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The objective of this study is to investigate whether the high economic growth achieved during the 
1980s has “trickled down” to the bottom layers of the Sri Lankan society. The study consists of three 
parts: the first is on income distribution, the second on asset ownership, and finally, a conclusion. 

Income Distribution 1. 

T his part deals mainly with the income distribution 
patterns during the period 1970 to 1990. The GNP 

per capita of Sri Lanka increased from US$ 120 in 1970 
to US$ 420 in 1990. The crucial question to be examined 
is whether this increase in income was distributed 

equitably. The most reliable information on income dis- 
tribution comes from the Consumer Finance and 

Socio-Economic Surveys (hereafter referred to as CFS) 

conducted by the Central Bank of Sri Lanka. Using the 
data available in these and other surveys that were done 

by the Department of Census and Statistics, the conven- 
tional measures of inequality such as decile shares and 

the Gini coefficient will be examined in this exercise.! 

Table 1 presents the percentage of income received by 

deciles of income receivers and spending units for the 

years 1973, 1978/79, 1981/1982, and 1986/1987 (some- 

times 1985/86 is used instead of 1986/87). It can clearly 

be seen that the income share of the lowest 40 per cent of 

income receivers declined from 15.1 per cent in 1973 to 

12.1 per cent in 1978/79, to 11.8 per cent in 1981/82 and 

to 7.1 per cent in 1985/86. The income share of the 

highest decile on the other hand rose from 30 per cent to 

39.1 per cent, to 41.7 per cent and to 49.3 per cent 

respectively. It should be noted that, in 1985/86, the top 

10 per cent of income receivers had an income share 

nearly seven times higher than the bottom 40 per cent of 

income receivers, while in 1973 it was only double the 

amount. Furthermore, the share of income accruing to the 

bottom 40 per cent of spending units declined from 19.3 

per cent in 1973 to 16.1 per cent in 1978/79 to 15.3 per 

cent in 1981/82 and to a still lower figure of 14.1 per cent 

in 1986/87. 

Income inequality measured by the Gini coefficient was 

at its lowest in 1973, and since then income distribution 

has become more unequal with the Gini coefficient for 

spending units worsening from 0.35 in 1973 to 0.47 in 

1986/87 (Table 2). Since there was no survey in 1977, it 

is not possible to be precise about the exact year that the 

Gini coefficient started to increase. But as most redistri- 

bution policies of the early 1970s continued until 1977, it 
is quite probable that the trend reversal occurred after 

the policy reforms of 1977. 
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Table 1 

Percentage of Income Received by Deciles of Income 
Receivers and Spending Units 

Decile Income Receivers Spending Units 

1973 | 1978/79| 1981/82 1985/86] 1973 | 1978/79| 198 ve2| 1986/87 

Top 10 | 

per cent 30.0 | 39.1 | 41.7) 49.3 | 28.0 | 35.9 | 37.3 | 39.1 

Middle 50 | 
per cent 54.9 48.8 46.5 | 43.7 | 52.7 48.0 47.4 | 46.8 

Bottom 40 

per cent 15.1 12.1 11.8 7.1 | 19.3 16.1 | 15.3 14.1 

Source:CFS 1973, CFS 1978/79, CFS 1981/82, CFS 

1986/87, and LFSES, 1985/86. 

Notes: 

1. A spending unit consists of all the members of a 
household who act as a unit in decision-making for 
spending. 

Data for the post-1983 period are computed exclud- 

ing the districts in the North and East except Ampara. 

Income received data for 1985/86 are from LFSES, 
1985/86. There are problems with regard to obtaining 
the data for 1986/87 from the CFS, 1986/87. 

Table 2 

Gini Coefficient of Spending Units 

1981/82 

0.452 

1986/87 

0.464 

1973 1978/79 

0.35 

Source: 

0,426 

CFS, as in Table 1. 

These figures indicate that a major redistribution of 
income has occurred over the period under consideration 
in favour of the more wealthy. Creation of inequalities of 
such magnitude within a relatively short time of just over 
a decade is cause for concern. By way of comparison, one 
may note that even in developed countries, the richest 10 
per cent of the households command only about 20-25 per 
cent of a total income, while the bottom 40 per cent com- 
mand nearly 20 per cent.’ This is the case in the USA, 

Japan, the UK and most of the European countries. South 
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Korea and Taiwan, the rapidly growing newly industri- 

alized countries, have prevented the emergence of marked 

inequalities with less than 30 per cent of total income 

accrueing to the top 10 per cent of income earners. 

Table 3 shows that there has been a marked shift in the 

distribution of income in favour of the urban sector where 

nearly 22 per cent of the population lives. The share of 

urban sector in the total income of the country had risen 

from 28.1 per cent in 1981/82 to 35.6 per cent in 1985/86 

representing a gain to the urban sector of 26 per cent, 

while the rural sector — where 72 per cent of the people 

live — had suffered a loss of 12 per cent in its share. These 

figures are indicative of the pattern of economic growth 

in the 1980s which was heavily biased towards 

urban-based mercantile and services activity. 

Table 3 

Sectoral Income Distribution Pattern 

Population (%) Sectoral distribution of 

as a 
Early 1980s 1981/82 1985/86 | 

Urban 22 28.1 35.6 

Rural 72 67.2 59.4 

Estate 06 4.6 5.0 

Total 100 100 100 

Source: CFS, 1981/82 and LFSES, 1985/86. 

Clearly, income inequality has increased during the 

1973—1986/87 period. However, even though the relative 

shares of income of the high income groups have increased, 

there is a possibility that the absolute incomes of all 

groups have also increased, thus improving the living 

conditions of all segments of the population. To investi- 

gate whether this is in fact the case, real incomes and 

real wages are examined. The real income data for the 

1973—1981/82 period have been analysed by Sanderatne 

(1985). According to him: “When the income deciles of 

spending units are analysed, ... an improvement of real 

income [is evident] between 1973 and 1978/79 for all 

deciles, but a considerably better improvement for the 

higher deciles. Between 1978/79 and 1981/82 all deciles 

of spending units suffered a loss in real incomes. When 

1981/82 real incomes are compared to 1973 incomes, real 

incomes increased by 15 per cent or less for the lower 40 

per cent of spending units and for the sixth decile but the 

other deciles had a significantly greater increase in real 

incomes”. (pp.21-22). 

For the purpose of this exercise, Sandaratne’s study was 

extended to the 1986/87 period using 1977 as the base 

year for estimating real income. The results are recorded 

in Table 4. Clearly, it is seen that the first five deciles 

have faced a continuous decline in real income during the 
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1978/79 - 1986/87 period while the upper groups from the 

sixth decile have had a substantial improvement of rea] 

income during 1981/82 and 1986/87. 

Table 4 

Mean One Month Income per Income Receiver by 

Deciles for the Total Population 

Deciles Mean Income (Rupees) Real Mean Value 
at 1977 Prices 

: 1973 ‘arar| 1981/82 | 1986/87 1978/79 | vee | 1986/97 

Lowest 4. | 74 | 134 79| 63 57 | 23 

Second 72 | 158 | 277| 240] 135) 117 | 6g 

Third 100 | 223 nas | gss| 191 162) 111 

Fourth 130 | 295 | 512 | 665 | 252 216 166 

Fifth 161 | 367 619 a43.| 314 | 261 240 

Sixth 199 | 451 770) 1332 | 386 | 325 | 380 

Seventh 240 | 564 | 951 | 2261 | 483 | 4ol | 644 

Eighth 288 | 695 | 1182 | 4107 595 | 498 | 1170 

Ninth 362 | 944 | 1646 | 7215 | 808 | 694 | 2056 

Highest 682 | 2414 | 4632 | 17366 | 2065 | 1952 | 4949 

Sources: 

1. 1978/79 and 1981/82 mean income, Sanderatne (1985), 

p.22. 

2. 1986/87 Mean Income was obtained from the CFS, 

1986/87 (p.436). 

Notes: 

(a) Real incomes for the years 1978/79, and 1986/87 were 

estimated using the Special Consumer Price Index 

(SCP1) given in Sanderatne (1990). Real mean value 

was not calculated for the year 1973 as SCPI was not 

available. 

There are certain inaccuracies in the CFS, 1986/87 

mean income data. Due to this reason, publication of 

the CFS, 1986/87, Part I has been postponed. 

Data are for all-island and the post-1983 data exclude 

the Northern and Eastern provinces. 

(b) 

(c) 

Since there are problems in regard to decile-wise real 

income estimates, it is prudent to analyse the main com- 

ponent of income, i.e., wages. This is because income lev- 

els are defined as wages plus income supplements, such 

as annual increments, overtime payments, bonus earn- 

ings, other incentive payments, non-employment incomes 

accruing from holdings of land and other property, and 

so on.’ Table 5B presents the real wage indexes (minimum 

wages) for some of the crucial sectors of the Sri Lankan 

economy. It can be seen that, in the organised sector, wage 

patterns were not very satisfactory during the 1979-1990 

period. In the case of workers in trades covered by Wages 

Boards, those in agriculture have experienced a slight 
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