standard.  The sample included four stars class with room capacity between 75 

and 100. The sample was evaluated for their environmental performances. 

Institutional review of selected tourists’ hotels was done by primary and 

secondary data collected through a structured questionnaire survey and a 

documentary review.  Questionnaires were filled by both top managers and lower 

level employees. Initial Environmental Review Checklists were filled under 

major six components and used a grading system (Sturm & Upasena, 1998) in 

evaluating each hotel on their performance. Each criteria got a grade accordingly 

and finally hotels get a final mark through a mathematical calculation using MS 

excel which is denoted in Table 1.  

 

Results and discussion 

According to the comparative analysis done with the data collected from hotels 

with and without EMS plans, there is a performance variance. Despite being 

hotels without EMS plans they are practicing some steps of EMS such as 

planning, implementing, and measuring. But the environmental actions needed 

to be evaluated, reviewed and employed corrective actions for continuous 

improvement which are not implemented in hotels without EMS plans. The hotels 

with EMS plans also indicate a performance variance in their EMS because they 

have different levels of competencies, accessibility to technology, human and 

financial resources and efficiency in working. Also the attitudes make the process 

more success. If the people involved are thoroughly committed to accomplish 

their responsibilities well, the process can be executed well. Figure 1 shows the 

overall performance levels of selected six hotels in the study. 

According to the results, D, E, F are the hotels without EMS plans and A, B, C 

are the hotels with EMS plans. According to the results of evaluated IER there is 

a performance variance in environmental actions. In the study Initial 

Environmental Review (IER) was evaluated according to six modules which 

cover all the steps of ISO 14001 standard such as plan, do, check and act. For a 

most productive environmental management system there should be a proper 
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systematic process of planning, implementing, reviewing and continuous 

improvement. Those hotels ISO standardized are implementing the steps well and 

most effective in their environmental performance. 
 

 
Figure 1 Overall environmental performance of hotels 

 

Table 1 illustrates the performance levels of each hotel according to the survey 

analysis and it is a significant variance of hotels with EMS and without EMS 

plans. Hotels with EMS plans are functioning the all levels of the system and they 

are successful in planning, implementing, reviewing and continuing the system 

again. So it is clear to stated that for the almost success of environmental 

performance in an industry, a systematic process of activity plan is vital. It is 

proven that in the year 2016, “A” hotel was awarded by the Green Award offered 

by the Central Environmental Authority. 
 

Table 1 Performance of hotels according to EMS modules 

EMS 

Modul

e 

Com 

& 

Polic

y 

(60) 

Planni

ng 

Policy 

(120) 

Implemen

ting 

(210) 

Evalua

tion 

(120) 

Revie

w 

(60) 

En:tal 

Commu

nication 

(60) 

Over

all 

(630) 

  

% 

A 56 98 133 69 21 7 384 60.95 

B 49 93 126 46 17 12 343 54.44 

C 42 69 104 36 7 2 260 41.26 

D 24 49 47 8 0 0 128 20.31 

E 17 35 51 7 0 0 110 17.46 

F 7 12 18 5 0 0 35 5.55 
 

Individual assessment of environmental performance will help any institute to 

understand the barriers for EMS in their own property and so that they can 

formulate the most suitable and preferable implementation strategy. Identify the 

advantages and barriers for EMS and a need assessment for EMS will motivate 

industries to implement a systematic environmental management plan in any 

industry to manage the environmental impacts onsite.    
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Conclusion 

Hotel industry as well as any kind of industry can be more profitable 

economically, socially and environmentally by implementing a systematic EMS. 

Hotels without EMS plans are only considering the activities for environmental 

conservation and not involving in any planning and reviewing. So a SWOT 

analysis can be incorporated for industries to apply EMS and can be advised on 

advantages, motivations and capacities. Also launching a process of 

implementing EMS in industries considering country as a whole is better. If there 

is a common criterion to guide small scale industries for EMS and if they assist 

with a prior investments, industries can be motivated for applying EMS in their 

private property escaping their barriers such as financial support. Recently eco-

tourism is a most eminent concept in the world and EMS can be incorporated in 

eco-tourism to get the economic, social and environmental sustainability in 

business.  

Keywords: Environmental impact, environmental management system, 

environmental sustainability, initial environmental review.  
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