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Preface

This volume contains the papers presented at the 7th Annual Symposium
on Poverty Research in Sri Lanka which was held from 6th to 7th December
2006 at the JAIC Hilton in Colombo. The Symposium was organised for
the Seventh consecutive year by the Centre for Poverty Analysis (CEPA)
and was sponsored by the German Development Cooperation (GTZ), the
International Development Research Centre (IDRC) and International
Alert (1A). More than 100 participants, including researchers, practitioners,
government officials and other stakeholders, attended the Symposium.

The main language of the Poverty Research Symposium was English, but
presentations were translated simultaneously into Sinhala and Tamil. The
publication of the proceedings includes a translation in Sinhala and Tamil
of the introductory chapter as well as the abstracts of the different papers.
We hope that this will encourage wider readership of this volume.

On behalf of CEPA, | would like to thank everyone who contributed to
the Symposium and this publication, but in particular to the authors who
put in a lot of work to incorporate numerous comments from the editorial
and review panels and to the staff who put together the publication.
Special thanks are due to Gayathri Lokuge, Mohammed Munas and Jenny
Kandasamy for their assistance throughout the publication process. We
gratefully acknowledge the contribution made by the sponsors, GTZ,
IDRC and |A whose support enabled us to stimulate an interesting debate
among a very diverse group of people.

Priyanthi Fernando
Executive Director, Centre for Poverty Analysis
Colombo, November 2007
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Poverty Symposium 2006 - Poverty and | nequality

I ntroduction

In her opening remarks, the Executive Director introduced the theme
of CEPAs 7'" Annual Symposium on Poverty Research, Does Inequality
matter? 1t emerged after discussions within CEPA and with others in the
sector, out of a growing recognition, that in the current poverty discourse
there is a greater emphasis on absolute levels of poverty, whereas issues
of inequality and relative poverty seem to be falling off the agenda. This
year’s symposium sought to put it back on the agenda.

The presenters and panellists gave us the opportunity to examine inequality
from a number of perspectives: from the perspective of social exclusion,
access to new technologies, conflict and trade. Two panels looked at how
inequality is addressed in practical terms: by a selection of institutions that
seek to address it in their work and how it is tackled in the policy sphere.

This introduction pulls together the main points of discussion from each
of the presentations. It includes a synopsis of the contributions made by
panelists and some of the issues that emerged from the plenary during
discussions.

The issue of inequality and its relationship with poverty is complex. Many
of the presenters and panelists highlighted this complexity and described
different aspects of it in their contributions. Whilst it is difficult to draw
substantive links between these diverse areas of focus and manifestations
of inequality, it is possible to draw out the underlying normative bases
of many of these presentations. They were based on the idea that the
inequalities that were made evident by these varied pieces of work were
negative. This notion of inequality as negative and as something that
needed to be addressed ran through each of the contributions to this
symposium.



The introduction follows the sequence of presentations and discussions
that took place during the symposium. It attempts to capture the
challenges that the presentations posed to our understanding of poverty
and inequality and the discussion that arose from those challenges. The
remainder of this publication includes the papers that were presented,
some of which appear in full.

Key Note addresses

Dr Nimal Sanderatne- Chairman, Centre for Poverty Analysis

Dr Sanderatne, introduced inequality as a difficult and multi-dimensional
area of social inquiry. He spoke of the subjective and objective aspects
of inequality. Economists use measures such as the Lorenz curve and the
Gini coefficient to speak of inequality as an objective concept. Perceptions
are used to provide a more subjective view of inequality. The Presentation
highlighted the subjective—objective duality and questioned the use value
of subjective data in understanding inequality.

Sunil Bastian- Board member, Centre for Poverty Analysis

Sunil Bastian introduced an approach to understanding inequality based
on the political economy discourse. Referring to the main theme of the
symposium (“Does Inequality matter?’) he said that inequality does
matter and that many of the changes taking place in the world could
not be understood without taking inequality into consideration. A main
focus of the presentation was how inequality was studied. He disputed the
subjective-objective duality of inequality introduced by the first speaker
and said that he believed that perceptions (of inequality) were facts
and were as valid and useful for studying inequality as more ‘objective’
measures.

Both inequality and poverty must be understood as social relationships.
The presentation also referred to politics and power and the historical
dimensions of inequality. In Sri Lanka these dimensions have created
conflict. The example of the English educated, upper caste, Colombo-
based elite that took over the government after independence, created
deep divisions within the country. In 1956 different groups joined this elite
group demanding change and an end to inequality. Successive changes
in the political environment in Sri Lanka were closely linked to inequality.
Regional inequality and inequality between groups are linked with the
historical roots of the conflict in Sri Lanka.



Poverty and | nequality
The first session of the symposium featured three presentations that
explored the central theme of poverty and inequality.

‘Challenges of Regional Poverty and I nequity:

Public Priority Action on I nfrastructure Services’

Palitha Ekanayake, Rural Economy Development Consultant & Nimal
Attanayake, Head, Department of Economics, University of Colombo

This study evaluates the impact of pro-poor growth-led rural infrastructure
services, meeting the challenge of reducing regional-poverty and income
distributional inequality, using a sample of 100 households representing
13 districts. The study concluded that providing infrastructure is superior
to providing income support assistance because it enhances opportunities
for everybody to become economically active irrespective of their level of
operation. The evidence suggested that the regional income inequality
could be minimised by providing opportunities and creating a level playing
field through the provision of infrastructure.

‘Teleuse on a Shoestring 2:

Poverty reduction through telecom access at the ‘Bottom of the
Pyramid’

Harsha de Silva, Lead Economist & Ayesha Zainudeen, Researcher -
LIRNEasia

Harsha de Silva presented findings of a multi-country study on access
to telecommunications infrastructure and the use of telecommunications
services among the poor. The study results were examined to test the
hypothesis that inequality in access to telecommunications infrastructure
contributed to poverty. The study revealed that while people at the
“bottom of the pyramid” in Sri Lanka have access to phones, they are
used sparingly and that users have to pay a high cost in comparison to
other countries in the region. He said that the challenge was to deal with
regulatory policy to improve access to communications and make access
more meaningful.



‘Ethnicity and Wage I nequality or Are There Disparities in
Wages by Ethnicity in Sri Lanka, and Why’
Dileni Gunewardena, Senior Lecturer, University of Peradeniya

Dileni Gunewardena presented the results of an analysis of the wage
gap based on gender and ethnicity. Recent analysis of gender wage
inequalities in Sri Lanka using recent labour force data indicate that
gender discrimination accounts for most of the wage gap and that there
is evidence that wage gaps are larger at the bottom of the distribution
(consistent with ‘sticky floors’), and in some cases, at the top of the
distribution (consistent with ‘glass ceilings’).

Using a sample of male non-agricultural public and private sector
employees from the 1996, 1997 and 2003 and 2004 samples, the analysis
also examines if there are differences by ethnicity in wages across the
distribution, and if these differences are due to differences in productivity
related characteristics like human capital. The research also examines
if these wage gaps are different at different points in the distribution.
Specifically, it addresses the questions of whether wages of ethnic
minorities at the bottom of the distribution are subject to sticky floors,
and whether wages of these same groups are subject to glass ceilings.
The analysis is based on counterfactuals that address the question, how
much and in whose favour the wage gap would be. The presentation was
based on preliminary results of an ongoing analysis.

Conflict and Disasters

‘Lies, damn lies, and statistics:

why researchers should be concerned when striving to uncover
the “truth”’

Prashan Thalayasingam, Coordinator, Poverty and Conflict Programme,
CEPA

The second session, on disasters and inequality, began with a presentation
on data use and subjectivity. The presentation by the Poverty and Conflict
programme was based on how researchers use statistical data to drive
political agendas and make political statements. The study used writings
on three main issues linked to the origins of the Sri Lankan conflict -
official language, university admissions, and employment in the public



sector, to reveal how different authors manipulated statistical data sets
to substantiate allegations of bias against different ethnic groups. The
paper explores the contentious issues surrounding the origins of the Sri
Lankan conflict that continue to be debated and contested, and reveal
how different authors seek to keep these issues alive and unresolved.

‘Do Disasters I ncrease I nequality?’
Bhavani Fonseka, Senior Researcher, Centre for Policy Alternatives

This was followed by a presentation on the theme ‘do disasters increase
inequality?. The presentation focused on post-tsunami assistance to reveal
how discrimination in aid allocation, the lack of coordination between aid
agencies, and the lack of longer-term development vision, contributed to
rising inequality. The issue of how assistance provided to tsunami affected
people, that ignored the needs of conflict affected people, and other
people with low socio economic status in the areas, created discrimination
and fuelled conflict, also emerged from the presentation.

Panel Discussion- Poverty and | nequality- Practitioner
perspectives

The final session of the first day was a panel discussion which brought
together three practitioners to find out how their particular projects dealt
with the issue of inequality.

MAS Holdings — Sanjana Kuruppu, Manager, Gap Go Beyond

The representative from MAS holdings spoke about the particular view of
Corporate Social Responsibility (CSR) and the way their projects addressed
the issue of inequality. CSR projects were carried out linked with the
manufacturing centres of MAS. They supported women’s empowerment,
skills development and youth skills development projects. These projects
are not always created with a long term development view. The focus is on
rolling out the project as fast and as efficiently as possible. While having the
advantage of implementing in a short time frame there was little reflection
on the impact these projects were having on the community. It was felt
that working more closely with the state at the decentralised level was
necessary to ensure that projects were aligned with government priorities



in the area. Closer links with the development sector would help initiatives
acquire skills in project planning, implementation and monitoring.

Practical Action - Vishaka Hidellage, Country Director, South
Asia Programme

The presentation by the head of Practical Action raised issues about
the complexity of inequality. The presenter spoke of how high levels of
inequality were not necessarily linked to high levels of poverty. High levels
of inequality are visible in countries such as the United States which have
low levels of poverty in comparison to some countries in the global South.
The presentation also raised questions about how development work
addressed inequality and what its contribution was. Causes of inequality
were also highlighted including the role of different institutions such as
the government and development actors in contributing to poverty and
inequality.

Action Aid — Thusitha Siriwardena, Programme Officer

Arepresentative of Action Aid presented a view of their organisation’s work
on the rights based approach. Their beneficiaries are defined as rights
holders and part of the work of the programme is to make them aware of
their rights and more able to articulate and establish them. The approach
demands a genuine commitment to participation and the establishment
of links between the rights holders and other institutions such as the
government and other legal actors who have a moral obligation to fulfil
these rights. The approach allows communities to analyse their own
wellbeing, prioritise their needs and identify issues and concerns that they
make plans to address. These issues are then addressed by the project
with the cooperation of the rights holders. The community engages in the
process of implementation, monitoring and evaluation and social auditing.
In addition the approach focuses on building networks and links between
the rights holders and other community based institutions, government
and non-government bodies, NGO’s & INGO’s, in a bid to foster alliances.

Discussion

[ ) A comment from the audience highlighted the fact that CSR is not
an entirely new concept and that people engaged in trade in Sri
Lanka generally also engaged in charitable activities. The question



posed to the representative of MAS was whether CSR was an old
tradition in this country which had received a new term?

[ Sri Lanka and MAS in particular has a long history of doing CSR.
She added that MAS was working closely with communities where
their factories are based. Some companies work in isolation and
prefer to do so. She also said that it’s a trial and error procedure
for everybody and this is the way they position themselves to the
clients.

[ Another comment raised the issue that many companies are
operating on various subsidies (i.e. power generation, etc), and
that there was a need for a reciprocal contribution towards the
development of the country.

Day 2
Panel Discussion- Addressing | nequality- Policy perspectives

World Bank - Ambar Narayan, Senior Economist

Ambar Narayan presented selected findings from the World Bank poverty
assessment. Some of the challenges for Sri Lanka expressed in the
poverty assessment are enhancing the “capability” of the poor and the
“mobility” of those in lagging regions and estates. The poverty assessment
placed the focus on improving access to quality education, removing the
restrictions conflict imposes on certain groups and addressing factors
that lead to isolation and limit social and economic mobility of estate
residents. The assessment also highlighted the need for establishing
better links to markets and infrastructure in order to expand economic
opportunities in lagging regions, planning infrastructure development to
promote alternative growth centers to reduce primacy of Colombo, and
coordinating urban planning and rural development for optimal allocation
of resources

Mahinda Chintana- Wijerathne Banda, Ministry of Plan
implementation

Mr Wijerathne Banda of the ministry of Plan Implementation presented
some of the ideas expressed in the Mahinda Chintana. The presentation
expressed that 50% of the GDP is concentrated in the Western province
and as a result the Mahinda Chinthana focused on regional development.



Concepts such as Ruhunu Navodaya and Rajarata Chinthana have built-
in the needs of regional development. It is important to identify the
regional disparities that are evident; such as the situation in Uva and
Sabaragamuwa. The DCS has identified the 119 poorest DS divisions
clearly showing inequality and regional disparities. To overcome these
regional disparities the Mahinda Chintana puts forth certain proposals
including the Gama Neguma programme and working with the ministry
of livelihoods development. In 2006, 500 million rupees was set aside for
the Gama Neguma programme. Of the poorest 119 villages, 10 villages
have been selected under the Gama Neguma which is close to completion.
The second stage selected 36 villages while the third stage will cover
approximately all 119 divisions.

Each divisional secretariat is expected to prepare a development plan
together with the local communities, by identifying priority development
areas and a critical area for improvement in infrastructure development.
These programmes are prepared in consultation with rural people. The
Ministry of Plan Implementation (MPIl) monitors the progress and quality
of such programmes, tracks the development of these villages and
informs the relevant authorities to take action regarding matters needing
attention.

National Action plan for the estate sector- Dr Pat Alailama

Dr Alailama spoke on the National action plan for the estates as a policy
initiative that seeks to address poverty and inequality. The goal of the
action plan is to reduce the poverty level and improve the standard of
living for the plantation community. The target groups comprises 230,000
families or 900,034 people living on the estates.

The action plan covers the period between 2006-2015 to coincide with
the MDGs. The plan includes housing development, water and sanitation
programmes and infrastructure development the upgrading of health
services, vocational training for youth, and the upgrading of sports and
cultural facilities on the estates.

Discussion

Estate sector
® A question was raised about the production side (replanting seedlings,
yield, soil erosion, factory conditions etc) of the estates which seemed



to have been left out of the NAP. Low productivity is also a reason
for poverty in the estate sector because there isn’t an adequate
generation of income. Have there been any programmes to look at
developing the production side?

In response the presenter said that several projects have been
implemented. The Plan does not look at the production aspect but
focuses rather on the social aspects that have been neglected. The
Plan concentrates on the social aspects of production (increasing the
number of tractors to transport leaves, rest rooms etc) which will
also contribute to improve production. Action on improving working
conditions will eventually increase productivity.

Another comment stressed the importance of issues among estate
youth. The contribution brought up issues that both estate youth and
rural youth faced and stressed that there were aspirations that needed
to be met and that the ethnic aspect must also be considered when
developing strategies.

Poverty Assessment

In response to a question from the floor about whether infrastructure
really provided an answer the presenter from the World Bank said that
unplanned infrastructure has done a lot of damage internationally.
He said that there was a need to focus on certain key areas of
infrastructure and not try to build large infrastructure in unsustainable
areas. He stressed that the WB is in favour of putting in infrastructure
that matters.

In relation to a comment on the impact of the conflict on poverty in Sri
Lanka the presenter said that one cannot look at Sri Lanka’s regional
development without looking at it within the conflict debate and the
central focus has to be conflict. Therefore, it is not only the East and
North. One cannot forget the southern conflicts either.

Government Policy

A comment to the presenter on government policy recognised the
process of identification of regional disparities and the implementation
of solutions/policies through the gama neguma, and gam udawa
programmes. The comment highlighted that the ideas behind these
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programmes, the issues they addressed and the way they sought
to address them was not new. Sri Lanka has a history of similar
programmes. One of the failings in this type of policy process is that
the lessons from successive programmes have not fed into each
other.

® Some of the floor discussion centered on structural problems with
policy-making including political influence in the prioritisation of
development activities and the centrist nature of the state that limits
participation and consultation. Other comments focused on policy
coherence inquiring whether industrial and employment policies were
aligned with poverty alleviation and development policies or if they were
treated as discrete areas for state intervention and programming.

Globalisation, trade and inequality

The final session of the poverty symposium broadened the discussion on
inequality introducing regional and international perspectives on trade and
globalisation.

‘Globalisation and I nequality- Links, Global trends and the role
of Asia’

Ranja Sengupta, Senior Economist, International Development Economics
Associates (I DEAs)

Ranja Sengupta’s presentation focused on inequality and globalisation
in the South Asian region. She concluded that inter-country inequality
and world inequality are seen to have slightly increased, though it shows
a decline if weighted by population; population weightage dampens
them. These results depend heavily on China and India. Without these
countries inequality is seen to be increasing. Within country inequality
factor is difficult to assess because of problems with data availability and
comparability. The causes for rising inequality are largely external with
financial liberalisation standing out as contributing largely to inequality.

In the region there has been a gradual withdrawal of the state in the
development process and more emphasis has been put on market driven
mechanisms. Revenue generation of states has been negatively affected
by introduction of regressive taxation policies and trade liberalisation. In
order to contain the fiscal deficit, capital expenditure has been reduced.



Sale of Public sector assets has been undertaken. Lower levels of public
investment has been accompanied by low level of public and private
capital formation.

None of the South Asian countries have received high levels of FDI. FDI
has been concentrated in a very few sectors and areas. Deflationary
economic policies and low levels of capital formation prevented growth
of productive employment, which has proved to be a crucial indicator
of inequality. Trade liberalisation has benefited only a few sub-sectors.
Agriculture and small and medium manufacturing has suffered most from
a move to a tariff-only regime. In most of these countries, a few sectors
have taken advantage of the open regime. It has created an enclave of
prosperity in these countries. With the exception of Sri Lanka, all South
Asian countries suffer from very poor Human Development Indicators and
public expenditure on these sectors is very low.

‘Globalisation and I nequality: The Development Rationale’
Prashmita Ghosh, Programme Officer, CUTS International

Prashmita Ghosh also focused on inequality in the South Asian region in
relation to trade relations. She concluded that ‘pocketed growth’ was visible
in services and industry. In the region, economic activity concentrated
in urban areas and among educated people while there continues to be
high levels of rural, uneducated poor with little or no asset ownership.
Agriculture remains mainstay for the majority of people but the national
importance of agriculture, represented by the share of agriculture in
GDP, was declining. The growth rate of the agricultural sector was low
and many people lacked opportunities to access education and training,
capital, infrastructure and alternative employment.

‘Cultivating Social Justice I nitiatives for a More I nclusive Global
Trade Framework to Flourish’
Chatrini Weeratunge and Bryn Gay, Researchers, UNDP

Chatrini Weeratunge and Bryn Gay shared ideas based on an economic
and social justice framework. It concentrated on providing small scale
farmers and producers access to information, access to technology, access
to credit and sharing fair and equitable benefits.
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The framework also called for the creation of producer led cooperatives/
associations/societies, which would facilitate access to information, sharing
knowledge, access to credit — group loans and enable pooling resources,
fair trade practices and promote seed sharing.

The framework proposed reforms of domestic, regional and global markets
at the national level to strengthen the enforcement of laws, improve
infrastructure, streamline administrative and cross-border procedures and
promote niche markets.

Proposed market reforms of the regional and global level focused on
enhancing regional trade, eliminating trade and non trade barriers,
the provision of incentives for multi-national corporations to adhere to
environmental/labour standards and mechanisms to ensure compliance
with CSR codes.

nclusion

This introduction summarises the various contributions made at the
poverty symposium on the theme “Does Inequality Matter?”. It is
important to record the ebb and flow of commentary and understanding
from the discussions and interactions that took place over the two days
of the event. They highlight in some ways the complexity of the issue
of inequality and its relationship with poverty. The discussions challenge
some of the accepted means of addressing inequality and suggest new
ways of thinking about the linked issues of poverty and inequality. What
is striking about the presentations and the discussions was the common
normative thread that ran through them which presented inequality as
something negative that needed to be addressed. Ways of addressing this
issue vary, as does opinion on the best means of addressing it. Despite this
the symposium highlighted the need for continued creative engagement
with the complex and interesting issue of inequality. It was clear from the
contributions and discussion that stemmed from them that inequality does
matter.
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ARE THERE DI SPARITIES IN WAGES BY
ETHNICITY IN SRI LANKA, AND WHY?'

Dileni Gunewardena?

Abstract

Wage inequality by gender and ethnicity characterise labour markets all
over the world. Recent studies have extended the analysis to examine if
these inequalities and their sources are different at different points of the
distribution.

Using a sample of non-agricultural public and private sector employees from
the Quarterly Labour Force Survey data from 1996 to 2004, we examine
whether there are differences by ethnicity in wages across the distribution
and whether these differences are due to differences in productivity
related characteristics like human capital or not. We also examine if these
wage gaps are different at different points in the distribution. Specifically,
we address the question of whether wages of ethnic minorities at the
bottom of the distribution are subject to sticky floors, and whether wages
of these same groups are subject to glass ceilings. The analysis is based
on counterfactuals that address the question, how large and in whose
favour would the wage gap be, if ethnic minorities were paid like identical
Sinhala warers? The assumption is that in the absence of discrimination,
identical individuals should be paid identically, regardless of ethnicity. On
this basis the current study looks for evidence of discrimination in wages.

The study finds that while there are Sinhala-favouring raw wage gaps,
these are at least partly explained by the lower productive characteristics of
ethnic groups. This implies that policies that focus on improving education
and skills (training) of minorities still have a role to play in reducing the
raw wage gap between these minorities and the Sinhala majority.

! The author thanks participants at the Centre for Poverty Analysis 7th Annual Poverty
Symposium on “Does Inequality Matter?” in 2006, seminar participants at the Department
of Economics and Statistics, University of Peradeniya, and Nilakshi de Silva and Sanjana
Kuruppu for helpful comments. Unit data from the Quarterly Labour Force Survey are
used with the permission of the Department of Census and Statistics, Sri Lanka, who
bear no responsibility for the analysis or interpretations presented here.

2 Senior Lecturer, Department of Economics and Statistics, University of Peradeniya,
Peradeniya 20400, Sri Lanka. E-mail: dilenig@pdn.ac.lk, dilenigun@yahoo.com. Phone:
+ (94) 81-2392622
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Among males, especially, it was evident that ‘discrimination’ or disadvantage
occurs in the form of restricting minorities to certain occupations. This
implies that labour market policies have a role to play in removing barriers
to entry to ‘good’ jobs, especially for Tamil males. There was little or
no evidence that younger groups had to face more discrimination in the
labour market. The Tamil advantage in access to good jobs at the top of
the public sector distribution appears to have diminished or disappeared
for younger cohorts.
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ARE THERE DI SPARITIES IN WAGES BY
ETHNICITY IN SRI LANKA, AND WHY?

1. Introduction

Wage inequality by gender and ethnicity characterise labour markets
all over the world. Economic theory teaches that wages are returns to
productive, income-generating characteristics that individuals possess.
The differential treatment of individuals or groups with identical productive
characteristics in the labour market is discrimination. In the absence of
discrimination, any variation or inequality in wages is because individuals
possess these characteristics in varying degrees.

This paper examines whether there is wage inequality between ethnic
groups in Sri Lanka, and explores the extent to which it can be attributed
to discrimination. It also examines whether inequality between groups
and discrimination against a subordinate group vary along the wage
distribution, i.e. whether low wage earners in subordinate groups are
treated differently from high wage earners.

Specifically, the paper examines whether there are disparities between
wages of Sinhalese and Tamils, whether any such disparities vary across the
wage distribution and whether they are due to differences in productivity
related characteristics like human capital or not. The analysis is based on
a sample of non-agricultural public and private sector employees from the
Sri Lankan Quarterly Labour Force Survey (QLFS) data from July 1996 to
May 2004. Using these data and statistical techniques, a counterfactual is
constructed to address the question, how large and in whose favour would
the wage gap be, if Tamils were paid like identical Sinhala warkers? The
assumption is that in the absence of discrimination, identical individuals
would be paid identically, regardless of ethnicity.

The context in which ethnic inequality in wages is analysed is two decades
into a protracted civil conflict between the Liberation Tigers of Tamil Eelam
(LTTE), a separatist group claiming to represent the largest ethnic minority
in Sri Lanka, the Tamils, and successive, predominantly Sinhala-majority
governments. The economic roots of this conflict are typically attributed
to several areas of public policy that were perceived as detrimental to
the Tamil community: the Official Language Act of 1956 and provision
of state-sector jobs through political patronage which limited access of
Tamils to state-sector jobs, the use of affirmative-action which amounted



to preferential treatment for Sinhalese students in University admissions
in the 1970s, and the state-funded settlements of Sinhalese peasants in
areas considered to be traditional homelands of the Tamil community.
Debates relating to the disadvantaged position of Tamils have typically
involved the use of statistics pertaining to university entrance and state
sector employment (see Thalaysingham and Arunasalam, in this volume)
and most often focused on the upper end of the distribution. The present
study limits itself to the analysis of data from the mid-1990s onward and
therefore does not address the issue of historical injustice and inequalities.
However, it does provide an analysis that pertains to the entire wage
distribution of both ethnic groups, not merely one segment of it. This is
the first time that wage comparisons between ethnic groups have been
done across the entire wage distribution. Previously debates about ethnic
wage gaps have been limited to debates about jobs and opportunities
which are at the top of the distribution.

The literature on the economic consequences of the war tends to focus
on macroeconomic consequences (e.g. Arunatilaka and Kelegama 2001),
and studies that have looked at microeconomic effects have mainly
concentrated on benefits to households with a member employed in the
armed forces (Samarasinghe 2002). This paper partially rectifies this
omission: it recognises that the civil conflict itself could have exacerbated
existing inequality between ethnic groups; by the intensification of prejudice
against minorities and by reducing mobility for minorities.® It attempts to
assess this by conducting the analysis separately by age cohort where
the older cohort represents those already in the labour force prior to the
escalation of the conflict. By disaggregating by gender and sector, the
study also attempts to exclude variation in labour force participation.

The study finds that while there are Sinhala-favouring raw wage gaps,
these are at least partly explained by the lower productive characteristics of
ethnic groups. This implies that policies that focus on improving education
and skills (training) of minorities still have a role to play in reducing the

3 As ethnic identity is often sufficient to cause an individual to be detained and or held
in custody on suspicion of being a member of the LTTE, and as a large proportion of
plantation-dwelling Tamils do not have a national identity card, their mobility outside their
home areas is severely restricted during times of intensified conflict. The evacuation June
07, 2007 of hundreds of temporarily resident Tamils from lodgings in the capital city is
perhaps the most glaring example (http://www.dailymirror.lk/2007/06/08/front/01.asp)
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raw wage gap between these minorities and the Sinhala majority. Among
males, especially, it was evident that ‘discrimination’ or disadvantage
occurs in the form of restricting minorities to certain occupations. This
implies that labour market policies have a role to play in removing barriers
for entry to ‘good’ jobs, especially for Tamil males. There was little or
no evidence that younger groups had to face more discrimination in the
labour market. The Tamil advantage in access to good jobs at the top of
the public sector distribution appears to have diminished or disappeared
for younger cohorts.

Section 2 outlines the conceptual framework and briefly reviews the
empirical literature, section 3 describes the data and outlines the empirical
strategy. The fourth section presents and discusses the empirical results
and the final section concludes.

2. Conceptual framework

Wage disparities between gender or ethnic groups may be due to the fact
that different groups have different endowments of productive or income-
generating characteristics such as education, training and experience.
Alternatively, these disparities may arise because returns to these
characteristics differ in a systematic way by ethnicity or gender. Differing
returns may take the form of wage discrimination by employers against
individuals based on ethnic identity or gender, where identical individuals
doing identical jobs are paid differently, or they may be due to the fact that
employers discriminate against certain groups in hiring and promotion,
thereby relegating them to occupations or positions where they are paid
less than comparable individuals with the same productive characteristics.
Since the 1970s, the empirical literature in economics abounds with studies
that decompose wage gaps between dominant and subordinate groups
into these two components; the part of the gap arising because individuals
in the subordinate group have relatively smaller endowments of income-
generating characteristics (known as the ‘characteristics’ component)
and the part of the gap due to differing returns to otherwise identical
individuals (the ‘coefficients’ component). The latter is considered to be a
lower-bound measure of discrimination.*

4 Note that individuals in the subordinate group who observe discrimination against
their group and therefore expect to be paid lower wages regardless of their productive
characteristics, may invest less in these characteristics. Thus, part of the ‘characteristics’
component of the wage gap is also due to (anticipated) discrimination.



Recent studies in the economics literature have extended the analysis to
examine if wages gaps between otherwise identical individuals (possessing
the same productive or income generating characteristics) vary along the
wage distributions. The terms ‘glass ceilings’ and ‘sticky floors’ are used to
refer to these conditional wage gaps that are larger at the top and bottom
of the wage distribution, respectively. The concept of glass ceilings in
relation to women is well understood; women do well up to a particular
point, after which there is an effective limit on their prospects (Albrecht
et al. 2003). Since the glass ceiling does not apply to men, their wages
continue to rise, along with their productive characteristics, throughout the
distribution, whereas for equally qualified women the increase in wages is
much flatter. This gives rise to an increasing wage gap in the upper part
of the distribution.

The concept of ‘sticky floors’ is less commonly known but has been
used recently in the economic literature to describe conditional wage
gaps that are larger at the bottom of the distribution (Arulampalam et
al 2006). The intuition here is that for a variety of reasons, women at
the bottom of the distribution face much lower returns to their (lower)
productive characteristics than identically endowed men. As one moves
along the distribution, better endowed women do relatively better, i.e.
the gap between their earnings and those of identically endowed men are
smaller than those at the very bottom. Explanations in the gender wage
gap literature for the larger disparity at the bottom of the distribution
involve interactions between women'’s labour force participation decision,
education decisions and firm investment decisions (de la Rica et al. 2007).
For example, less educated women may have less labour force attachment
(be inclined to leave the labour force on getting married or starting a
family) and attract lower investment from their employer (employers are
less likely to give them formal training). Such ‘sticky floors’ appear to
characterise Sri Lankan gender wage gaps more than do glass ceilings
(Gunewardena et al. 2007).

These concepts—with similar or different explanations—can be applied to
ethnic groups as well as to gender. As Pendakur and Pendakur (2007), in
their study of ethnic minority and majority workers in Canada explain,
“If ‘good’ jobs which pay more than necessary in order to attract
labour are in short supply, they will be rationed. If the rationing
process is inequitable across groups, subordinate groups will have
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earnings distributions which look similar to that of the dominant
group over ordinary jobs, but which are comparatively thin over the
high-paying good jobs.”

(Pendakur and Pendakur 2007)

However, they go on to argue that glass ceilings can manifest themselves
anywhere along the wage distribution. From a practical point of view,
there will be some unobserved characteristics, such as raw ability or
intelligence, that affect workers’ potential productivity, on which we have
no information.5 At each level of ability, there will be relevant ‘good’ jobs.
For example, in Sri Lanka, being a doctor, lawyer, engineer or accountant
would be a ‘good job’ for workers with high raw ability, while being a
clerk or peon in a government office would be a ‘good job’ for workers
with median raw ability, because these jobs pay well, conditional on
productivity-related covariates. If such jobs are rationed, and the rationing
process is inequitable, disadvantaged minorities are likely to have poor
access to these jobs.® Thus, this argument provides a rationale to describe
‘sticky floors’ as merely ‘glass ceilings at the ground floor’ (de la Rica et
al. 2007).

3. Empirical strategy and data description

The empirical strategy used in the paper comprises two approaches.
Both approaches are based on quantile regression estimates of wages
conditional on covariates and use data from Quarterly Labour Force
Surveys (QLFS) in the 1990s and 2000s.

Theintuition behindthe method usedisthat in the absence of discrimination,
the estimated effects of individuals’ observed characteristics are identical
for each group. Beginning with the basic idea that,

5 Raw ability refers to individual’s innate ability, i.e. ability prior to being influenced by
learning/training and the acquisition of skills. Other unobserved characteristics include
the quality of education and skills, including English-language skills, a highly valued set
of skills providing access to high-end jobs.

6 We agree with a comment by a reviewer that rationing may apply not only to minorities,
but also on the lines of gender, geographic location, English-language skills etc. Our
point is that within groups similar in these respects (Gender, or location), minority
individuals are more likely to have poorer access to good jobs.



Wages = Productive characteristics * returns to characteristics

and given that there are two groups, with two sets of wages,

Majority = Majority’s productive * returns to
group’s wages characteristics characteristics

Minority =  Minority’s productive * returns to
group’s wages characteristics characteristics

in the absence of discrimination, the returns to characteristics should be
the same for both groups (identical individuals are treated identically,
regardless of group identity). Then,

Gap in wages = Difference in productive * returns to
characteristics characteristics

In the first approach, following Pendakur and Pendakur (2007) and
Albrecht et al. (2003) we allow returns to characteristics to differ between
ethnic groups only for the reference individual, i.e. conditional wage
gaps are calculated on the shift coefficient only.” Returns to additional
characteristics are constrained to be the same for both groups.

In the second approach which is the Machado-Mata (2005) extension of
the standard wage gap decomposition (Oaxaca 1973, Blinder 1973), we
allow returns to vary between ethnic groups for all characteristics.®

7 Within each approach, two models are used, corresponding to two sets of covariates,
personal and work. The reference individual in the first model is not currently married,
lives in the rural or estate sector, has no schooling, and no training. The reference
individual in the second model has all the aforesaid characteristics, and in addition,
engages in fulltime work, is engaged in elementary occupations, in the manufacturing
sector.

8 Technical details of the Oaxaca-Blinder and Machado-Mata decompositions are given in
Gunewardena (2006).
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Sample selection

The data used in this study are from the Quarterly Labour Force Surveys
(QLFS) conducted by the Department of Census and Statistics.® The
survey covers the whole island, except the Northern and Eastern provinces
which are the two most severely affected by the armed conflict with the
separatist Liberation Tigers for Tamil Eelam (LTTE) movement.’®'" The
survey schedule is administered to approximately 4000 housing units
per quarter. The sample is selected using a two-step stratified random
sampling procedure with no rotation, and a new random sample is drawn
each quarter.'?

This study uses unit records from the 3rd and 4th quarters of the 1996 QLFS
through the 1st and 2nd quarters of 2004, i.e. the period from July 1996
to May 2004." The sample is selected to include all individuals between
the ages of 18 and 58, who were employees in their main occupation of
work, who were ‘usually employed’ in the previous 12 months,™ and who
had worked at least one hour in the week prior to when the survey was
administered.'® Agricultural workers and any individuals who are currently
attending a school or educational institution, as well as any who usually

9 Links to the QLFS survey schedule and recent Annual Reports are available at http://
www.statistics.gov.lk/samplesurvey/index.htm

1 The LTTE assert the right to self-determination of the country’s ethnic Tamil minority
and seek to establish a separate homeland in the North and East.

" The 2003 survey included the Eastern province and the 2004 survey includes both
provinces except Mullaitivu and Killinochchi districts in the Northern province; for
comparability, households in the Northern and Eastern provinces are excluded from the
2003 and 2004 samples.

2 Note that the QLFS is not a panel.

'8 The choice of time period is constrained by the availability of data. Although Sri Lankan
labour force data has been collected in quarterly surveys from 1990, the sampling frame
and questionnaire were changed, making surveys conducted before the 3rd quarter in
1996 incomparable with those conducted after.

'+ Defined (by the DCS) as those who worked for 26 weeks or more during the previous
12 months.

'®  The latter definition corresponds to the DCS definition of those currently employed.



work less than 20 or more than 70 hours a week were excluded.” In the
interest of space and in order to focus on Sinhala-Tamil inequalities, we
also exclude Moors and ‘other’ ethnic groups from this analysis'’. Finally,
our sample contains only those individuals with nonmissing observations
on all the regressors.

We conduct the analysis separately for public and private sectors. The
public sector is compelled to comply with equal pay legislation and wage
structures, and promotion schemes are less likely to leave room for
individual variation. On the other hand, the public sector is subject to
political constraints and not to profit constraints, and any discrimination
in hiring and promotions are more likely to persist. In Sri Lanka, political
patronage is a significant factor in public sector hiring and given that the
ruling political parties have a predominantly Sinhalese voter-base, it is
likely that this avenue of hiring to the public sector is largely inaccessible
to minorities. The official language policy would also be a legitimate means
by which Tamil-speaking minorities outside the Northern and Eastern
Province are denied access to ‘good’ public sector jobs.'® Although our
sample includes both regulated and unregulated sectors, it is not possible
to identify these, i.e. sample separation is not possible. The public sector
is completely regulated, while a large proportion of the private sector is
unregulated.

Discrimination and attitudes to minorities, and the relative strength of
their voice within the labour market in the south could also change over
time and in response to the political and conflict environment. We take

6 These restrictions are imposed to limit the sample to workers with labour force
attachment, and to address any potential problems of misreporting, especially of hours
worked. As a result of the relatively high lower-bound on hours worked, the sample may
under-represent part time workers.

7 According to this criteria, 2,242 Moor men, 430 Moor women and 296 individuals from
‘other’ ethnic groups were dropped. In a previous version of this paper we included
Moor men in the analysis and found that in general the raw wage gap between Sinhala
and Moor men, though statistically significant, was much smaller than between Sinhala
and Tamil men, and that the conditional wage gap (between otherwise identical Sinhala
and Moor men) was statistically insignificant for most of the distribution.

® It would be useful to compare public sector ethnic wage gaps in the South with those
in the North and East where the official language policy does not serve as a barrier to
entry. This will be undertaken in future research.
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the position that, given the fairly stringent labour and wage regulations
in the formal sector in Sri Lanka, glass ceilings in wages in this sector are
likely to be the result of barriers in access to better paying jobs. It is worth
investigating whether ethnic minorities’ access to better paying jobs has
changed over time. As no panel data is available to test this, we divide
the sample according to the likelihood of an individual having been in the
labour force (an insider as it were) in 1983. Given that this information
is not specifically available in the dataset, we use an age cutoff of 18 (in
1983) as a proxy. The year 1983 is chosen as it marks the beginning of
the escalation of the armed conflict between the Liberation Tigers of Tamil
Eelam (LTTE) and the Sri Lankan government.'®

Description of variables

The definition of earnings underlying the gender wage gap used throughout
this paper is the log of hourly wages from the main occupation where
hourly wage is calculated as earnings (wages or salary) in the last month
from the main occupation divided by the hours usually worked (at the main
occupation) in a month calculated as 30/7 times hours usually worked in
a given week.?® Nominal values are converted to real terms using the Sri
Lanka Consumer Price Index (SLCPI) with a base period of 1995-1997.%

Two sets of covariates are used. ‘Personal’ covariates include schooling,
training, experience in current occupation, marital status, and sector.
‘Work’ covariates include in addition, whether the worker is part-time, and
what occupation and industry he/she is engaged in.

' The privatisation of the state-sector plantations, and subsequent retrenching of (mainly
Tamil) labour in this sector complicates the analysis. The reservation wages of Tamils
in these areas, and those migrating to urban areas would have declined as a result.
Potentially higher wage gaps for younger Tamils need to be seen as the possible
outcome of either the conflict or the privatisation of estates.

20 Although the questionnaire includes a question on the rupee value of compensation in
kind, this information is not coded into the raw data tapes. Although roughly 7 percent
of the sample said they engaged in a secondary occupation, only 1/10 of that number
reported any earnings from it. Overtime payments are not included in this figure.

21 The SLCPI is the price index officially used in updating the poverty line, and is based on
a national consumption basket and includes price information from all districts of the
country, unlike the previously used Colombo Consumer’s Price Index (CCPI).



Schooling is defined into 7 categories following an |SCED-based®
categorisation: no schooling (reference category), sub-primary, completed
primary, completed lower secondary, completed O/L, completed A/L,
and post-secondary; experience is years of experience in the current
occupation; age is included separately and is measured in years. Formal
and informal training are included as dummy variables, with no training
as the reference category. Also included are dummy variables for marital
status (1 if currently married), part-time status (defined as usually working
less than 35 hours a week), and Tamil ethnicity. A sectoral dummy variable
was included with rural or estate as the reference. Province dummy
variables were not included as minority populations are not located in
every province. Seven major categories of occupations (1SCO88) are also
included. The reference category is of elementary occupations. Other
categories are senior officials and professionals (which correspond to
high-skilled white-collar jobs), technicians and associate professionals,
and clerks (which correspond to low-skilled white collar jobs) and three
categories which are typically low-skilled occupations: sales and service
workers, craft and related workers, and plant and machine operators. Four
industrial groups are included. They are (1) mining and construction, (2)
manufacturing (reference group), (3) electricity water and gas, wholesale
and retail trade, and the hospitality industries of hotels and restaurants,
and the infrastructure (transport, communication) and finance sectors,
and (4) services, including health, education and defense.

As in most government surveys, the QLFS questionnaire includes two
categories of Tamils under ethnic group: Sri Lankan Tamils (who trace
their origins to the 11th century, or earlier) and Indian Tamils (also known
as Hill country or Up-country Tamils and refer to the descendants of
indentured workers sent from South India to Sri Lanka in the 19th and
20th centuriesto work in the coffee, tea, and rubber plantations). However,
the distinction has become less meaningful over time, partly because of
greater assimilation of Indian Tamils into the Sri Lankan Tamil identity, but
mainly because many so-called Indian Tamils consider themselves to be

2 |SCED stands for International Standard Classification of Education. For details see
http://www.unesco.org/education/information/nfsunesco/doc/isced_1997.htm
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Sri Lankan Tamils and report their ethnicity as such in the census.?*?* We
therefore amalgamate both categories into a single Tamil category.

Description of sample

Annexe Table 1 and Annexe Table 2 summarise the data samples used.
Two thirds of the entire sample is male, with a slightly higher proportion
of males (71%) in the Tamil sample. 92% of the sample is Sinhala, which
is higher than the proportion in the population of the country outside the
North and East. The remaining 8 percent are Tamil, which is similar to their
population proportion outside the North and East.?® 35% of Sinhala males
are employed in the public sector, compared to 14% of Tamil males, while
for females, the corresponding figures are 42% and 23% Sinhala and
Tamil, respectively. A greater proportion of Tamil men are in the younger
cohort relative to the proportion of younger Sinhala men (42 percent of
Tamil males in the public sector compared to 34% of Sinhala public sector
males and 60% of Tamil males in the private sector compared to 54%
of Sinhala males) while among females, a greater relative proportion in
the younger cohort is only seen among Tamil women in the public sector
(41% compared to 37%). 67% of Sinhala and Tamil females working in
the private sector were in the younger cohort. On the face of it, this seems
to support the absence of discrimination in hiring minorities into the work
force after 1983. However, two factors could have led to an increase in
the number of Tamils seeking employment in the non-agricultural sector
in the South: internal migration of Tamils from the war-torn Northern
and Eastern provinces and the privatisation of estates in the central part
of the country. Thus, although a marginal increase in those employed is
observed, it may be more than, less than, or proportionate to the increase
in those applying for jobs.

28 See http://en.Wikipedia.org/wiki/Hill_Country_Tamils.
24 The latter has been confirmed by Department of Census and Statistics officials.

2% The Sinhala population outside the North and East is estimated to be 84%, and the Sri
Lankan and Indian Tamil populations are 9%, based on calculations from HIES unit data
in 2002 (Gunewardena 2007).



Figure 1: Occupational distribution by ethnicity, age and sector, males,
1996-2004
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Figure 2: Industrial distribution by ethnicity, age and sector, males, 1996-2004
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Tamil men have less education and training than Sinhala men, but have
more experience, on average. They are less likely than Sinhala men to be
married, or work part-time, but are more likely to be located in an urban
area. They are more likely than Sinhala men to be engaged in professions
or in elementary occupations, and are less likely to be in technical,
associate professional occupations or clerks in the public sector, or craft
occupations in the private sector (see Figure 1). They are more likely than
Sinhala men to be in the trade or service sector than in manufacturing or
mining (see Figure 2).

Figure 3: Occupational distribution by ethnicity, age and sector, females,
1996-2004
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Figure 4: Industrial distribution by ethnicity, age and sector, females, 1996-2004

100%
90% 1
80% 1
70% -
60% 1
50% T— 1
40% T— 1 T
30% T— O E B

20% T— — —— —FB— B8 %

10% 7
0

Older Younger Older Younger Older Younger Younger
Private Private Public Public Private Private Public
Sinhala Sinhala Sinhala Sinhala Tamil Tamil Tamil
Female Female Female Female Female Female Female

B Mining & Construction O Manufacturing B Electricity Gas etc [0 Services

Source: Author’s calculations from QLFS unit records, 1996 3rd quarter to 2004
second quarter, selected sample

The relative distribution of covariates among Tamil women is similar to
that of Tamil men. In addition, Tamil women are less likely to be clerks in
the public sector than Sinhala women, and are more often in the service
sector than are Sinhala women, and than in any other sector (Figure 3
and Figure 4).

4. Results

In this section raw wage gaps between Sinhalese and Tamil ethnic
groups, are first presented, separately by age cohort, sector, and gender.
Thereafter, conditional wage gaps are examined for all specifications of
the model, separately by age cohort, sector, and gender.
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Raw wage gaps

Figure 5: Raw wage gaps, male
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Source: Author’s calculations from QLFS unit records, 1996 3rd quarter to 2004
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The overall (public and private sector combined) gap at the mean is 20
percent (of the Sinhala wage) among older males, and 22 percent among
younger males. The mean gap in the older female cohort is 27 percent,
but this declines to 17 percent in the younger cohort.

Among males, raw gaps are positive throughout the distribution, indicating
that Sinhalese earn more than Tamils, except for public sector older males.
For this group, the gap at the 75th percentile is statistically insignificant,
meaning that both groups earn the same, while at the 90th percentile it
is negative, which means Tamils earn more than Sinhalese at this point in
the distribution.

Mean raw gaps are 10 and 14 percent in the older cohort for males in
the private and public sectors respectively (Figure 5 and Table 1). While
the private sector gap for the older cohort has a narrow range from 8
percent in the 90th percentile to 14 percent in the 25th percentile, the
corresponding public sector mean masks a wide variation, from 27 percent



at the 10th and 25th percentiles to —21 percent — i.e. a Tamil-favouring
gap — at the 90th percentile.

Mean raw gaps for the younger cohort are much higher at 17 percent in
the private sector and 28 percent in the public sector. While private sector
raw gaps in the younger cohort are larger than in the older cohort, the
range remains small, varying from 14 percent at the 10th percentile to 20
percent at the 90th percentile. The range of gaps for the younger cohort
in the public sector is wide, from 37 percent in the 10th percentile to 6
percent in the 90th percentile.

In both cohorts, raw wage gaps fall throughout the distribution in the

public sector, but there is no evidence of falling or rising wages across the
distribution in the private sector.

Figure 6: Raw wage gaps, female
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Among females, mean raw gaps for the older cohort are similar to those
in the male sample, at 7 percent and 12 percent for the private and
public sector respectively (Figure 6 and Table 1). However, in both sectors
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the means mask wide variation. In the private sector, small, statistically
insignificant gaps at the 10th and 25th percentiles increase to as much
as 20% at the 75th percentile. In the public sector, gaps range from 34
percent in the 25th percentile to very small gaps which are not significantly
different from zero at the median and above.

For the younger cohort, private sector wage gaps are larger, with a mean
of 13% and a range from 19% at the 10th percentile to statistically
insignificant at the 90th percentile. However, public sector wage gaps for
the younger cohort are smaller — the mean public sector wage gap is
zero, and wage gaps at the bottom of the distribution are 19%, and zero
at the median and above.?®

Female raw gaps do not exhibit any typical pattern, though clearly falling
among private sector younger women, and clearly rising among private
sector older women. They are also usually statistically insignificant at the
top of the distribution (Table 1).

How does one interpret this information? Why are male public sector gaps
larger than male private sector gaps? Why is the range of the gap much
wider in the public sector than in the private sector for males? Why is
it that Tamils earn more than Sinhalese in the upper part of the public
sector distribution and less than them everywhere else? Why have gaps
improved for the younger female cohort, but worsened for the younger
male cohort? To what degree are raw gaps due to differences in productive
characteristics between Sinhala and Tamil groups?

These questions are addressed by examining conditional wage gaps.
Conditional wage gaps provide an estimate of the gap that remains
when productive characteristics between Sinhala and Tamil workers are
identical, i.e. of measured discrimination (Table 1, Table 2 and Figure 7
to Figure 10). The four sets of conditional gaps are personal constrained,
personal unconstrained, work constrained, and work unconstrained. Recall
that ‘personal’ estimates derive from regressions where only personal
characteristics of schooling, training, experience in current occupation,
marital status, and sector were controlled for, whereas ‘work’ estimates

% Although the figure shows negative gaps, these are not significantly different from zero
at the 1% level of significance.



include in addition, controls for whether the worker is part-time, and for
the occupation and industry he/she is engaged in. Constrained estimates
are calculated on the basis that the only returns that differ between groups
are those of the reference individual.?” Unconstrained estimates allow
returns to additional characteristics, e.g. different levels of schooling, to
differ between ethnic groups.

Conditional wage gaps, male

Conditional gaps for males are positive throughout the private sector,
indicating that Tamil men are underpaid. A large percentage of the wage
gap remains unexplained, depending on the model specification (Table 2).
The gap is over 100% at the top of the distribution for the older cohort,
indicating that in the absence of discrimination, they would be paid more
than identical Sinhalese.

For both cohorts, controlling for work characteristics reduces the
conditional wage gap considerably.?® This indicates that occupational/
industrial segregation plays a role in discrimination. Individuals with similar
characteristics are more likely to be in lower-paying occupations if they
are in the minority ethnic group. This is not the case in the 90th percentile
for the older cohort, unconstrained model, indicating that this group were
able to access ‘good’ jobs relative to their personal characteristics, but
were still underpaid.

Also in the private sector, and especially for the younger cohort, in the
(unconstrained) specifications where returns to additional characteristics
were allowed to vary, conditional gaps were marginally smaller than in
constrained specifications, indicating that when minorities obtained
‘additional characteristics’ beyond that of the reference individual (e.g.
higher levels of schooling, training, more experience) they were able to
narrow the wage gap between them and the majority.

27 See footnote 7.

% Except for the gap at the 90th percentile for the older cohort.



There are limits on these possibilities, however. For the younger cohort,
conditional wage gaps rise sharply from the 10th to the 25th percentile,
and then gradually up to the 75th percentile, before falling again at the
90th percentile.?® Thus, it appears that younger Tamil males face glass
ceilings at the middle of the distribution, in the private sector.

Figure 7: Conditional wage gaps, private sector males
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second quarter, selected sample

29 Except for the work unconstrained model.
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The magnitude of conditional wage gaps has increased for the younger
cohort compared to the older cohort at the mean (discrimination increased
on average), and from the 25th to the 75th percentile.®*® However, the
raw gap has increased in greater proportion, and Table 2 shows that
the conditional wage gap as a percentage of the raw gap is considerably
smaller for the younger cohort. Thus, it appears that widening wage
gaps between younger Sinhalese and Tamils owe more to the poorer
endowments of younger Tamils in the sample, than to discrimination.

Figure 8: Conditional wage gaps, public sector males
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30 At the 10th percentile, conditional gaps for the younger cohort are smaller than for the
older, and at the 90th percentile, there is no significant difference between the two.
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Source: Author’s calculations from QLFS unit records, 1996 3rd quarter to 2004
second quarter, selected sample

In the public sector (Figure 8), on average Tamil males are disadvantaged
relative to Sinhala males. However, this varies along the distribution,
with larger conditional gaps at the bottom giving way to smaller and
insignificant (younger cohort) or Tamil-favouring (older cohort) gaps at
the top.

In the older cohort, controlling for personal characteristics for the
reference individual only has the largest effect on the wage gap at the
median and below, while including work controls increases the size of
the conditional wage gap. This is consistent with minorities selecting
occupations and industries where they are rewarded better, and not
consistent with occupational segregation. It is likely that many of the
Tamils in the lower percentiles of the distribution are from the estate
sector, and this feature may reflect their employment being in protected
sectors (plantation related industries). Allowing returns to vary with
additional personal characteristics increases rather the reduces gap
for lower percentiles—indicating that returns to additional schooling,
experience, and training—or even occupations other than elementary
occupations at the margin, are very low for Tamils relative to Sinhalese.
On the other hand, returns to these factors at the top of the distribution
are large enough to turn the gap in favour of Tamils. One can speculate
that this may be due to Tamils having larger endowments of unobserved
characteristics such as fluency in English, which are rewarded by the
market in jobs at the top of the distribution, which would provide access
to the better jobs within the public sector.

For the younger male cohort in the public sector, controlling for work
characteristics further reduces the gap (except at the top of the
distribution) indicating that the access to better jobs was limited to the
older cohort. For this group, who face larger conditional gaps, the way in
which discrimination occurs is through occupational segregation. This is
consistent with a labour market environment where employment in the
protected plantation sector is no longer guaranteed for younger Tamils.
One can speculate further that other forms of state patronage (other than
employment in the plantations) are less available to this ethnic group, and
that they are forced into lower paying jobs.



As in the private sector, the magnitude of conditional gaps are larger for
the younger public sector cohort than for the older cohort, but a similar or
greater proportion of the gap is explained, by personal characteristics, as
well as work characteristics. This is evident in the descriptive statistics—
the percentage of Tamils in the sample with post-secondary education
and A/L (especially percentage with A/L in public sector) has declined
(i.e. there are fewer in the younger cohort) relative to the decline among
Sinhalese. This raises the issue as to whether this is due to a shift in
composition of the sample, with a larger proportion of younger Tamils
being from the estate sector where education endowments are lower, or
whether it might be a manifestation of the outcomes of public policies.

In the public sector, conditional wage gaps fall as wages rise, indicating
‘sticky floors’. The falling wage gaps reach zero around the 70th percentile
for the older group and the 90th percentile for the younger group. Thus,
Tamils at the top of the public sector distribution are not discriminated
against, and in the case of the younger Tamils at the top of this
distribution, do not have an unfair advantage.

Conditional wage gaps, females

Table 1 indicates that conditional wage gaps among females are quite
often statistically insignificant, especially at the very bottom and very top
of the distribution. In the private sector, Tamil women in the bottom of the
distribution in the older cohort are the best off. This may reflect both their
better position in terms of access to employment in the plantation related
industries, and the generally adverse situation of Sinhala women at the
bottom of the distribution (see Gunewardena et al. 2007).
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Figure 9: Conditional wage gaps, private sector females
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In the older cohort in the private sector, conditional gaps are zero when
only the reference individual is allowed to differ between ethnic groups,
When returns to additional characteristics may vary, the gap becomes
Tamil favouring in the 10th and 25th percentiles, but Sinhala favouring in
the 50th and 75th percentiles. Similar results were found for the younger



cohort. Thus it appears that while low-earning Tamil women were
rewarded, even more than Sinhala women, for additional endowments
of schooling, training and experience, high earning Tamil women were
penalised.

For younger women at the bottom, the negative wage gap becomes zero
(Table 1), indicating a reduction in the Tamil advantage. This is possibly
due to a reversal of the same factors that characterised older women—
the reduction in employment opportunities for younger Tamil women
following the privatisation of the estates, and the relatively better position
of younger Sinhalese women who are employed in export industries.

Figure 10: Conditional wage gaps, public sector females
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Source: Author’s calculations from QLFS unit records, 1996 3rd quarter to 2004
second quarter, selected sample

Despite poorer access to good jobs, conditional gaps among the younger
cohort are smaller than for the older cohort except at the median and
75th percentile among the younger female cohort in the private sector,
indicating that younger, poorer, females face lower discrimination. The
considerable raw gaps at the lower part of the distribution are completely
explained by lower endowments, especially of education, of Tamil women
at the bottom of the distribution. At the 75th percentile, younger women
face an increase in the discrimination component, especially when only
personal characteristics are controlled for. This implies that at the 75th
percentile, they lack access to good jobs.

In both cohorts in the public sector, raw gaps and conditional wage gaps
from estimates in the work specifications at the top of the distribution
are statistically insignificant, but conditional wage gaps from estimates in
the personal specification, are significant and negative. This implies that
Tamil women are able to access good jobs at the top of the public sector
distribution, relatively more so than are Sinhala women. This result may
stem from the fact that there are unobserved productive characteristics
that matter at the top of the distribution, like English language skills,
that Tamil women have in relatively greater abundance than their Sinhala
counterparts. This ‘unfair’ advantage is lower for the younger cohort.
Within occupations and sectors, they are not overpaid, as is to be expected
in the public sector with stringent regulations.

At the lower end of the distribution, large raw gaps owe more to differences
in endowments than to discrimination, with these components accounting
for only 15-40 percent of the gap (Table 2).

5. Conclusions, policy implications and further areas for study

The paper concludes that while there are Sinhala-favouring raw wage
gaps, these are at least partly explained by the lower productive
characteristics of the Tamil minority. This implies that policies that focus
on improving education and skills of the Tamil minority still have a role
to play in reducing the raw wage gap between them and the Sinhala
majority. Among males, at the bottom of the distribution, especially, it
was evident that ‘discrimination’ or disadvantage occurs in the form of



restricting minorities from access to ‘good jobs’. This implies that labour
market policies have a role to play in removing barriers to entry to ‘good’
jobs, especially for Tamil males.

The disaggregated analysis by age cohort indicated that both conditional
and unconditional wage gaps were greater for younger individuals, but
we found little evidence of greater ‘discrimination’ against this group.
Specifically, we expected that by disaggregating by age category, we would
find out if the younger ‘cohort’ was experiencing greater discrimination,
which would be indicative of an increase in discriminatory practices since
19883.

This study had several limitations. While controls for education, training,
experience, occupation, industry and part-time status were used, the
study did not control for skills, such as English-language skills, or quality
of education. Where possible, the implications of this omission have been
included in the discussion of results. In addition, the analysis is done using
the Tamil distribution of characteristics and the Sinhala wage structure
as the reference (what would have happened if Tamils retained their
characteristics, but were paid like Sinhalese?). Would these results be
robust to changing the reference to the Sinhala characteristics and Tamil
wage structure, which may be interpreted as asking what will happen if
Tamils improve their characteristics on par with Sinhala, but still get paid
as Tamils? Finally, the analysis was restricted to Tamils living outside the
Northern and Eastern Provinces. No doubt the results would change if
these individuals were included in the sample. These are fruitful areas for
further research.
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Raw and conditional wage gaps

Table 1:

(as a percentage of the Sinhala hourly wage)
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Conditional wage gaps as a percentage of the raw wage gap

Tble 2:
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I T

Private Public
Older Younger Older

Variable Mean Std. Dev. | Mean Std. Dev. |Mean Std. Dev.
No Schooling 0.021 0.142 0.013 0.111 0.003 0.057
Sub-primary 0.219 0.414 0.107 0.309 0.043 0.203
Primary 0.256 0.436 0.180 0.385 0.110 0.312
Lower Secondary 0.261 0.439 0.399 0.490 0.208 0.406
Oo/L 0.170 0.375 0.187 0.390 0.317 0.465
A/L 0.063 0.243 0.101 0.301 0.212 0.408
Post-secondary 0.012 0.107 0.014 0.116 0.107 0.310
Formal training 0.120 0.325 0.168 0.374 0.239 0.426
Informal training 0.102 0.302 0.088 0.283 0.029 0.169
No training 0.779 0.415 0.744 0.436 0.732 0.443
Age 44.057 6.698 26.418 4.766 44.627 6.463
Experience 12.957 8.535 4.427 3.927 15.786 8.272
Urban 0.222 0.416 0.214 0.410 0.300 0.458
Married 0.903 0.296 0.436 0.496 0.944 0.231
Part-time 0.064 0.245 0.051 0.221 0.085 0.279
Professional and Managerial 0.025 0.156 0.022 0.147 0.176 0.381
;fg?fr;'scs';”nsala”d Associate 0.050  0.217 0.061  0.240 0.200  0.400
Clerks 0.055 0.228 0.064 0.245 0.157 0.364
Sales and Service 0.083 0.276 0.087 0.281 0.118 0.323
Craft and related 0.323 0.468 0.343 0.475 0.072 0.258
Plant and Machine Operators  0.168 0.374 0.154 0.361 0.095 0.293
Elementary Occupations 0.296 0.457 0.269 0.443 0.182 0.386
Mining and Construction 0.289 0.453 0.241 0.428 0.033 0.179
Manufacturing 0.239 0.427 0.296 0.456 0.032 0.175
Electricity Gas etc 0.278 0.448 0.309 0.462 0.257 0.437
Services 0.194 0.396 0.154 0.361 0.678 0.467
N 9346 11094 7176




"

Public Private Public

Younger Older Younger Older Younger

Mean Std. Dev. |[Mean Std. Dev. | Mean Std. Dev. |Mean Std. Dev.| Mean Std. Dev.

0.004 0.063 | 0.081 0.273 0.061 0.24 0.047 0.212 0.077 0.267
0.024 0.152 | 0.304 0.460 0.229 0.42 0.119 0.325 0.172 0.378
0.061 0.240 | 0.234 0.423 0.234 0.423 0.247 0.432 0.219 0.415
0.290 0.454 | 0.197 0.398 0.276 0.447 0.149 0.357 0.189 0.393
0.321 0.467 | 0.105 0.307 0.136 0.343 0.14 0.348 0.154 0.362
0.227 0.419 | 0.066 0.248 0.056 0.231 0.217 0.413 0.148 0.356

0.073 0.260 | 0.013 0.114 0.008 0.089 0.081 0.273 0.041 0.2
0.240 0.427 | 0.073 0.260 0.074 0.262 0.213 0.41 0.107 0.309
0.016 0.127 | 0.059 0.235 0.062 0.241 0.038 0.192 0.041 0.2

0.744 0.437 | 0.868 0.338 0.864 0.342 0.749 0.435 0.852 0.356
28.477 4.457 |44.462 6.755 25.532 4.727 43.932 6.507 27.136 4.685

5.527 4.477 |13.389 8.914 4.59 3.96 15.867 8.809 5.624 4.815
0.214 0.410 | 0.562 0.496 0.469 0.499 0.698 0.46 0.462 0.5
0.519 0.500 | 0.853 0.354 0.367 0.482 0.906 0.292 0.462 0.5

0.060 0.238 | 0.051 0.219 0.034 0.18 0.157 0.365 0.148 0.356
0.112 0.315 | 0.052 0.221 0.023 0.152 0.251 0.435 0.225 0.419

0.170 0.376 | 0.043 0.202 0.038 0.192 0.123 0.33 0.071 0.258

0.108 0.310 | 0.071 0.257 0.048 0.213 0.072 0.26 0.071 0.258
0.346 0.476 | 0.187 0.390 0.217 0.412 0.055 0.229 0.077 0.267
0.058 0.234 | 0.148 0.355 0.173 0.379 0.051 0.221  0.03 0.17
0.045 0.206 | 0.091 0.288 0.083 0.275 0.021 0.145 0.03 0.17
0.161 0.367 | 0.409 0.492 0.418 0.493 0.426 0.495 0.497 0.501
0.019 0.138 | 0.141 0.348 0.113 0.317 0.055 0.229 0.012 0.108
0.023 0.150 | 0.190 0.393 0.224 0.417 0.055 0.229 0.059 0.237
0.161 0.368 | 0.403 0.491 0.493 0.5 0.153 0.361 0.189 0.393
0.796 0.403 | 0.266 0.442 0.169 0.375 0.736 0.442 0.74 0.44
3766 988 1490 235 169




I

Private Public
Older Younger Older

Variable Mean Std. Dev. |Mean Std. Dev. | Mean Std. Dev.
No Schooling 0.052 0.223 0.012 0.107 0.002 0.044
Sub-primary 0.202 0.402 0.051 0.22 0.015 0.121
Primary 0.198 0.399 0.089 0.285 0.017 0.128
Lower Secondary 0.243  0.429 0.421 0.494 0.068  0.251
O/L 0.198  0.399 0.227 0.419 0.326 0.469
A/L 0.093 0.29 0.181 0.385 0.385 0.487
Post-secondary 0.013 0.115 0.019  0.137 0.188 0.391
Formal training 0.097 0.297 0.173 0.379 0.359 0.48
Informal training 0.039 0.193 0.048 0.214 0.007 0.084
No training 0.864  0.343 0.778 0.415 0.634  0.482
Age 43.007 6.34725.063  4.68143.727  6.463
Experience 8.713 7.552 3.321 3.00315.897 7.875
Urban 0.286  0.452 0.237  0.426 0.331 0.471
Married 0.627  0.484 0.262 0.44 0.824  0.381
Part-time 0.134  0.341 0.049 0.215 0.308 0.462
Professional and

Managerial 0.052 0.222 0.05 0.218 0.528  0.499
Technicians and Associate

proffessional 0.045 0.208 0.058 0.233 0.152 0.359
Clerks 0.1 0.3 0.109 0.312 0.232 0.422
Sales and Service 0.106  0.308 0.048 0.213 0.028 0.165
Craft and related 0.316  0.465 0.531 0.499 0.012 0.109

Plant and Machine Operatoes 0.055 0.228 0.066 0.248 0.002 0.044
Elementary Occupations 0.325 0.468 0.139 0.346 0.046 0.209
Mining and Construction 0.045 0.207 0.015 0.12 0.008  0.091

Manufacturing 0.543 0.498 0.738 0.44 0.016 0.126
Electricity Gas etc 0.12 0.325 0.117  0.321 0.109 0.311
Services 0.292 0.455 0.13 0.337 0.867 0.34

N 2,975 6,047 4,113




I

Public Private Public

Younger Older Younger Older Younger

Mean Std. Dev. | Mean Std. Dev. | Mean Std. Dev. |Mean Std. Dev. | Mean Std. Dev.

0 0.02| 0.238 0.427 0.113  0.317 0.121 0.327 0.028 0.164
0.005 0.072| 0.345 0.476 0.218 0.413 0.115 0.32 0.092 0.29
0.007 0.083| 0.124 0.33 0.213 0.41 0.108 0.312 0.083 0.277
0.069  0.254| 0.141 0.349 0.21 0.408 0.07 0.256 0.046 0.21
0.238 0.426| 0.083 0.276 0.126  0.333 0.223  0.418 0.229  0.422
0.513 0.5| 0.059 0.235 0.11 0.313 0.223 0.418 0.422  0.496
0.168  0.374| 0.01 0.101 0.008 0.09 0.14 0.348 0.101 0.303
0.331 0.471| 0.062 0.242 0.13 0.336 0.357 0.481 0.312 0.465
0.011 0.102| 0.034 0.183 0.028  0.165 0 0 0.009 0.096
0.659 0.474| 0.903 0.296 0.842 0.365 0.643 0.481 0.679  0.469
29.192 4.09|43.862 6.726 24.13  4.69242.631 6.20928.312  4.036
5.249  3.738| 8.934 7.947 3.488 3.17714.412  8.313 5.493 3.824
0.252  0.434| 0.603 0.49 0.535 0.499 0.758 0.43 0.615 0.489
0.573 0.495| 0.655 0.476 0.222 0.416 0.86 0.348 0.578 0.496
0.222 0.416| 0.062  0.242 0.046 0.21 0.439 0.498 0.505 0.502

0.392 0.488| 0.052 0.222 0.074 0.262 0.554 0.499 0.679  0.469

0.25 0.433| 0.034 0.183 0.028 0.165 0.019 0.137 0.037 0.189
0.249 0.433| 0.076  0.265 0.082 0.275 0.076  0.267 0.101 0.303

0.04 0.195| 0.217  0.413 0.138 0.345 0 0 0.018 0.135
0.027  0.163| 0.107 0.31 0.345 0.476 0.006 0.08 0 0
0.004 0.064| 0.034 0.183 0.08 0.169 0 0 0 0
0.039 0.193| 0.479 0.5 0.304 0.46 0.344 0.477 0.165 0.373
0.005 0.07| 0.045 0.207 0.01 0.099 0.025 0.158 0.018 0.135
0.032 0.175| 0.234  0.424 0.476 0.5 0.006 0.08 0.028 0.164
0.097  0.295| 0.131 0.338 0.153 0.36 0.057  0.233 0 0

0.867 0.34| 0.59 0.493 0.361 0.481 0.911 0.286 0.954 0.21
2,573 290 609 157 109







CHALLENGES OF POVERTY AND INEQUALITY: PUBLIC
PRIORITY ACTION ON I NFRASTRUCTURE SERVI CES

Palitha Ekanayake®? and Nimal Attanayake?:

Abstract
1. Introduction

Poverty and inequality have been described and interpreted differently
due to the adoption of different ideologies and the extent of poverty
which depends on the status of economic and social achievements of each
country. A variety of methodologies are applied to interpret the poverty
and inequality phenomena and most of those interpretations are relatively
true depending on each country’s environment. In real terms, poverty
and inequality could be viewed from disaggregated household level to
aggregated regional, provincial and also country levels. Sri Lanka is not
an exception as poverty and inequality are quite visible even among the
village households.

Distribution of income has become an increasingly hot topic. While one
side proposes to adopt new income redistributive policies, the other side
believes that it would be wrong to design policies to reduce inequality
but should try to reduce poverty. The whole problem of inequality is the
rise in incomes at the upper end of the income distribution. Installation
of equity is about creating opportunities for anybody to earn incomes
and not making someone better off at the expense of another section
of society. Going through this principle, the study focuses attention on
poverty reduction and minimising inequality by creating infrastructural
opportunities for anybody to benefit from, through public priority action
on infrastructure services.

2. Aim of the Study

Identify and evaluate the challenge of the on-going poverty and inequality
dilemma in Sri Lanka and to derive some feasible solutions examining

32 Palitha Ekanayake holds a doctorate in economics from the University of Colombo and
is the founder-Chairman of the Rural Economy Resuscitation Trust Fund.

3 Nimal Attanayake is a professor of economics and the Head of the Department of
Economics at the University of Colombo, and holds a doctorate in economics from the
University of London.
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the village level disparities in growth-supporting infrastructure services.
Further, the study is aimed at providing a strategic view on infrastructure
priorities for overcoming both poverty and inequality and providing some
positive directives for development policy makers. Furthermore, it is
expected to create opportunities and a level playing field for the poor to
engage in economic activities through public infrastructure creation which
may address both poverty and inequality simultaneously.

3. Objectives

Examine and ascertain the impact of growth supporting infrastructure
services in order to reduce the village level regional poverty and inequality
in Sri Lanka.

It is assumed that poverty and inequality at regional and village levels in
Sri Lanka is a prevailing condition. There may be many solutions but the
growth supporting infrastructure services may have positive effects an
minimising the village level regional livelihood disparities. Further, it is
assumed that through the provision of priority public facilities through
infrastructure services, the level of disparity in poverty and inequality
could be minimised and also enable the transferring of resources from the
economically active Western Province to poorer provinces.

4. Methodology

Hypothesis: Priority public action on growth supporting infrastructure
services can be an effective solution to reduce regional level poverty and
inequality in Sri Lanka.

Data Set: The data for this study comes from two samples. The first
sample is 100 villages selected out of 280 villages under the RERTF. The
village has been considered as the primary sampling block from which the
data is gathered on collective basis.



Sample Total Results.

Name of Number of Total No of No of Average
the District Villages Population Households Samurdhi income
Recipients
Colombo 4 6364 1644 429 8842
Kalutara 2 2316 585 267 6155
Galle 2 2683 686 319 6202
Hambantota 2 1882 414 232 5152
Kandy 6 3303 706 348 6103
Kegalle 8 6455 1642 887 5619
Kurunegala 25 15524 4353 2458 5746
Matale 24 15549 4622 2610 5678
Matara 7 6443 1838 928 5617
Puttalm 9 7541 2057 1114 5350
Ratnapura. 8 13702 3474 1991 5009
Nuwara Eliya. 1 420 132 101 4814
Badulla. 2 1785 537 345 4616
Total 100 83967 22690 12029 5762

The second sample is 100 households selected from five villages under
the RERTF. The village has been considered as the primary sampling
block. The data was collected through interviews, observations and group

discussions.

Evaluation procedure adopted: The evaluation procedure has two

stages.

a. Examining of empirical evidence on regional-village level
income earning patterns and inequality and the relationship

with related infrastructure3+.

b. Analysis of relationship between the village level income and
rural infrastructure in order to prioritise public priority action
procedure with a view to address the poverty and inequality.

3 Estache (2004) has clearly showed that there are direct impacts on all rural infrastructures
and supporting services for the purpose of earning incomes. This study has followed the
investigation procedure on the basis of the same argument but with broader coverage

of income earning ability and inequality.
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Each variable is expressed in terms of an index; that is:
Index = Z {X,+ X, +X, ..X } and higher than 0% subject to the
maximum is 100% which is 0< Index < 100.

To quantify the direct and indirect effects 2" stage least squire technique
helps to estimate the functional relationship establishing equity on the
usage of infrastructure and the income earning opportunities in the
system. All variables are expressed in terms of natural logarithms and the
customary reduced form models of the structural equation relates village
household average income directly to the related infrastructure of the
village and yields the following form of estimating equations?.

IHi =f( RRir REiI RMil RWi, RECJLIi' SCi' ul) 1)

2. RBResult of the study

The study will provide answers to two fundamental concepts; firstly,
the income earning potential of infrastructure services addressing
regional level poverty. Secondly, allowing infrastructure services to create
opportunities for anybody to earn incomes, minimising inequality. The
empirical evidence of this study has validated the policies for the reduction
of poverty and inequality through public priority action on growth
supporting infrastructure services and not on the income redistributive
policies adopted in the past. The evidence suggested that the present
income support policies adopted have resulted in a situation of consistent
inequality in Sri Lanka while public priority action on infrastructure services
is superior and helps to maintain a level playing field for everybody.
The evidence further suggested that there is village level poverty and
inequality and growth supporting infrastructure services are considered as
one of the priority areas addressing poverty and inequality.

3% Estache, Perelman and Trujillo (2005) analysed the macro level infrastructure
performance and used variables such as energy, water and sewerage, transport, port
and railway. Another similar study by Benitez and Estache (2005) used electricity,
telecom, water and sanitation.
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CHALLENGES OF POVERTY AND INEQUALITY: PUBLIC PRIORITY
ACTION ON I NFRASTRUCTURE SERVI CES

1. I ntroduction
1.1. Background

Since independence, poverty reduction has been an immensely important
issue for the policy makers in Sri Lanka and many attempts in trying
to overcome the issue have taken place (Kar 2003). Despite these well
intentioned attempts, poverty still remains a severe problem, without
any effective and sustainable solution. The poverty reduction and income
distribution inequality issues still remain challenges for Sri Lanka (World
Bank 2007). Sri Lankan society is characterised by marked inequality of
wealth distribution, with the existence of a small wealthy group and a
large segment living in poverty, who are recipients of income support
assistance from the government (Kar 2003; World Bank 2007).

Against this background, the main objective of this study is to examine the
challenge of reducing poverty and regional inequality in income distribution
by focusing on minimising regional income inequalities through access to
infrastructure services. The study will also look into possible infrastructure
priorities for public priority action, as well as the available opportunities to
create infrastructure-led®, pro-poor growth potential that addresses both
poverty and inequality (Ravallion 2005).

It is evident that Sri Lankan policy makers’ strategies in trying to resolve
the problem of poverty and inequality have proved ineffective for two
main reasons (World Bank 2000). Firstly, absolute poverty has become
the overriding priority issue needing to be addressed. In this context,
the policy makers largely believed that income-supportive strategies are
the main solutions for reducing poverty and inequality. Secondly, these
income-supportive strategies are politically motivated recipes, concocted
to maintain political power. As a result, a large proportion of the poor
enjoy income support assistance each year, burdening the government
treasury. In the meantime, little attention has been paid to the on-going
regional inequality, an equally serious issue (ADB 2003; Ravallion 2005).

36 Rostow’s theory, “Stages of Economic Growth” (1960), also discussed infrastructure as
the precondition for the initial take-off stage of economic development of a country.
World Bank's report (2004) has discussed infrastructure priorities for further economic
development in Sri Lanka.
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The objective of halving poverty still remains the main objective of
economic development of many developing countries and also the first
Millennium Development Goal (Kraay 2004; Ravallion 2005). However,
poverty and inequality have been described and interpreted differently
due to the adoption of different ideologies and measurements of poverty
depending on the status of economic and social achievements of each
country (Pattimura 2002). According to the literature, infrastructure-
led strategies are considered gateway solutions to address the issue
of regional poverty and inequality. The most popular solution, as
suggested by Estache et al (2005), Dorward and Kydd (2005) and
Richter (2006), is an infrastructure-led pro-poor growth3” process that
has the effect of enhancing the multiplier effects in reducing poverty
and inequality. However, significant gaps in knowledge remain as to
what opportunities are provided by each type of infrastructure service,
how to filter back their benefits to outcomes at the household level
and related income distributional consequences (Lokshin and Yemtsov
2003; Khandker et al. 2006).

The literature relating to the issue has focused on the overall macroeconomic
effects of infrastructure development projects by estimating the social
economic rate of return on investment® and suggested appropriate
broad based rates of economic returns on infrastructure projects (White
and Anderson 2000; Lokshin and Yemtsov 2003; Garmendia et al. 2004;
Estache 2004 and Estache et al. 2005). For example, White and Anderson
(2000) constructed a ratio between the growth rate and related level of
inequality as the pro-poor growth index. When this index is greater than
one, the situation is taken as pro-poor and inequality reducing growth.

37 Inits simplest form, pro-poor growth refers to a situation where the income share of the
poor population increases in relation to the growth rate of the country and inequality
would be a situation where the growth rate of the income of the poor is lower than the
growth rate of the economy, as set out in the studies by White and Anderson (2000)
and Lopez (2005). According to Lopez (2005) the relative inequality would fall with
increasing growth, if the growth of the economy is pro-poor. In general pro-poor growth
would be the situation where the income share of the poor population increases more
than the average economic growth rate of the country.

3 According to a study on World Bank infrastructure projects during 1999 to 2003, the
average rate of economic return has been calculated as 35%, ranging from 19% for
water and sanitation projects to 43% of transport projects. This yardstick is broad-
based and used only for foreign aid loan approvals.



Kraay (2004) identified three potential sources* of pro-poor growth and
calculated the growth-income elasticity of poverty, explaining the changes
in inequality levels. According to Ravallion and Chen (2003), growth
is pro-poor when the income of the poor remains the same when the
index is greater than zero. Lopez and Serven (2004) calculated a ratio
comparing per capita income and rate changes in poverty using cross-
country level data. However, the studies by Garmendia et al (2004) and
Lokshin and Yemtsov (2003) demonstrate that it is impossible to reduce
poverty and inequality, unless the infrastructure necessary to support pro-
poor growth potential is put in place. In the circumstances, it is quite clear
that there remain significant gaps in knowledge as to how infrastructure
development can support a poverty reduction process that filters back its
benefits into outcomes at the household level and related distributional
impacts (Khandker et al. 2006).

Rural poverty in Sri Lanka is caused in part by production and marketing
bottlenecks due to weak rural infrastructure (ADB 2003). The Rural
Economy Resuscitation Trust Fund (RERTF) was set up in 2002 under the
purview of the Ministry of Rural Economy to address issues particularly
supporting demand-driven, small scale, village based infrastructure and
the present study uses the experiences of development programmes that
fell under the RERTF.

1.2 The study

This study looks at village based infrastructure development programmes
of the RERTF covering its experiences from 100 villages. This paper is
organised into 5 sections. The remainder of this section provides an
overview of the poverty and inequality situation in Sri Lanka, including the
regional and Divisional Secretary Division (DSD) level disparities. Section
2 presents the methods followed in the study, including its conceptual
framework, data characteristics of the study sites and framework of the
analysis. Section 3 presents the empirical results, while section 4 brings
out specific issues relevant to poverty and inequality in Sri Lanka from the
study findings. Finally, section 5 presents the conclusions.

3 Three sources of pro-poor growth are: (i) a high growth rate of average income; (ii)
a high sensitivity of poverty to growth in average income; and (iii) a poverty reducing
pattern of growth in relation to income.
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1.3 An overview of poverty and inequality

The poverty indicators given in Table No. 1.1, have shown disappointing
progress in poverty reduction over the last 15 years. The population under
income support assistance has also remained fairly constant, irrespective
of many other welfare packages of assistance for the poor.

Table No. 1.1. Poverty indicators from 1990 to 2005

Description 1990-91 1995-96 2002 2005
National Poverty line (Rs.) 475 833 1423 1978*
In US Dollars 11.7 16.2 15.1 19.2*
Poverty head count ratio (%) 30.4 28.8 23.9

Sectoral poverty

Urban 18.2 14.0 7.9

Rural 34.7 28.9 26.4

Estate 20.5 26.1 22.1

Population (millions) 16.3 18.1 19.0 19.6
Estimated no. of

households (mn) 3.9 4.3 4.5 4.6
Households under

Samurdhi (mn) 4.6 1.5 2.0 2.0
Colombo consumers’

price index in 1,065 4,621 8,925 11,396
Rs: 1952 = 100; 1980 = 318.

Respective US Dollar

value within brackets (26.2) (39.8) (94.7) 110.6)

* Indicates the estimated probable poverty line based on the rate of
inflation. The mean household income of Rs. 17,114 in 2003/04 (aggregate
level) is considered a realistic estimate.

Source: Department of Census and Statistics ISSN1391-4693: Poverty
indicators, household income and expenditure survey, 2002 and the
Central Bank report of 2005.



At the regional and village levels, poverty and inequality have been
associated with a variety of economic, social and political reasons®. In
the Sri Lankan village setup, intra-regional migration (that is from rural
to urban) also impacts on the level of inequality of the respective village
(World Bank, 2007). Many people move from the surrounding regions to
the Western Province and into the Colombo metropolitan area, due to
poor infrastructure facilities at the regional level and limited opportunities
around provincial capitals, as found by Amarasinha et al. (2005) and the
World Bank (2007). Further, income disparities are widening across the
provinces and regions, mainly due to the declining contribution of primary
and secondary sectors of all other provinces to GDP, against the well
matured service sector in the Western Province.*

The GDP share by provinces (Table No. 1.2) shows another dimension of
the problem of poverty and inequality in Sri Lanka. The Western Province
has emerged as the most economically active province compared to
all other provinces. The contribution from poor provinces to economic
growth has been low. The low economic performance of these provinces
is largely attributed to poor infrastructure facilities, coupled with stagnant
agriculture productivity. On the other hand, the Western Province has
locational advantages attracting the necessary infrastructure. Estache
(2004) and AnaGoicoechea (2005) have shown that locational advantages
are associated with economically active growth centers.

4 Sarvananthan (1995) discussed the regional division of poverty and inequality under
three causes: economical, social and political.

4 The Central bank (2005) reported the unequal GNP distribution: e.g. primary sector of
17.2%, secondary sector of 26.4% and a large tertiary service sector of 55.8%, which
is also a serious issue in the economy.
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Table No. 1.2. GDP share by province in Sri Lanka

Province / Year 1990 1996 2002
Western 40.2 43.7 48.1
North Western 11.1 11.3 10.1
Central 12.1 10.0 9.4
Southern 9.5 9.0 9.7
Sabaragamuwa 8.1 9.0 6.9
Eastern 4.2 4.8 4.9
Uva 8.1 5.1 4.3
North Central 4.8 4.6 3.9
Northern 4.4 2.4 2.6
National GDP 100.0 100.0 100.0

Source: Report No. 29396-LK by the World Bank. December 8, 2004

Making the poverty and inequality picture clearer, the overall aggregate
poverty situation is classified under Divisional Secretary Divisions (DSD)
by the Department of Census and Statistics (2002) and also identified
the poorer locations in Sri Lanka, as shown in Table No. 1.3. Poorer DSDs
are in the districts of Badulla, Ratnapura, Puttalam and Hambantota®.
Apart from better growth performance, the poverty and unequal income
distribution in the Colombo District is a unique situation where a large
proportion is in poverty, whilst a small proportion is considered to be
extremely well off. Colombo metropolitan suburbs are not so poor, but
inequality of income distribution is considerably high (Ekanayake 2006).

Apart from income distributional disparities in Colombo, the Western
Province is forming a larger consumer market with a population of 5.5
million or 28% of the total population of Sri Lanka. In the Western
Province, the poor and the well off are mixed due its urban nature. This
pattern is different to other provinces. Amarasinha et al. (2005) classified
the DSD poverty map with two dominant spatial clusters. The first

42

According to the Department of Census and Statistics survey by DS Divisions: 2002, The
poorest DS divisions starting from the poorest are in Kurunegala, Ratnapura, Kandy,
Badulla and Galle Districts. The poorest provinces are: South, Central, Sabaragamuwa,
North Western and Uva.



cluster shows spatial similarity of high-poverty DSDs surrounded by high
poverty neighbourhoods whose main income is from agriculture related
activities; and the second cluster shows low poverty DSDs surrounded by
low-poverty neighbourhoods whose main incomes are from varying levels
of activities. Infrastructure services to the first cluster are extremely low
and those DSDs are in isolated locations when compared to economically
active DSDs, as demonstrated by Ekanayake (2006).

Table No. 1. 3. Poorest Divisional Secretary Divisions

Poorest DSDs: In terms of highest Poorest DSDs with highest
head count index (HI) household population below
poverty line (HPBPL)

Name of DSD HI | HPBPL Name of DSD | HPBPL | HI
Siyabalanduwa 51.8| 23,795 Ambagamuwa | 45,324 | 22.9
Rideemahaliyadda | 51.1| 22,891 Nuwara Eliya | 43,919 |21.9
Meegahakiula 46.5| 8,478 Colombo 39,819 |12.1
Kandekatiya 46.1| 10,183 | Embilipitiya 36,252 | 31.6
Kalpitiya 45.3| 36,197 | Kalpitiya 36,197 |45.3
Mundalama 41.1| 22,503 Beruwala 30,671 | 22.1
Madulla 40.7| 11,320 Hanguranketha | 29,673 | 34.6
Vanathawilluwa 40.3| 6,373 Hali Ela 29,672 | 34.6
Elapatha 40.1| 14,369 Mawanella 28,192 | 28.8
Weligepola 39.1| 11,150 Walapane 27,473 | 26.5

Source: Department of Census and Statistics 2002.

In addition, location-specific factors affect the poverty and inequality
situation. Poverty is concentrated in locations where infrastructure
services are low and inadequate (Ravallion 2005). Amarasinha et al.
(2005) discusses the poor DSDs which are located away from towns and
markets and whose connectivity, access and entry are relatively low. In
such situations, infrastructure services play a significant role in keeping the
human and capital resources within the specific locations (Songco 2002).
Under such circumstances, the methodology of the present study inquires
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into the on-going regional poverty situation and income distribution
inequality dilemma in Sri Lanka and seeks to examine the feasibility of
pro-poor growth-supporting infrastructure services as a gateway solution
in addressing the problem.

2. Methods
2.1. Conceptual framework

The hypothesis tested in this study is that the priority public action on pro-
poor growth supporting infrastructure services can be an effective solution
to reduce regional level poverty and income distributional inequality in Sri
Lanka.

The study is based on several assumptions that broaden its sphere of
inquiry. First, it is assumed that there is a significant relationship between
the income of the rural household and the (a) rural markets, (b) village
based water supply situation and (c) rural road network. Secondly, it is
assumed that the locational disadvantages associated with the village could
be minimised through the provision of infrastructure services as they tend
to improve the connectivity between villages and markets. Further, it is
assumed that the infrastructure services will create a level playing field for
everybody to engage in economic activities. The study disregards regional
differences in prices and expresses all values in current monetary terms.
Moreover, the study looks at the impact of household based private capital
which can be a substitute for public infrastructure services.

2 .2. Study area

The sample included 100 villages®, proportionately selected out of 200
villages falling under the RERTF and representing 13 districts in Sri Lanka
(Appendix No. 2). This sample represents rural villages that are closer to
Colombo, villages far from Colombo and villages that were between these
two extremes. According to Table 2.1, the 100 villages consisted of 23,690
households, with a total population of 83,767.

4 The sample consists of 13 districts except Jaffna. There were five villages in the Jaffna
District which were not included in the survey due to unavoidable circumstances.



The basic village information is summarised in Appendices 1 and 2.
Essentially, Samurdhi beneficiaries, whose income is less than Rs. 3,000 per
month, indicate the extent of poverty. The income figures are approximate,
calculated by the Grama Seva Officer according to the available assets
and income data. Very often the highest income earners in a village are
land owners and traders while some of them are fixed income earning
employers.

Table No: 2.1. Study sites:

Distribution of the sample across districts

Name of the District | Number of |  Total No. of No. of |Average
Villages | Population | Households| Samurdhi |income
Beneficiaries
Colombo 4 6364 1644 429 8842
Kalutara 2 2316 585 267 6155
Galle 2 2683 686 319 6202
Hambantota 2 1882 414 232 5152
Kandy 6 3303 706 348 6103
Kegalle 8 6455 1642 887 5619
Kurunegala 25 15524 4353 2458 5746
Matale 24 15549 4622 2610 5678
Matara 7 6443 1838 928 5617
Puttalam 9 7541 2057 1114 5350
Ratnapura 8 13702 3474 1991 5009
Nuwara Eliya 1 420 132 101 4814
Badulla 2 1785 537 345 4616
Total 100 83967 22690 12029 5762

2 .3. Types and sources of data

The village was taken as the primary sampling unit from which the data
was extracted. The data collection was carried out in three phases.
During the first phase, basic demographic information was collected at
the village-household level covering age, sex, occupation, household size,
and income sources from employment, productive activities and income
support received from Samurdhi, relatives and the remittances from family
members living abroad. Secondly, data relating to infrastructure facilities
covering roads, access to markets, energy, water supply and education,
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available within each village, was collected. During the third phase,
data relating to investment on public services within the village during
a ten year period from 1995 to 2004 was collected. The village based
investments included investments by the Central Government, Provincial
Government, Pradeshiya Saba, NGOs, the private sector and projects
funded by donor agencies, including the RERTF. In the final phase, a
sample income distributional pattern was decided upon on the basis of
Samurdhi recipients and the income of the rest of the households.

2.4. Analysis

The objective of the analysis was to test whether priority public action on
growth supporting infrastructure services is producing a practical solution
in reducing village level poverty and inequality in Sri Lanka. There were
three stages in the analysis:

(a) Firstly, the extent of income inequality was investigated using village-
based empirical evidence. Investigations were initially undertaken
to identify reasons for on-going poverty and inequality in income
distribution, regional divergence, traditional characteristics of
poverty, impact of location-specific factors and the role played by
infrastructure.

(b) Second, the functional relationship between the village household
income and each individual infrastructure** was examined. At this
stage, each type of infrastructure and income of the village were
expressed in terms of indices (Appendix No 3). The functional
relationship between village based income and each infrastructure
variable was tested separately in order to come to a view on the
functional relationship. The equations, one to five are as follows.

IMi = (R®); (Equation No. 1) IMi = | (IR%); (Equation No. 2)
I"i =} (RM);  (Equation No. 3) IMi =} (R%i); (Equation No. 4)
IMi = | (R¥) (Equation No. 5)

“  Estache (2004) has clearly showed that there are direct impacts on all rural infrastructures
and supporting services on the markets. This study has followed the investigation
procedure on the basis of the same argument but with broader coverage of rural market
infrastructure.



(c) Thirdly, steps were taken to quantify the direct and indirect effects
between the household income and village based infrastructure
services. In this regard, in the 2nd stage the least square technique
was used to estimate the functional relationship in the system. The
customary reduced form model (Equation No. 6) is estimated for the
purpose of expressing a combined relationship between the village
household average income and related level of infrastructure of the
village and yields the following estimating equation®.

I" =B, +BRY +BR" +BRY +BR* + B, R + ¢, (Equation No. 6)

Where: I is the household income in jth village, R is the rural roads in
jth village, RE is the rural energy, R™ is the rural markets, RY. is the rural
water supply and R¥ is the rural educational facilities while error term €, %
is added to the equation. In addition, Equation No. 7 is expected to yield
regional diversity as it is based on the village sample except the villages
from Colombo District.

I" =B, +BRY +BR" +BRY +BR*™ + B, R +¢, (EquationNo.7)

Fourthly, Equation No. 8 will test whether poverty is concentrated in areas
where connectivity to towns and markets, and access to other services
are relatively low.

IHj = BO + BleAMR + BZR]_DQP + B3RjDQU + B‘}RFj + BSR]_CBO + BGR]_DM + B7RjADS
+ BRY + BR" + B RY, + B, R + B R + € (Equation No. 8)

Where: RjAMR = Access to main road and national roads; RJPQP: Distance
and quality of paved roads; &DQU: Distance and quality of unpaved roads;
RJ.CBO: Village road maintenance by Community Based Organisations;
Rf, = Allocation of funds to village roads; RPM= Distance to the closest

market. Equation 8 will explain the combined effects of location specific
factors and other infrastructure services.

% Estache, Perelman and Trujillo (2005) analysed the macro level infrastructure
performance and used variables such as energy, water and sewerage, transport, ports
and railways. Another similar study by Benitez and Estache (2005) used electricity,
telecommunications, water and sanitation.
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3. Results

This section presents the results of the analyses undertaken and the
impact of village level infrastructure facilities on poverty and income
distribution inequality in rural Sri Lanka. Further, it will test whether the
empirical evidence supports the hypothesis and provides justification for
the proposal that public priority action on infrastructure facilities is an
effective solution to reducing village-based poverty and income distribution
inequality in Sri Lanka.

3.1. Overall poverty and inequality

The average household income of the sample is Rs. 5,762 while the number
of Samurdhi recipients is about 12,029, representing almost 53% of the
total number of households. The average monthly income of a household
is less than two dollars, while 53% of the entire rural population earns less
than a dollar a day. Secondly, the total monthly income of a household
varies between Rs. 1,500 and Rs. 70,000 per month. However, only 4.1%
of all households earn more than Rs. 17,500 per month. Amongst others,
36.6% earn between Rs. 3,000 to 10,000 per month, while 6.3% are
income earners of Rs. 10,000 to 17,500 per month. Thirdly, around 90%
of households earn less than Rs. 10,000 per month, a significant feature
of rural poverty in Sri Lanka.

Table No. 3.1. Village level household income distribution pattern

Income brackets Number Percentage

No. of households earning more than

Rs. 17,500 per month. 922 4.1
Rs. 10000 to 17500 1,425 6.3
Rs. 3000 to 10000 8,314 36.6
No. of households earning less than

Rs. 3,000 per month. 12,029 53.0
Total 22,690 100.0




Fourthly, the traditional picture of a few households in the rural sector
that are relatively well off, who are economically active and owning land
with sufficient capital goods, compared to others in the village is borne
out from the data. The fifth feature of the rural poor worth highlighting
(see Figure 3.1) is that the proportion of high income earners in a village
in the Colombo District is around 15.2% of the total population, while the
proportion of well off households in a village in the districts of Ratnapura,
Puttalam or Badulla is between 1% to 2%. On the other hand, taking
the poorest households, the proportion is around 26% in the Colombo-
suburban villages, whereas in the other districts the figure is between
57% to 65%.

Another significant highlight of the results is the regional divergence in
poverty levels between Colombo and the other districts of the sample.
Among the sample DSDs, Homagama is reasonably better off when
compared to poor DSDs like Ehetuwewa, Wanathavilluwa, Maiyanganaya,
Karuwalagaswewa, Kolonna and Beliaththa. In addition, inequality is
an acute problem in other DSDs compared to Homagama or Hanwella
(Appendix No. 1). An important point highlighted in the study is that the
poorer the village, the greater the income inequality. Greater levels of
poverty and inequality are concentrated in villages where connectivity to
urban markets and access to basic infrastructure facilities are relatively
low.

% Income brackets are based on the sample data set and its pattern of distribution.
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Figure No. 3.1. Income inequality in the districts.
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3 .2. Internal migration: a consequence of rising regional
inequality

The evidence further showed a striking link between the annual departure
of a large proportion of the educated, skilled and trained people from the
village (mainly to the district of Colombo, seeking better opportunities)
and the poverty situation of the village that they leave behind. According
to the evidence, between 3 to 10 young, qualified people leave the village
annually for better opportunities, while some travel daily for employment
in suburban villages.

The migration towards the Colombo District resulted in adverse capital
movements and inequality in infrastructure, keeping the rural sector
poorer. For instance, villages in the Colombo District have better roads,
access to markets, water, and energy services because of their location.
These villages enjoy better education facilities together with employment
opportunities. Pahalagama and Kiriwaththuduwa are villages in the Colombo
metropolitan corridor that enjoyed the benefits of immigration with
positive capital movements. Among the sample villages, the government
has provided necessary infrastructure to the villages of Pamunuwa,
Kongolla and Yahalegedara and many skilled people found employment
within the village and those villages are economically active. Therefore,
the evidence suggests that the provision of village level infrastructure
improves the connectivity and opportunities within the village, and thus
reduces migration out of the villages.

3.3. Traditional nature of poverty and inequality

Another important issue brought out in the sample is that the extremely
poor are living in villages that engage in traditional livelihoods. The lowest
income earning households living in the ten villages in the sample that
engage in traditional livelihoods are the poorest. Importantly, these
villages are also those with poor infrastructure facilities (see Annexure 2).

e The traditional, but market-oriented villages like those involved in
clay-based products, for example, the villages of Kongolla, Werahara
and Yahalegedara, are economically active with a higher volume of
production and backed by relatively better infrastructure facilities due
to the powerful lobby groups present in the village.
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e There are a few wealthy individuals, even in the poorest villages, who
make use of private capital in the absence of public infrastructure
provision. For example, in the village of Manawa (in the Kuliyapitiya
East DSD), although 90% are poor, one household enjoys better
income earning prospects due to the private capital stock held in the

absence of public infrastructure facilities.

e Thirdly, it is clearly revealed that income earning opportunities are
significantly linked to the level of infrastructure available in the

particular village.

3 .4. Impact of markets on poverty and inequality

The study findings suggest that the average household income of the
village is higher when the village is closer to the district level urban markets,
especially to the Colombo metropolitan market. The closer location and
the distance to the market have provided better opportunities for income
generation than when the village is far from the markets. Table No. 3.2
shows the market related infrastructure-based income inequality pattern

across villages.

Table No. 3.2. Market related infrastructure and income inequality (expressed as

percentages).
Name of the Village and DSD | Income higher | Income lower |Infrastructure
than Rs. 17,500 | than Rs. 3,000 | index as a %
Pahalagama: Homagama 20.1 21.9 80
Kiriwaththuduwa: Homagama 13.2 19.2 68
Ihala Kosgama: Hanwella 19.5 39.8 64
Lahirugama: Hanwella 114 29.5 68
Pamunuwa West: Udunuwara 15.5 46.6 52
Egodapitiya: Karuwalagaswewa 0.4 75.9 18
Manawa: Kuliyapitiya East 0.3 70.8 18
Handessa: Udunuwara Nil 80.0 16
Morathanna: Mallawapitiya Nil 89.4 16
Badigama: Ehetuwewa Nil 87.3 7




As Table No. 3.2 shows, the villages with market related infrastructure
have benefited, giving rise to lower levels of poverty and inequality. For
example, the village of Pahalagama in the urban consumer corridor in the
Homagama DSD, recorded the highest level of market related infrastructure,
at 80%. The farmers obtained between 50% to 75% higher prices, as
the transaction costs are considerably lower than that of other villages
further from the markets, say in Puttalam or Kolonna. On the other hand,
the village of Badigama (in Ehatuwewa DSD) records the highest level of
poverty, with the lowest level of market related infrastructure, at 7%.

The functional relationship between household income and each type of
infrastructure is tested in the proceeding section.

3.5. Effects of infrastructure
3.5.1 Basic characteristics

The analysis has provided spatial characteristics of data and a probable
picture® (to a certain extent) that demonstrates village level poverty and
inequality levels. The basic characteristics of the data are given in Table
No. 3.3. The most important point to highlight is the elasticity relationship
between household income and infrastructure. The income/infrastructure
elasticity indicates that it is infrastructure relating to rural village-based
road networks and markets that are the spatial factors affecting poverty
and inequality at the village level.

3.5.1. Rural road/ transport infrastructure

Estimating the functional relationship between the income level of the
village and the road system has revealed the following relationship:

I" = 48.64+ 0.51R% (Estimated equation No. 1)
R? = 81% and t-Stat: 20.3

Village level rural road infrastructure explains 81% of the existing poverty
levels in the rural set up. These results are also validated by empirical
observations. For example, the village of Pahalagama in the Homagama
DSD has a comparatively better village road network, ranked highest at
75%. The worst road network is in the village of Badigama in the

4 Lokshin and Yemtsov (2003) showed that it is impossible to estimate precisely the
variables affecting household income, and related poverty and inequality.
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Table No. 3 — 3. Descriptive statistics of infrastructure-based indexes

Description Household| Road | Market | Water |Education | Energy
income |services | related | supply | facilities |[services

Mean 100.0 99.8| 99.1 | 98.6 99.9 | 100.6
Standard error 1.9 3.3 3.4 3.3 2.8 4.3
Median 99.3| 101.5| 974 | 100.0 102.4 | 100.0
Mode N/A| 105.9| 120.0 | 111.1 107.1 66.7
Standard deviation 19.1 334| 33.6 33.1 27.7 43.3
Sample variation 365.7 | 1115.7 |1128.4 |1092.0 767.5 | 1873.1
Kurtosis 2.4 2.2 2.2 1.6 0.7 0.7
Skewness 0.8 0.9 0.9 0.4 0.3 0.8
Range 1179 | 202.9| 208.6 | 194.4 1429 | 196.7
Minimum 57.9 17.6 20.0 16.7 40.5 33.3
Maximum 1759 | 220.6| 228.6 | 211.1 183.3 | 230.0
Count 100 100 100 100 100 100
Confidence level (95%) 3.8 6.6 6.7 6.6 5.5 8.6
Income elasticity 0.1196 {0.3111 |0.0850 | 0.0422 | 0.0127

Ehetuwewa DSD, which ranked the lowest in the study, at 6%. Only 6
villages were rated above 50%, whilst others varied between 6% to 50%,
making the sample distribution skewed to the right. The mean of the
distribution is 34% indicating that rural roads are at an unsatisfactory level
and hence have less income-earning potential. The situation of the village
of Pahalagama shows that the traders’ and collectors’ accessibility to
‘Leaf vegetable’ farm lands is easier, cost and time-saving and also allows
farmers to reach the markets as there are developed transport services.
The market transaction cost is low in Pahalagama as the village is located
in the corridor of the metropolitan markets. The village of Pahalagama is
also the luckiest compared to the other villages in the sample, attracting
the highest investment of Rs. 4.5 million for village roads in 2004. On the
other hand, the village of Badigama in the northern end of the Kurunegala
District, some 16 kilometres away from Galgamuwa, where the market



is located, villagers have to walk 4 kilometres to the nearest small town
of Ehetuwewa, using small gravel roads. The majority of villagers are
using bicycles, while nine motorbikes and nine bullock carts are present
in the village. It is striking to note that during the ten year period from
1995 to 2004, the authorities have not spent a single cent on village
infrastructure. The situation of many rural villages located in the districts
of Badulla, Puttalam, Hambantota, Nuwara Eliya are similar to the position
in Kurunegala.

3.5.2. Market related infrastructure.

The functional relationship between village-based market-related
infrastructure and household income has been estimated as follows.

:I" = 47.64+ 0.51 R", (Estimated equation No. 2)
R? = 86% and t-Stat: 24.6

Similar to the position of rural roads, the results are statistically significant.
Village level market-related infrastructure explains 86% of the existing
poverty levels in the rural set up. These results are also validated by
empirical observations As shown before, the village of Pahalagama has
the highest average household income of Rs. 10,084 and a market-
infrastructure index of 80%. Many traders and collectors visit the village
daily while farmers themselves carry the ‘leaf vegetables’ to nearby
markets. Some of them directly supply leaf vegetables to the exporters
and some cater to direct retailers on a regular basis. Similarly, during
the rambutan season, in the village of Lahirugama in the Hanwella DSD,
farmers are in a position to bargain favorably with traders and collectors
who have easy access to the village market.

Similarly, in Pamunuwa in the Udunuwara DSD, both producers and
traders associations have considerably better lobbying power. The village
has benefited in two ways. Firstly, it has managed to obtain the necessary
infrastructure and secondly, it has maintained a stable market for brass
products. The village has better infrastructure facilities because the
organisations were able to win the support of the authorities. During the
ten year period from 1995 to 2004, the authorities invested some Rs. 6
million in Pamunuwa for market related infrastructure, out of the total
investment of Rs. 15.8 million. On the other hand, in the Kolonna DSD,
villagers are poor because of the lack of investment in market-related
infrastructure and consequent restrictions in market access. They are
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also impoverished due to poor road related mobility and connectivity. As
a result, the transaction costs are very high, sometimes more than the
value of the farm-products and during the season, it is noted that some
farmers used to destroy banana, pumpkin, papaya and vegetable crops.
Poor infrastructure has resulted in a buyers’ market in the rural sector.

3.5.3. Village-based water supply infrastructure

An estimation of the functional relationship between water supply and
village household income has been shown below:

I" = 52.59+ 0.48 RY, (Estimated Equation No. 3),
R? = 81% and t-Stat: 14.8

The results are statistically significant and village level water supply explains
69% of the existing poverty levels. These results are also validated by
empirical observations. The water supply facilities affect the villagers’
income earning ability as many of them are agriculture based villagers.
According to the evidence, the villages in the sample with water supply,
especially with irrigation facilities, are better off than the villages in the
dry zone districts, like Puttalam, Hambantota or Kurunegala. In the wet
zone, farmers cultivate their crops year-round compared to those in the
dry zone, where they cultivate once a year. The results clearly show the
relationship between the income earning capacity and the water supply
infrastructure situation of the vilage.

In the districts of Matale, Kandy, Galle and Matara, rain water is plentiful
and yet in many parts of those districts irrigation infrastructure is not
available. This situation is clearly reflected in the income earning ability.
The farmers in Kolonna, Raththota and Daraniyagala DSDs have suggested
the provision of small scale irrigation facilities and protection of ground
water beds to allow them to make use of water throughout the year.

3.5.4. Effects of educational infrastructure

The functional relationship between educational infrastructure and
household income is as follows:

I" = 58.03+ 0.42 REdui (Estimated Equation No. 4)

R? = 37% and t-Stat: 7.6



The results are statistically significant, butitsimplications are not acceptable
when considering the observations made in the field. A larger portion of
the observations have not been explained by the model, in addition to
the comparatively bigger standard error of 15.2. A closer investigation
showed two possible reasons for the disparity. Firstly, many academically
educated youth are not employed after attainment of their Advanced
Level and graduation from University ,so that they become dependent on
their parents. The situation has created severe inequality in the income
earning capacity in the rural sector. Secondly, other than migration to
take up employment in the Middle East, internal migration to the city
centres has become another reason for poverty and income inequality.
Many villagers confirmed that their educated youth leave the village due
to lack of opportunities in the village.

Further, when there are basic infrastructure facilities, many technically
qualified villagers, such as electricians, motor mechanics, goldsmiths,
carpenters, masons and welders are self-employed. Such households have
relatively better income earning opportunities than farmers when they are
provided with necessary infrastructure services. Significantly, according
to the study, poor households benefit more than wealthier households
from educational infrastructure facilities. This observation indicates that
educational infrastructure is capable of poverty reduction, helping to
establish a level playing field for income earning opportunities.

3.5.5. Rural energy services

The estimated functional relationship between rural energy infrastructure
and household income has been calculated as follows.

I" = 66.83+ 0.33 REi (Estimated Equation No: 5)
R? = 56% and t-Stat: 11.1

The results are statistically significant and match the empirical observations.
The information has revealed that there is very little evidence to show that
energy related infrastructure is an input for income generating because
many villagers utilise electricity for welfare purposes like household
lighting. A few technically qualified villagers use electricity for income
generation activities.
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3.6. Aggregated results

This section examines the aggregate impact of infrastructure services on
poverty and inequality levels. The estimated results of Equations 6, 7 and
8 are given in Table No. 3.4. Equation No. 6 is statistically significant and
is supported by the empirical evidence. R? = 88% is a fairly representative
explanation which determines the relationship between village household
income and infrastructure priorities. According to the results, rural roads,
village infrastructure supporting access to market and the village level
water supply services get the first priority, demonstrating the ‘real world’
situation in rural Sri Lanka.

Amongst all variables, village market-based infrastructure has the most
significant impact on household income. The market-based infrastructure
provides a level playing field for rural communities, enhancing their income
earning potential. Dorward and Kydd (2005) noted the same characteristics
in agricultural based societies. Road connectivity and mobility are also
strengthening the economic activities, complementing the income earning
ability of the poor. Demonstrating the reality of rural Sri Lanka, water
supply related infrastructure has significantly impacted upon the income
earning ability of agriculture based villages.

In order to verify the results of this ‘basic model’, a comparison was made
with the results of Equation 7 (Table No. 3.4). Equation No. 7 is based on
96 villages (ignoring four villages from the Western Province). The results
are similar to those of the basic model (from Equation No. 6). The results
are statistically significant, with R = 83% and confirm the validity of rural
roads, markets and water services. Further, the results have indicated
priorities in infrastructure. Educational and energy related infrastructure
need more policy support as they are not yet income-friendly.

The results of Equation No. 8 indicate a different picture of the rural
situation, complementing the ‘real’ situation and the need for access
and connectivity. Firstly, access to main and national roads underlines
the importance of village connectivity and mobility to the outside world.
Empirical evidence showed that both povery and inequality of outward-
oriented villages are less than that of isolated and remote villages. The
infrastructure for the access and entry to main and/or national roads and
transport services are income-friendly. For example, although the village
of Pamunuwa in the Udunuwara DSD is away from Colombo, it has easy
entry and access to the national road, making the village economically



Table No. 3 — 4. | mpacts of village based poverty and inequality
(within parenthesis t values)

Variables/Indicator Equation: 6 | Equation: 7 Equation: 8
R? 88% 83% 93%

Number of observations 100 villages | 96 villages | 100 villages
Intercept 42.9(2.69) | 41.1( )| 51.2(16.72)
Village based road infrastructure 0.12(2.10) | 0.13(2.28) |  =======---
Village-market related infrastructure | 0.31 (4.78) | 0.31 (4.64) | 0.18 (3.25)
Village water supply facilities 0.09 (2.23) | 0.08 (2.32) | 0.06 (1.86)
Village based educational facilities 0.04 (1.28) | 0.05 (1.65) | 0.04 (1.48)
Village based energy facilities 0.01 (0,48) | 0.02 (0.63) | -0.02 (-0.7)
Access to main and national roads 0.07 (2.20)
Distance/quality of paved roads 0.03 (1.01)
Distance/quality of unpaved roads 0.15 (6.82)
Village road maintainance by CBOs -0.03 (-0.91)
Allocation of funds to village roads -0.01 (-0.83)
Distance to closest market -0.01 (-0.54)
Assessment of village road situation -0.01 (-0.52)

active. Secondly, it is essential to upgrade the quality of unpaved village
based road networks, improving the mobility and connectivity within
the village. Villages in Kolonna DSD are poor and with severe income
distibution inequality, partly because of its restricted internal mobility and

connectivity.

The results of the statistical analysis has proved the hypothesis. Further
they have drawn attention to several important issues as noted below.

e Firstly, the rsults have validated that input based infrastructure such
as input markets, water supply, tanks, agricultural wells, irrigation
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facilities, and energy services allow rural communities to partcipate in
economic activities, as Reddy’s study (2002) found in connection with
the broader South Asian situation.

e Secondly, the rural economy output based infrastructure such as,
output disposal markets, market information, and buyer-seller
relations provide better opportunities for producers. Output disposable
infrastructure services directly affect farmers’ income. The value of
output disposable market infrastructure is well acknowledged and
understood, particularly during the seasonal harvesting periods of
crops like paddy, vegetables or pepper.

e The evidence clearly demonstrates that all these infrastructure facilities
are interrelated and provide complementary benefits. For example,
by providing functional connectivity roads for a village, it enhances
access to education, health and anitation facility, housing in addition
to the income generating benefits.

The analysis above shows that the public priority action on infrastructure
services could be a practical solution to meet the challenges of reducing
rural poverty and income distributional inequality. Although there are
some statistical shortcomings in the absence of proper baseline survey
data and panel data is needed for undertaking standard tests such as
‘before and after’ techniques, the qualitative evidence that was collected
on the ground helped to establish the robustness of the results.

4. Discussion

The evidence suggests that regional poverty and inequality in the sluggish
rural economy in Sri Lanka are due to the adverse results of backwash
and spread effects due to the long outstanding infrastructure backlog.
The World Bank (2004) noted that the growing spending on security and
consumption was at the expense of spending on economic infrastructure.
This study has promoted village-location based dimensions in policy
making such as ‘poor-village based programmes’ and attempts to set up
‘village based growth centres’. The central study issues including, Are
infrastructure interventions in poor areas effective in reducing poverty
and inequality? Does infrastructure make more sense in moving jobs and
opportunities to people? Does infrastructure make markets work for the
poor? are worth discussing further.



Firstly, the issue of effectiveness of infrastructure-led poverty solutions
for minimising geographical and locational disadvantages: This study took
village-based examples, and found that where infrastructure facilities are
better, the incidence of poverty and inequality are less. Other studies have
taken different examples. For example, the study by Amarasinha et al.
(2005) used Divisional Secretary level poverty maps, while the reports of
World Bank (2003b and 2007) were based on regions and at the district
level. The present study has been useful in verifying that the village level
is feasible when using targeted poverty reduction interventions or policies,
particularly those integrating the village economy with the urban economies.
The study found that infrastructure facilities in the village of Pamunuwa
(Udunuwara DSD) enhanced its access, connectivity and mobility to the
markets in Kandy, as well as those in Colombo, while also creating village-
based employment opportunities. Jacoby (1998), examining the situation
in Nepal and Songco (2002) examining the situation in Vietham showed
that outward orientation is income-earner friendly. Therefore, a village
based infrastructure-poverty solution may be more effective than policies
targeting larger areas.

Secondly, the issue of internal migration as a consequence of rising
regional inequality. Similar to the World Bank (2007) findings, the present
study looked comprehensively at the adverse consequence on regional
poverty and inequality due to migration from villages to Colombo and
other urban centers. The rural sector becomes the home for the poor
while the Colombo District has been the destination of choice for those
seeking better prospects, opportunities and facilities. Some villages in
Sri Lanka with better infrastructure access are able to retain educated
and skilled trained people as explained by Richter (2006). The evidence
therefore underlines the significant role played by infrastructure in these
circumstances.

Thirdly, the issue of infrastructure-led income earning opportunities.
As indicated in the discussion on findings, the relationship between
household income earning ability and infrastructure is well demonstrated
since a large number of relatively high income earners are living in
villages with supporting infrstructure. The World Bank (2004) and
Ekanayake (2006) both discussed the same issues for situations at the
district level. Employment opportunities in villages which enjoy high levels
of infrastructure benefit from access to relatively fair trading activities,
speedier mobility, connectivity and human resource development. This
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finding is supported by the findings of Songco’s (2003) study. The provision
of infrastructure made transaction costs lower and sped up economic
transactions, particularly the markets catering for agricultural inputs and
agricultural produce.

Recognising that infrastructure services tend to support the poor rather
than the wealthy in rural villages, it is worthwhile discussing two areas
highlighted in the analysis. The first area is the impact of infrastructure
services on incomes of village households. The evidence suggests that
the quality and quantity of rural transport services created extra income
earning opportunities in addition to the reduced transaction cost and time,
a similar experience noted by Khandker et al. (2006) in connection with
Bangladesh. Many village based examples have been cited in the analysis
regarding the outcomes at the household level, together with equitable
distributional consequences as noted by Jacoby (1998) in relation to
Nepal.

The poverty impact on market-related infrastructure is well demonstrated
in the analysis and shows the extent of effectiveness on both input supply
and output disposal markets. The evidence gathered from villages engaging
in paddy agriculture, indicated that paddy disposal market facilities are
inadequate to meet the needs of the farmers. Compounding the situation
is the seasonality of the supply. The farmers’ lobbying power and the
buyers” monopoly operate adversely. This point has been validated by
Starkey (2003) and pointed to the beneficial effects that infrastructure has
in creating trading-hubs and enhancing competition.

Further, the evidence suggested that water supply related infrastructure
plays a positive role in agricultural villages (World Bank, 2004). The villages
are better off when the water resources are plenty and are able to utilise
them for income generation purposes. Water resources in the village tank
and irrigated water are not only income supportive, but also livelihood-
friendly (Reddy, 2002). According to the empirical evidence, investment in
water resources has generated positive results. Educational infrastructure
is another fundamental type of infrastructure related to social welfare that
affects reduction of poverty and income inequality. On the same issue,
Lokshin and Yemtsov (2003) presented some ambiguous results using
data from rural Georgia. However, the Sri Lankan situation is relatively
clear as it has been found that ‘educated’ families (both of an academic
and technical nature), enjoyed a better level of livelihood. Rural energy



related infrastructure has highlighted two fundamental differences; as a
welfare driven facility and as an income supported industrial input-driven
development facility. A significant outcome of the survey is that all villages
were not using energy for income generation activities except the technically
trained households. However, the survey-results have revealed that rural
energy dynamics are still untapped when considering its economic, welfare,
equity and human development parameters (ESCAP, 2003).

The empirical evidence shows that the inter-related complementary
benefits of a rural village tank, road or market also have direct individual
benefits for everybody to become economically active. Garmendia et al.
(2004) and Khandker et al. (2006) also showed complementary economy-
wide benefits of rural roads studying developing country cross sectional
data and the Bangladeshi situation. There is also evidence to suggest that
infrastructure has resulted in creating self employment opportunities and
a climate conducive to entrepreneurialism within the villages and regions
resulting in capital resource inflow from urban to rural destinations. When
considering robust results, firstly, as suggested by Pattimura (2002) and
Lusting et al. (2002), new infrastructure-based income redistributive
policies and secondly, as suggested by Kraay (2004), infrastructure based,
pro-poor growth policies are equally valid when addressing poverty and
inequality.

Overall results of the aggregated model have confirmed the positive role of
public priority action on infrastructure services and relative complementary
effects of infrastructure services, and that fighting rural poverty and
inequality is possible once the ground is set for the poor to participate in
the growth process.

5. Concluding remarks

Recognising that infrastructure to the rural sector directly benefits the
poor, the present study recommends this solution as a way to meet the
challenge of rural poverty and inequality in Sri Lanka. However, the scale
of the challenge is massive. It is established that public infrastructure
for the rural sector is an effective income redistribution policy which will
create opportunities for the rural poor and establish a level playing field
for everybody to become economically active. Therefore, it is worthwhile
to create infrastructure-led, pro-poor growth potential within the rural
economy instead of income support which will make one section of the
society better off at the expense of others. Some policy recommendations
are given below:
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Firstly, the empirical evidence suggests that village-friendly strong
investment push creating public infrastructure would generate income
earning opportunities within the rural regions. Secondly, the policies
are necessary to upgrade the volume of village-based human resources
that would retain those technically trained, skilled workers in the village
providing infrastructure facilities depending on the specific situations.
Hence, it is worthwhile to redesign policies for addressing human resource
development needs demanded by the markets within the village and at
specific locations. By going through realities, empirical evidence suggests
that the creation of a village based entrepreneurial class is possible by
putting economic and social infrastructure in place and that will help to
redistribute resources from urban cities to villages.

The issues generated and discussed in this paper have highlighted an
effective option available for reducing poverty and inequality, taking public
priority action on rural infrastructure services and intervening to initiate
pro-poor growth in the rural economy.
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Appendix Table No. 01

Appendices

Poverty and income inequality in selected Divisional Secretary

Divisions

Poverty and income inequality in selected DS Divisions

Total | %of | %of Average | %of | %of

District house-| house- | house- DS Division Income | house- | house-
holds | holds < |holds > Rupees |holds < [holds >

17,500 | 3,000 17,500 | 3,000

Colombo (4) 1644 15.2 26.1 [Hanwella 8109 13.1 33.3
Homagama 9574 16.8 20.6

Kalutara (2) 585 2.5 45.6 [Beruwala 5621 2.3 49.6
Anguruwathota 6688 3.1 35.2

Galle (2) 686 5.5 46.5 [Thawalama 6756 3.7 30.1
Hikkaduwa 5649 7.9 69.2

Hambanthota (2) | 414 1.0 56.0 [Beliaththa 5152 1.0 56.0
Kandy (6) 706 7.2 49.3 |Udunuwara 6103 7.2 49.3
Kegalla (8) 1642 2.7 54.0 |Mawanella 5985 2.3 42.1
Daraniyagala 5687 1.5 42.8

Dehiovita 5406 3.4 62.3

Kurunegala (25) [ 4353 5.1 56.4 [Ehatuwewa 4442 0 87.3
Pannala 6246 1.4 47.9

Paduwasnuwara 5736 2.1 50.1

Banunakotuwa 4915 5.9 77.0

Udabaddawa 6182 5.6 54.5

Bingiriya 6840 5.2 40.8

Polgahawela 6882 8.6 48.1

Katupotha 6768 8.2 47.9

Galgamuwa 5138 1.4 62.8

Mallawapitiya 3456 0 87.5

Kuliyapitiya (E) 4761 1.2 65.3

Weerambugedara 5590 2.9 54.1




Matale (24) 4622 | 4.0 56.4 |Ukuwela 5791 6.5 60.9
Rathtota 5542 2.5 53.6
Matara (7) 1838 1.8 50.4 |Pitabeddara 5617 1.8 50.4
Puttalam ( 9) 2057 1.5 54.1 |Mahakubukkadawa | ea 5349 2.1 54.9
Karuwalagaswewa 5388 1.4 53.9
Wanathawilluwa 5236 1.1 55.1
Rathnapura (8) | 3474 1.0 57.3 [Kollonna 5009 1.0 57.3
Nuwara Eliya (1) 132 3.7 76.5 [Kothmale 4814 3.7 76.5
Badulla (2)| 537 1.1 64.2 [Maiyanganaya 4208 1.5 80.0
Passara 5024 1.1 62.1
Overall results 22690 4.1 53.0 5762 4.1 53.0
Appendix Table No. 02.
Village Sample: Basic data
Divisional Village Number of |Samurdhi [Average Average
Name of the Village |Secretary . - . infra:
o population | households |recipients income |.
Division index
1 [lhala Kosgama Hanwella 1016 264 105 7775 66.8
2 |Lahirugama Hanwella 1784 440 130 8443 67.6
3 |Palagama Homagama 1777 487 107 10084 |[74.0
4 |Kiriwaththuduwa Homagama 1787 453 87 9064 |68.6
North
District average 6364 1644 429 8842 169.3
5 |Katukurudu- Beruwala 1823 423 210 5621 40.2
gahalanda
6 |Yala Anguruwathota [493 162 57 6688 |34.4
District average 2316 585 267 6155 37.3
7 |Ellaihala Thawalama 1461 397 119 6756 |37.0
8 [Udegalpitiya Hikkaduwa 1222 289 200 5649 |38.6
District average 2683 686 319 6202.5 |37.8
9 [Mihidupura Beliaththa 675 177 102 5105 31.0
10 |Madhagoda Beliaththa 1207 237 130 5200 [29.6
District average 1882 414 232 5152.5 |30.3
11 [Kuradeniya Udunuwara 820 188 85 5705 34
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12 |Kowilakanda Udunuwara 548 60 40 5583 34.8
13 [Handessa Udunuwara 273 50 40 3900 24.8
14 |Pamunuwa East Udunuwara 654 154 74 6896 49.8
15 [Pamunuwa-west Udunuwara 748 193 90 7863 51.6
16 |Hondiyadeniya Udunuwara 260 61 19 6672 |39.4
District average 3303 706 348 6103 39
17 |Lewke Mawanella 782 171 72 5985 29.6
18 [Delgasthenna Daraniyagala 198 54 34 5130 28
19 |Nilwala Daraniyagala 780 276 93 6147 38.2
20 [Magala Daraniyagala 432 90 42 5733 35.2
21 |Keerihena Daraniyagala 417 101 54 5738 33.2
22 |Viharakanda Dehiovita 1386 336 237 4996 30.2
23 [Maniyangama Dehiovita 1473 360 200 5681 42.6
24 |Bomaluwa Dehiovita 987 254 155 5541 33.4
District average 6455 1642 887 5619 33.8
25 |Badigama Ehatuwewa 370 103 90 4442  |9.4
26 |Werahara Pannala 316 71 34 6246 35.8
27 |Ambahenehawewa |Paduwasnuwara |554 144 72 5736 [41.6
28 |Baddegama Bamunakotuwa |624 170 131 4915 25.2
29 |Amunuwela Edabaddawa 1342 318 222 5931 36.6
30 |Waduraba Edabaddawa 1214 302 116 6434 39.8
31 |Wellarawa Bingiriya 403 191 78 6840 42.0
32 [Hiripathwella Polgahawela 703 238 125 6985 44.0
33 |Egalla Polgahawela 1355 271 176 5998 39.4
34 |Wadakada Polgahawela 692 209 80 7309 48.2
35 |Embalawaththa Polgahawela 439 141 60 7074 148.2
36 [Habarawa Polgahawela 546 172 70 7064 46.4
37 |Lihinigiriya Polgahawela 396 112 38 6866 |43.8
38 |Kongolla Katupotha 861 250 154 6378 |47.2
39 |Yahalegedara Katupotha 685 176 50 7159 48.8
40 | Makalanegama Galgamuwa 233 57 30 5570 40.4
41 |Palugama Galgamuwa 573 176 118 4682 27.2
42 |Padipanchawa Galgamuwa 198 55 33 5164 29.2
43 | Waligodapitiya Polgahawela 864 264 121 6763 46.4
44 |Morathanna Mallawapitiya 722 190 170 3553 21.4
45 |Beligodakanda Mallawapitiya 284 84 71 3696 20.6
46 |Watagoda Mallawapitiya 85 28 26 3321 22.2
47 |Manawa Kuliyapitiya (E) [981 367 260 3781 27.8
48 |Hauluwa Kuliyapitiya (E) {433 92 40 6141 42.6
49 |Yalawa Weerabugedara |651 172 93 5590 35.4
District average 15524 4353 2458 5746 36




Village Sample: Basic data

371

50 |Kirimatiyawa Ukuwela 115 75 6087| 33.8
51 |Mathulemada Ukuwela 240 72 42 5917| 33.6
52 |Panwaththa Ukuwela 380] 125 74 6036| 37.4
53 |Katuaththamada [Ukuwela 444 132 63 6413| 28.4
54 |Galaudahena Ukuwela 561] 140 80 5071| 37.6
55 |Pallekumbura Ukuwela 365| 105 60 6357| 28.6
56 |Wattegedara Ukuwela 247 78 50 4872| 38.2
57 |Owilikanda Ukuwela 718| 202 100 6386| 36.8
58 |Pathi regalia Ukuwela 716| 208 148 5596| 39.8
59 |Alawathuwala Ukuwela 417 130 65 6558| 39.2
60 |Enagulada Ukuwela 719 209 136 6199| 32.8
61 [Wade mad a Ukuwela 459( 140 98 5457( 27.0
62 |Horagahapitiya Ukuwela 576 139 102 4342 42.2
63 [Pallehapuvida Raththota 881 282 121 6137| 34.0
64 [Madakumbura Raththota 897| 288 170 5035] 30.2
65 [Maussagolla Raththota 496 172 119 5485| 45.0
66 |Dambagolla Raththota 1171 295 105 6746| 24.2
67 [Polwaththakanda |Raththota 754 232 159 4739| 31.2
68 |Welangahawaththa |Raththota 877 233 97 5841| 35.8
69 [Bambarakiriella  |Raththota 1370] 443 194 5800| 33.2
70 [Dankanda Raththota 812 227 148 5337[ 24.8
71 [Kirimatiya Raththota 690| 238 168 4387( 24.0
72 [Horagolla Raththota 699| 205 135 5171| 39.2
73 |Bodikotuwa Raththota 689| 212 101 6294| 36.6
District average 15549( 4622| 2610 5678| 33.9
74 |Galabada Pitabaddara 1102] 250 132 5724| 36.2
75 [Kalubowitiyana Pitabaddara 1100] 228 112 5728| 35.8
76 |Abewela Pitabaddara 612 375 202 5316( 38.2
77 [Mahepothuwila Pitabaddara 1029| 324 167 5535| 26.8
78 [Ihalaainegama Pitabaddara 882 241 167 4568 35.8
79 |[Siyambalagoda Pitabaddara 748| 180 77 6047| 39.4
80 |Diyadawa Pitabaddara 970 240 71 6398| 25.4
District average 6443| 1838 928 5617| 33.9
81 |Kandeyaya Mahakubukka- 835| 235 129 5349( 29.2
dawara
82 |Palugassegama |Karuwalagas- 1049| 301 167 5502 20.8
wewa
83 [Egodapitiya Karuwalagas- 826| 224 170 4174| 20.0
wewa
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84 |Thabbowa-South |Karuwalagas- 1542| 384 275 4772 33.0
wewa
85 |Thewanuwara Karuwalagas- 987| 275 110 5991| 34.2
wewa
86 |Pawattamaduwa |Karuwalagas- 814| 252 100 5813 37.0
wewa
87 |Thambapanniya |Karuwalag as- 713 212 67 6078| 33.4
wewa
88 |Mangalapura Wanathavi- 425 75| 40| 5367| 25.0
lluwa
89 Wanathavilluwa Wanathavi- 350 99 56 5106| 30.6
south lluwa
District average 7541| 2057| 1114| 5350.22| 29.2
90 |Iththakanda Kolonna 1824| 562 290 5329 31.6
91 [Podhdhana Kolonna 2336| 622 342 5138| 37.2
92 [Ranhotikanda Kolonna 2417| 553 235 5769| 32.2
93 |Buluthota Kolonna 2428 562 339 4919| 30.2
94 |Kella Kolonna 1379| 367 212 5132 24.2
95 |Pupulaketiya Kolonna 1293| 320 215 4711 21.8
96 |Walakada Kolonna 699 165 125 4697| 25.0
97 |Koppakanda Kolonna 1326 323 233 4378| 22.8
District average 13702 3474 1991 5009| 28.1
98 [Wethalawa Kothgmale 420f 132 101 4814 19.4
District average 420 132 101 4814| 19.4
99 |Dehigoola Maiyanganaya 345 65 52 4208| 29.0
100 | Tholabowaththa |Passara 1440 472 293 5024( 35.3
District average 1785| 537 345 4616| 32.1
Totals and Averages of the Sample. 83767|22690| 12029 5762| 35.3
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Appendix Table No. 03
Dimensions of infrastructure indexes
Dimensions of rural village road index (Weight in 100)

Dimension criteria

Weight

Remarks

Access and entry to main and

When the village is closer to or by the

. 20 |side of the main road they enjoy

national roads
easy access to the market and
competitive prices.

Distance and quality of paved 20 Quality and distance of paved roads

motorable village roads played an integral part of village
livelihoods.

Distance and quality of unpaved 10 Village road network: gravel

roads and pathways pathways provide access to basic
needs.

Allocation of funds for Ten year allocation of funds from

village road construction and 10 {1995 to 2004. Data has been

rehabilitation collected and a scale constructed for
each village.

Maintenance of village roads 20 A scale highlighted participation of

by the village CBOs road rehabilitation under Samurdhi,
food aid and other CBOs projects.

Distance from village to 10 Time and transaction costs are

closest market or supply largely determined by the distance.

point

Overall assessment of village 10 DS has provided an unbiased

road situation by DS

assessment comparing all other
villages.
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Dimensions of village markets and marketing facilities index (weight in 100)

Dimension criteria

Weight

Remarks

Village based markets and

When a village is isolated, the role of

boutique-traders 20 |boutiques and traders are high and
q can affect the households’ income.
Village level producer 25 No. of societies and their lobbying
/farmer societies, co- power is an integral part of
operatives bargaining power.
Contractual relationship 25 |A scale represented the formal and
between villagers and buyers informal contractual relationship.
No of village collectors and 10 Collectors and commission agents use
commission agents to compete with village boutiques.
No of lorries and carriages 10 [A scale was constructed to
coming in a month accommodate road accessibility.
No of village based welfare 10 Welfare societies like Samurdhi,

societies

death donation types are income
supportive.

Dimensions of village water supply infrastructure index (Weight in 100)

Dimension criteria Weight |Remarks
. . Village based tanks are a popular
vvvlgsgfstjnkls and irrigated 40 |symbol of agricultural activities.
pply Size of the paddy fields is also
considered.
Village level agricultural wells 25 No of wells and natural water
and other sources resources help year-round
economic activities.
. Pipe borne water supply is an
Pipe borne water supply 20 indicator of the level of income of
the village.
. . A scale was constructed for the
Rain water resources in a year 25 - - . .
villages with rain water, during
the year.
. L . Income of the dry-zone and wet-
I!?]r(a)ugef;trsmuatlon in the village (10) |zone are largely determined by
Y the drought situation. Weight is
adjusted accordingly.




Dimensions of village-level educational facilities index (Weight in 100)

Dimension criteria

Weight

Remarks

Availability of a public school
in the village

20

Primary enrolment is a basic
indicator of village level
educational facilities.

Availability of a high school or

Higher level of education is
associated with household poverty

technical college in village 20 and income.

Average literacy rate of the Literacy rate has a significant

vilaae 20 impact on household income

9 earning potential.
. e . Households with skills and training

Technically qualified, skilled - S

and traine)élqnumber of people 20 have enjoyed better livelihoods
than others.

Number of graduates and Unemployed graduates became a

qualified people in the village 10 handicap for the household income.
Comparative assessment of the DS

Overall assessment 10 considering level of educational

level.
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Dimensions of village-level educational facilities index (Weight in 100)

Dimension criteria Weight | Remarks
. Hydro-electrical supply has
E_Iectrluty supply to the been the core of livelihood and
village 20 :
social needs.
. A scale has been constructed
Number of electricity user .
on the basis of users and non-
and nonuser households. 10
users.
It has been realised that
Number of energy using correlation between the
economic activities and 30 energy-powered economic
industrial ventures activities and household
income is high.
Energy generation using wind,
solar power, hydro power,
. . biomass and firewood and user
Generation of energy in L . .
the village 30 activities like cooking, drying,
lighting, transporting, etc. A
scale represented the overall
activities
CBO managed energy
activities. Some villagers
Energy sources managed engaged in energy saving,
by the village communities 10 efficiency creation. For

example: Brass products and
clay products villages.




TELEUSE ON A SHOESTRING:
POVERTY REDUCTION THROUGH TELECOM ACCESS
AT THE ‘BOTTOM OF THE PYRAMI D’

Harsha de Silva & Ayesha Zainudeen “¢
Abstract

It has been argued that inequality in access to telecom services can
lead to limitations in fighting poverty or restricting improved access to
information, more opportunities to build and maintain relationships—social
as well as business-increased work efficiency etc. Many studies have
attempted to demonstrate the impacts of access on income at the macro-
level. However supporting evidence for this argument at the household
level is limited.

This paper attempts to fill this void through a study of telecom users at the
‘Bottom of the Pyramid’ (BOP) across five Asian countries, namely India,
Pakistan, Philippines, Sri Lanka and Thailand.

The paper looks at the impacts of access to telecom services at a micro-
level in the five countries, from the perspective of the user. It looks at the
perceived impact (positive or negative) in terms of the ability to increase
income or save on expenditure due to access, as well as other benefits.

The findings reveal that telecom users do not perceive the benefits of
telecom access to be as high as previous studies at the macro-level may
suggest. However the paper argues that users do not seem to perceive
the benefits as directly originating from access to telecom services.

The findings show that the price elasticity of demand for telecom services
at the BOP is not as high as previously thought, implying that a fall in
prices may not necessarily lead to a large increase in usage of telecom
services, but instead a rise in disposable income. As a result, it appears
that households at the BOP can reallocate this expenditure to other goods
and services that may have positive impacts on poverty alleviation.

48 Lead Economist and Researcher, LIRNEasia.
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The paper then briefly discusses policies at the macro-level that can help
to improve and therefore address inequalities in telecom access, which in
turn can help to fight poverty.

This study commenced in June 2006, with field work being conducted in
July and August of 2006. This research was funded by the International
Development Research Centre (IDRC) of Canada, and the fieldwork was
conducted by AC Nielsen affiliates in the respective countries. For more
information: zainudeen@lirne.net

http://www.lirneasia.net/projects/current-projects/shoestrings-2006-2007/
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TELEUSE ON A SHOESTRING:
POVERTY REDUCTION THROUGH TELECOM ACCESS
AT THE ‘BOTTOM OF THE PYRAMI D’

1.0 I ntroduction

Much has been said of the benefits of access to telecommunication
especially at the ‘Bottom of the Pyramid’.®® The economic as well as social
benefits from such access can, in theory, enable people to graduate from
poverty and also contribute more widely to development. Thus it can be
argued that inequality in access to telecom services can lead to limitations
in fighting poverty.

Many in the ‘ICT for development’ movement highlight the benefits
that telecommunication, Internet and otherinformation and communication
technologies (broadly put, ICTs) can bring to the fight against poverty. A
number of studies have attempted to demonstrate the impacts of access
on income at the macro-level. However supporting evidence for these
arguments at the household level is limited at best.

This paper takes a unique look at telecom access and studies the perceived
impacts of direct access to telecom services, that is, telephone ownership
at a household level at the ‘Bottom of the Pyramid’ in five developing
Asian countries. It focuses on the perceived economic impact (positive or
negative) of telecom ownership in terms of the potential to increase indirect
income generation capacity or save on expenditure or transactions costs.
The findings reveal that some telecom users do perceive the economic
benefits of direct access to be high, but this finding is not seen across the
board for a number of reasons explained.

The paper is based on a large sample survey of telecom users at the
BOP in Pakistan, India, Sri Lanka, the Philippines and Thailand. Section
2 reviews the existing literature on the impacts of telecommunication.
Section 3 explains the study design and methodology, and examines the
difficulties faced in conducting a study of this nature and the methodological
innovations undertaken. Section 4 explores in detail the impacts of telecom

%0 All due credit to C.K Prahalad (2004)
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services at the BOP in the five countries. Section 5 concludes, looking at
the policy implications from the study.

2.0 Literature Review

This literature review, by no means comprehensive, is to establish context
for the current study by considering the existing literature on the impact
of access to telecoms on the income earning potential, particularly at
the lower strata of society. The objective here is to understand to what
extent greater access, argued also as more equitable access, can help
fight poverty. We note that while telecom is only one component of the
broader set of information and communication technologies (ICT) and
that access to the Internet is also considered by many in dealing with the
above issues, our focus is only on telecom.®

Many studies over time have concluded that access to telecom has a
fairly strong impact on growth and economic development, and therefore
poverty reduction. Research into the impacts of telecommunication services
at the macro-level is fairly rich. Hardy (1980), Cronin et al. (1991), Parker
and Hudson’s (1995), Cronin et al. (1993), and more recently Roeller and
Waverman (2001) as well as Waverman, Meschi and Fuss (2005) are just a
few who have demonstrated the positive impacts of telecommunication on
economic growth and development. Recently, some studies have focused
on the relationship between access to telecoms and economic well-being
of the poorer segments of society in several countries at a micro-level, as
does this study.

Souter et al. (2005) assessed the impact of telephones on the livelihoods
of low-income rural communities in Mozambique, Tanzania and Gujarat
(India). Impacts on financial capital are mixed, with most of it coming from
saving travel time and cost or postage cost, but little impact on income
generation. Only the better-off (in terms of wealth and education) see
greater benefits in income generation. Impacts on social capital through
networking, especially within the family, are large.

The ‘social’ use of phones has also been seen in several other studies.

51 This study finds that access to the Internet at the BOP is less than 2 percent in the
South Asian countries and 10 percent or less in the Southeast Asian countries.



Zainudeen, Samarajiva and Abeysuriya (2005), in a study conducted
among financially constrained users in several localities in India and Sri
Lanka found that the large majority of phone use was for ‘keeping in touch’
with family and friends rather than instrumental uses such as business
and financial transactions. Bayes et al. (1999) also cite ‘social cohesion’
availed of by telecom users, especially in the case of Bangladesh where
many families have members working abroad. Such ‘social’ use is not to
be considered ‘frivolous’ as the mere ability of families to stay in touch
contributes to better quality of life.

Bangladesh is a widely cited example, where telecommunication is alleged
to be particularly important in contributing to incomes of many poor families
who depend on remittances from members working abroad. Richardson
et al. (2000) found that the discussion of financial matters is a very
important use of the phone among the rural poor, thus enabling financial
transactions. In addition, phones are used as direct income generating
devices in rural Bangladeshi villages through the ‘resale of minutes.
This however is done with the support of micro-loans to make the initial
purchase of the phone and subsidised call rates. Richardson et al. (2000)
as well as Bayes et al. (1999) demonstrated the income benefits arising
from this kind of business to be considerably large. However, these two
phenomena are not commonly seen in other settings. Bayes et al. (1999)
also note the non-economic benefits of phone access in rural Bangladeshi
villages, such as improved law enforcement, disaster-communication, and
increased social kinship.

In theory, lowered transaction costs, inter alia through faster access to
more accurate information should help the poor to directly increase their
incomes, or indirectly through the more productive use of the time saved
by placing a call. The significant fact is that empirical evidence of such
income impacts at a generalised level is sparse. Donner (2005), one of the
few studies that attempted to aggregate this impact, considered the call
behaviour of 277 Rwandan micro-entrepreneurs, based on the call logs on
their mobile phones and found that a large proportion of their calls were
with non-business contacts, regarding non-business issues. However,
Donner notes that just the mere contactability and resulting flexibility
associated with having a mobile might still have impacts on productivity
and therefore income.

On the whole, there appears to be a dearth of empirical evidence of
the economic benefits of access to telecom in developing countries, as
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well as developed countries, at least available in the English language.
Aside from empirical studies on the Grameen Village Phone programme
in Bangladesh (which generally assess, the income impacts of selling
telecom services in rural areas, a kind of income benefit which is not
the focus of the current study), it is difficult to find substantial empirical
evidence of benefits of telecom access on income; much of the evidence
of income impacts at the BOP is anecdotal. For instance, NOKIA (2006,
p.4) reports of fishermen in Porto da Manga, Brazil availing of ‘100-150
per cent’ increases in revenues through improved catches and reduced
storage losses enabled by communication with other fishermen as well
as wholesalers through mobile phones. A similar phenomenon is seen
among fishermen in Moree, Ghana, where mobiles are reportedly
improving living standards, by allowing fishermen to cut out the ‘middle
man’ (or women in this case) and increase their earnings (mobileafrica.
net, December 2005)%%. A study by de Silva (2005) on a project at Sri
Lanka’s largest wholesale agricultural market, where produce prices were
available through an automated voice system accessible through mobile
phones, found that most farmers believed that they were able to get
accurate prices through the system over the phone empowering them to
bargain for higher prices.5® Kantipuronline.com (October 2006) reports of
farmers in rural Nepal being saved 3 hour journeys by foot to the nearest
phone, allowing them to spend more time seeing to daily farm activities;*
i4d Magazine reports of agricultural and veterinary advice being made
available through the phone in local languages to farmers in villages in
Northern India (i4d, September 2006).%

Empirical evidence at this micro-level is sparse; this paper attempts to
contribute to the empirical literature at such a level, by examining the
perceived benefits of direct access to telecom at the BOP.

%2 mobileafrica.com (December 2005) Mobile Phone: A Tool For Modern Fishermen In
Ghana, by Mawutodzi K. Abissath

% http://www.globalfoodchainpartnerships.org/cairo/ presentations/HarshadeSilva.pdf

54 Kantipuronline.com (October 2006) Hills are alive with the sound of cell phones,
By Lilaballav Ghimire, 30 October 2006. Retrieved on 6 November 2006, from
http://www.kantipuronline.com/kolnews.php?&nid= 89958

% i4d (September 2006) Soochna Se Samadhan Sewa, Phone-based agri info service for
farmers. 28 September 2006, New Delhi, India. Retrieved on 06 November 2006 from
http://www.i4donline.net/articles/current-article.asp?articleid= 840&typ= Rendezvous



3.0 Research Methodology

3.1 Research Considerations: Defining the Bottom of
the Pyramid for country-wise comparisons

The study was conducted in five emerging Asian countries, namely
Pakistan, India, Sri Lanka, Philippines and Thailand. Given the necessity
for cross-country comparisons among the less privileged strata of society,
the target groups had to be defined as closely as possible in a universal
manner. While income levels appeared to be relevant, the practicality
of using it as an indicator was limited by its reliability and comparability
across countries; the problems generated by spatial and temporal cost of
living adjustments would have made comparisons difficult. In addition,
past studies have revealed that Asians tend to overstate or understate
their income. Given the study was to be among the lower income groups,
the tendency would have been to overstate their income. Thus this
parameter while indicative would not have been conclusive or reflective of
the respondents’ status. In this background, Socio Economic Classification
(SEC) was used instead of Income to define the BOP.

SEC categorizes people in to groups A to E based on the education and
occupational status of the Chief Wage Earner of the household. For the
purposes of this study, the ‘top’ and ‘middle’ of the pyramid was defined
as SEC A, B and C, while the BOP was defined as SEC D and E. Focus was
on the lower end (SEC DE) while a small upper and middle sample (SEC
ABC) was covered for comparison purposes.

3.2 Target Group

Target respondents of the study were telecom users, defined as those
who had used a phone (own or someone else’s; paid for or free-of-charge)
during the preceding 3 months. Respondents were males and females
between the ages of 18 and 60, from rural and urban locations.

3.3 Research Design

Both quantitative and qualitative research modules were undertaken. The
quantitative module consisted of face to face interviews conducted with
the target respondent using a structured questionnaire. Interviews were
conducted at home. Both households and respondents were randomly
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selected. The sample was designed to represent the BOP in each country
so that the findings could be projected back to this segment in each
country.

Having designed the sample the next big issue was the accuracy of usage
data. One of the main reasons for lack of evidence of the relationship
between telephone access and economic wellbeing at the household level
in developing countries could be the difficulty in accurately capturing
calling patterns and behaviour at the BOP® While much telecom use
research in the developed world is based on billing records, in developing
countries, where the majority share phones and use pre-paid mobiles, it is
not possible to obtain bill details, and thus alternative methods have to be
relied on, such as the respondent’s recall, mobile call logs or other more
sophisticated and costly real-time measures.

As a result, the current study takes an innovative approach, recording
phone use and behaviour through the placement of a diary among
respondents.’” Diaries were placed among 50 percent of randomly
selected respondents for a period of two weeks.® Number of calls made
or received; whose phone or where the phone was used; who the call was
to or from; purpose of the call; time of the call; whether voice or Short
Message Service (SMS) etc. were recorded. An incentive was provided
for diary completion while random checks were conducted to ensure that
recordings were being made. Across the five countries about 90 percent
of diary panellists completed calling information, but responses on SMS
(text message) details was low.

A multi-stage stratified cluster sampling by probability proportionate to size
(PPS) was used to select the target number of urban and rural centres.
After determining the number of centres to be selected from each cell
(strata in respective provinces), urban and rural areas were selected again

% Previous studies (Zainudeen et al., 2005) have cited the difficulties in recall data. See
also Cohen and Lemish (2003) for discussion.

57 One of the very few examples of use of this approach is a British Telecom study
examined in Mckenzie (1983). Interestingly, the authors were not able to locate any
comprehensive studies using this approach in the literature for developing countries.

% Given the low literacy level of some of these countries, a literate person in the household
was selected and trained to record the necessary information.



using PPS on a constant population interval on geographically ordered
centres within each cell.®® In each selected centre, a common place such as
a road, park, hospital etc. was designated the starting point for contacting
households.® Only one respondent was selected from each household. In
households with more than one valid respondent, the KISH grid (random
number chart) was used to randomly select the respondent. Within each
country, data was weighted by gender, province, group/zone and SEC
group (ABC vs. DE) to correct over or under-sampling in certain areas and
socio economic groups.®' An overview of the sample size and composition
is given in Table 1.

Table 1: Quantitative sample overview
Country Population Urban | Rural | Total | Mar9in at 95
percent Cl
Pakistan 166m 900 912 1812 2.7%
I ndia 1,000m 1645 | 2355 4000 1.5%
16m
Sri Lanka (excl. N&E 200 850 1050 3.0%
provinces)
Philippines 87m 594 506 1100 3.0%
Thailand 65m 350 350 700 7.0%
Total sample size : 8662

59

60

61

For this purpose, the cumulative population of all geographically ordered centres was
calculated within urban and rural areas of each province. To find out the sampling
interval, the total population of these centres was divided by the required number of
cities to be sampled from that cell. To select the first centre, a random number was
generated. The centre where that random number fell was the first selected centre. By
adding the sampling interval to that random number, the next centre was selected and
so on.

Around each starting point, a maximum of ten interviews were conducted. The number
of starting points was determined in accordance with the total number of interviews to
be conducted in each centre.

As a result of weighting by SEC it should be noted that in reporting the results, in
some countries the SEC ABC weighted sample size becomes larger than the SEC DE
weighted sample size where the former group forms a higher proportion of the country’s
population.
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The qualitative module consisted of Extended Focus Group Discussions
(EGDs) to enrich the findings of the quantitative survey. Six EGDs
were conducted in each country, each consisting on average of eight
respondents. Table 2 provides the sample overview. Respondents
included telecom users as well as non-users.® All groups were conducted
in the local language(s).5®

Table 2: Sample country composition for Qualitative component

SEC DE only
Country Non-
Users users Centres
Males | Females | Males | Females
Peshawar,
Pakistan 2 2 1 1 | Karachi,
Lahore
I ndia 2 2 1 1 | Lucknow,
Teravalure
Sri Lanka 2 2 1 1 Kurunegala,
Moneragala
Metro
Philippines 2 2 1 1 | Manila,
Batangas
Thailand 2 2 1 1 | Chiang Mai
Total sample size : 30 EGDs

62 Someone who has not used any form of telecommunication during preceding 3
months.

63 EGDs are longer than an average focus group — 3 hours or so as opposed to one and a
half to two hours. The advantage is that respondents are not rushed in an EGD.



4.0 Findings

This section provides the context for the rest of the paper, considering
usage and ownership issues at the BOP. After providing a backdrop to
anchor the findings on, it goes on to look at impacts of access and usage
of telecom services.

4.1 Equality in access, but not ownership

The Asia pacific is one of the world’s fastest growing telecom markets,
with its mobile subscription base growing by 160 million in the first nine
months of 2006, with China, India and Pakistan accounting for 70 percent
of this growth®. However, as seen in Table 3, number of telephones per 100
population® in each country suggest significant access inequalities with the
number of fixed phones per 100 population ranging from 4 to 10 and the
number of mobile phones per 100 population ranging from 13 to 48.

Table 3:  Telephones per 100 population

South Asia Southeast Asia

Pakistan I ndia Sri Lanka | Philippines | Thailand
Fixed 4.16 4.58 9.50 4.07 10.25
(as at..) (2006 Q4) | (2006 Q1) | (2006 Q4) | (2005 Q4) |(2005 Q4)
Mobile 25.22 8.82 271 41.30 46.45
(as at..) (2006 Q4) | (2006 Q1) | (2006 Q4) | (2005 Q4) |(2005 Q4)
Total 29.38 12.80 29.10 45.30 47.7
Source PTA TRAI TRC NTC NTC

*lines in use (different from installed capacity)

& http://www.digitimes.com/telecom/a20061017PR202.html| , accessed on 17 October
2006.

8% Also known as ‘teledensity, a telecom indicator which measures the level of telephone
penetration in a country.
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As such, much of the research and advocacy in the ‘ICT for development’
arena focuses on how countries can achieve ‘universal access’ to
telephones, that is, a situation where everyone has a ‘reasonable means
of access to a publicly available telephone™® (Intven, 2000; Appendix C,
p.15), and how the ‘digital divide’, that is the gap between the ICT ‘haves’
and ‘have nots,’ can be closed.

One of the most significant findings of this study is that accessibility in all
five countries, is extremely high; that is of all those contacted (through
the random selection process), more than 90 percent in all countries had
used a phone at least once during the preceding three months,®” as seen
in Figure 1. If this is the case for the whole country, then accessibility
at the BOP can not be much lower. This finding therefore brings under
scrutiny the real dimensions of the digital divide, that is said to exist; if
almost 90 percent have access, then perhaps the ‘have nots’ in fact have
some kind of reasonable access, but not necessarily ownership.

Figure 1: Use of a phone in the three months preceding the study.
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%  This is to be seen in contrast with the concept of ‘universal service’ whereby every
individual household has a connection to a public telephone network (Intven, 2000;
Appendix C, p.15).

6 That is, made or received a call, from any phone in the last three months; this was the
criteria for participating in the study.



However, what we find is that while people have access to many different modes
of telecommunication (personal mobile phones, household fixed phones, public
phones, neighbours’ phones, relatives and friends’ phones, etc.) ownership
patterns vary significantly across the region as seen in Figure 2.

Figure 2: Ownership patterns at the BOP and national Gross Domestic Product

South Asia Southeast Asia
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Ownership at the BOP is high in the richer Southeast Asian countries,
with relatively higher levels of mobile ownership (with some instances of
people owning more than one mobile connection) and lower levels of fixed
ownership.®® Among the South Asian countries, overall phone ownership
at the BOP is much lower, particularly in India.

However, even where ownership is low, non-owners have several options
to access telecom, and do not have to travel far to use a phone—most
can get to a phone in less than 5 minutes. Non-owners in Southeast Asia
tend to use mobiles of other household members, or friends’ and relatives’
phones as their main method of communication reiterating the wider
penetration of mobile phones. Non-owners in South Asia mostly rely on
some kind of public phone (public call office, telecommunication centre or
public phone booth). This finding is important in the discussion of access
to telecoms; whether universal service® should be a policy objective of

% Ownership of a fixed phone was defined at the household level, whereas that of a
mobile phone was at an individual level.

8  See footnote 17
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developing country Governments through subsidies if universal access can
be achieved through competition in the market.

The use of more than one SIM card was also seen across the region with
Pakistan (12% of mobile owners), Philippines (12%) and Sri Lanka (9%)
at the higher end. The reason for this could be to avail of different rates
and/or promotions from different service providers at different times. All
of the SIM cards owned may not necessarily be active.

In contrast to many developed countries, more than 90 percent of mobile
owners at the BOP in all five countries are pre-paid subscribers as seen in
Table 5. The primary reason for such being, prepaid connections allow for
the control of their expenditures. Except for Sri Lanka”™ and Thailand, the
same pattern was seen in the SEC A, B and C sample as well.

Table 5. Type of mobile connection

South Asia Southeast Asia
Pakistan | India | SriLanka |Philippines|Thailand
SEC Alo | 2ol 2 o2 o |2 ]D
B B B B B
group c E c E c E c E c E
9 9 9 9 8 9 9 9 8 9
Pre Paid | 9 9 4 5 0 2 5 9 6 6
% | % Y% | % | % % Y% % % | %
Post 1 1 6 4 3 8 5 1 1 4
Paid % % %o % %o %o % %
% %
Base 2 2 2 3 1 1 7 6 3 2
(Mobile 8 4 1 0 9 0 5 0 0 6
Owners) 7 6 0 9 8 4 5 4 7




4.2 Perceived impacts of direct access to a phone

Many studies over time have concluded that access to telecom has a fairly
strong impact on growth and economic development. The literature survey
contained in Section 2 discussed some of these. However, as pointed
out in the literature survey, few of these findings have been empirically
supported at the micro-level.

In general, two kinds of income benefits originating from telecom access
can be distinguished. Firstly, direct income generation through the sale of
telecom services, i.e., resale of minutes; i.e., the Grameen Village Phone
model, where significant income benefits are seen across the board is an
example. This paper does not examine such benefits. The second kind,
which is the focus of this paper, are less direct, but can include the use of
a phone by an auto-rickshaw driver to keep informed about hires, or the
transaction cost savings made by making a call as opposed to taking a bus
ride into town; in the latter case, both the monetary cost (bus fare) as well
as the time cost can be considered. In theory, the time saved can be used
in a more productive manner, perhaps having some impact on income.

The current study seeks to ascertain quantifiable evidence at the household
level in the BOP of such income benefits. We look at how direct access to
telecom (or ownership) is perceived to increase efficiency of daily activities
at the BOP and how telephone owners at the BOP see that as translating
to either a greater income earning or cost savings, if at all. In order to
capture this, owners of phones were asked to rate on a five-point scale,
inter alia, the extent of the impact that direct access (that is ownership
— either through a personal mobile phone or household fixed phone) has
had on:

a) the efficiency of their daily activities; and

b) their ability to earn more using the phone or save a certain
expense that would have been incurred without the phone.

Across the five countries, those at the BOP strongly perceive that the
efficiency of their daily activities has ‘somewhat improved’ due to telephone
ownership. There is no major variation in the individual country perception
and the ratings are clustered around 4. This is very much an intuitive
finding and we have been able to support it using data with a high level
of confidence.
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Efficiency of daily activities .
Pakistan (4.17) Thailand
(4.37)

Sri Lanka (3.98)

Philippines
India (3.90) —I ’Vs (4.40)

1 2 3 4 5
worsened slightly no change somewhat improved
worsened improved

Figure 3: The impact of direct access to telecom on the efficiency of daily
activities (mean response)

In general we find that people value highly the contactability any time,
anywhere that (particularly) mobile communication allows. In fact, the
contactability brought about through phones is one of the key reasons
that are seen to be driving people to get their own connections. The
ability to obtain information (any information) in an instant is also highly
valued. Some interesting findings that emerged from the Pakistani
qualitative studies, the only Muslim country where separation of men and
women were relatively more pronounced, were that the males supported
the notion that mobiles have reduced the dependence of females on the
males in running general home errands.

When it comes to perceived economic benefits, there are mixed feelings
at the BOP with the mean response ranging from 3.19 in Sri Lanka to
4.07 in the Philippines, as seen in Figure 4. Indians seem to be obtaining
the most economic benefits from direct access with an increment of their
perception score moving up from 3.90 for efficiency gains to 3.97 in ability
to earn or save. On the other hand, Filipinos who perceive economic
benefits at 4.07 rate it lower than efficiency gains at 4.40. The highest
negative responses were seen in Sri Lanka, with a quarter of Sri Lankans
at the BOP feeling that direct access has in fact worsened their ability to
earn or save. In all the countries except India, the mean responses on
the first of the two aspects (i.e., efficiency of daily activities vs. ability to
earn or save) were significantly lower at a 95 percent confidence interval.
In these countries, many respondents at the BOP do not see as much
economic benefit arising from access to telecom as they do efficiency
gains, with the cluster around ‘somewhat improved’ for efficiency gains



(Figure 3) being spread out and towards ‘no change’ in terms of ability
to earn or save (Figure 4). There appears to be a ‘disconnect, in people’s
perceptions between efficiency gains (for e.g. saving travel time and cost)
and financial gains, which at the outset seems counter-intuitive. There are
a number of possible reasons for this.

Ability to earn or save
Pakistan (3.80) ndia (3.97)
Philippines
Thailand (3.56)————— (4.07)
Sri Lanka (3.19) —J
. : : :
1 2 3 4 5
worsened slightly no change somewhat improved
worsened improved

Figure 4: The impact of direct access to telecom on the ability to earn more using
the phone or save a certain expense that would have been incurred
without the phone (mean response)

Firstly, a reason for this finding that access to telecom is not necessarily
seen asincreasing the earning and cost saving potential is perhaps because
people at the BOP do not use phones directly for business purposes (such as
purchasing supplies, etc.), as seen in the diary responses (Table 6 below),
as well as in other studies (Zainudeen et al., 2005; Souter et. al, 2005). It
appears that people prefer other modes for their business communication,
for example, Souter et al. (2005) found that face-to-face communication
is ‘overwhelmingly’ the preferred mode for specific information relating
to farming, business, education, and political or government matters.
Perhaps changing historical and cultural factors in the region placing
importance of face-to-face contact for business purposes may take time
even though the benefits of using the phone instead seem theoretically
more beneficial.
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Table 6:  Main purpose of calls (as a percentage of all calls recorded in the

sample)
South Asia Southeast Asia
Pakistan| India | Sri Lanka | Philippines | Thailand
Business 14% 14% 8% 15% 29%
Keep in touch with
family/friends 82% 72% 65% 64% 70%
To check something
or deliver message 4% 14% 27% 21% 2%
Base — total

number of calls 16306 | 29748 | 6115 6467 16674

Another reason for this finding could be the relative importance of a barter
economy at the BOP, whereby there is a large degree of overlap between
family/friends and business contacts. As a result, the lines between
economic transactions and social communications become blurred. For
example, it may be implicit that one’s brother looks after you when times
are hard and although your brother is effectively your insurer, one may
not assign a positive economic value to a weekly call to ‘keep in touch’
with one’s brother; instead, one may only see it for the direct cost that is
incurred. This is evident in the vast majority who stated that having access
to the phone has enhanced their family and social relations, discussed
later in this section.

Athird reason for the relatively lower perception of economic benefits vis-a-
vis efficiency benefits due to telecom ownership could be high perceptions
of the cost of service; this could be the case in Sri Lanka, where startlingly,
a quarter of phone owners felt that having access to a telephone had in
fact worsened their ability to increase their incomes or make savings.
Here, phone owners may feel that the cost of service (may or may not be
actual) is greater than the benefits gained, thus leaving a net cost. For
instance in Sri Lanka, the worst performer on this count, it was found that
perceptions of how much it costs to make a call were higher than in other
countries. Moreover, Sri Lanka is the only country among the five not to
have a Calling Party Pays (CPP) regime, in that in Sri Lanka receiving a call
on a mobile phone also attracts a charge.



Notwithstanding the abovewefindthat in India, Pakistan and the Philippines,
for example, more than 60 percent of those engaged in agriculture feel
that access to telecom improves both the efficiency of their daily activities
as well as improving their ability to earn or save more. This goes to show
that not only the cost, but also the availability of relevant information (for
instance agricultural prices via phone and SMS etc.) perhaps plays an
important role in translating efficiency gains to financial gains.

Furthermore, a reason for the ‘disconnect’ could be the mere fact that
there is a limited group within society who make direct earnings by using
a phone, i.e., those that sell minutes and those that use the phone to sell
their product or service; these are the kinds that are most likely to see a
connection between the telephone and their earnings, if any.

The relevant point is that the efficiency gains that are created via greater
access to telephony at the BOP are not necessarily seen as translating to
poverty alleviation through greater direct income generating potential. As
discussed here there are a number of reasons for this outcome.

Besides the above impacts, the study also considered the impacts of
access to telecoms in enhancing family and social relations; status and
also in acting in an emergency.

Phone owners, by and large, testify that access to a phone can enhance
their family and social relations. (Seen in Figure 5, as well as Table 6).
This finding concurs with much of the existing research in the developing
world; Souter et al. (2005) find that a highly important use of the phone
in Gujarat (India), Mozambique and Tanzania is for ‘social’ purposes,
such as maintaining contact with family. A separate study conducted in
South Africa and Tanzania found that the benefits from mobile phones
for communities include ‘improved relationships’ according to almost four
fifths of those surveyed (Vodafone, 2005). A pilot study to the one under
discussion in 11 localities in India and Sri Lanka found similar levels of use
of the phone for ‘keeping in touch’ (Zainudeen, Samarajiva and Abeysuriya,
2005). Furthermore, early research carried out by Keller (1977) and Noble
(1987), into the ‘uses and gratifications’ of conventional telephone use
found social or relationship maintenance uses to be more prevalent than
utilitarian, or instrumental uses.”

7t Cited in Wei and Lo, 2006; p.56
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Figure 5: The impact of direct
(mean response)

access to telecom on family and social relations

Family and social relations

Philippines (4.45) —

Sri Lanka (4.35)

) Thailand
Pakistan (4.30) (4.66)
India (4.14)
. ; . ROC(OSY ,
1 2 3 4 5
worsened slightly no change somewhat improved
worsened improved

The qualitative findings reinforced this sentiment, with many citing the
importance of phones in maintaining relationships, building up new ones,
and feeling connected to loved ones, as well as the outside world.

Except for Sri Lanka, around two-thirds of all telephone owners in the
five countries seem to feel that ownership of a telephone has enhanced
their social status and recognition in their community; in Sri Lanka, just
over one third feel this way. Similar results were seen by Zainudeen
et al. (2005), with a much weaker concern for the symbolic aspects
(i.e., fashionability and improved social status) in Sri Lanka than in India.

Figure 6: The impact of direct access to telecom on social status and recognition
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Even though there was not necessarily a direct positive relationship
between owning a telephone and higher social status, it was found in the
qualitative studies that in all countries, most feel that the fact that phones,
in particular mobile phones, are more accessible to people of all socio-
economic backgrounds helps in reducing the ‘gap’ between the rich and
the poor leading to a feeling of ‘upliftment’ among the poor. This finding
perhaps has a lot more qualitative meaning in the inequality and poverty
debate through social inclusion type arguments than can be established in
this mainly quantitative study.

The biggest and most widespread impact of access to telephones at the
BOP is in creating a sense of security; the ability to act in an emergency.
The ability to contact someone or even get help in the event of conflict,
illness or death or even a broken bicycle (cited by participants in the
qualitative studies) for example is an important benefit of access. Souter
et al. (2005) similarly found this the most important use of phones in a
study of the impact of telecom on rural livelihoods in India, Mozambique
and Tanzania. This is intuitive, given the very nature of a telephone
allowing instantaneous communication regardless of distance, most
crucial during an emergency. As one might expect, elders tended to see
more of a benefit, with the mean response for those aged 56 and over
being significantly higher than that of the other age groups. The benefits
of telecom, especially mobiles can also be seen in disaster management,
from warning through response and recovery stages (Samarajiva, Knight-
John, Anderson and Zainudeen, 2005).

Figure 7: The impact of direct access to telecom on the ability to communicate in
an emergency (mean response)
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It emerged strongly from the qualitative studies that in Pakistan, the
only predominantly Muslim country in the group where women are less
independent and more home-oriented, that access to a telephone helped
women at home contact men in times of emergency making them feel
much more secure.

Again, a point to note is that, this study is not designed to undertake any
comprehensive analyses of the poverty and inequality debate in terms
of access to telecoms which seems to create a greater sense of security
among the poor.

5.0 Concluding remarks

This study finds that almost everyone at the bottom of the pyramid in
Pakistan, India, Sri Lanka, Philippines and Thailand have access to
telecommunication services without having to spend any significant
amount of time or money in getting to a telephone. Another way of
interpreting this finding is that there appears to be universal access at
the BOP in these countries, bringing to the forefront the validity of the
argument of the existence of any significant inequality in access. However
the gap between those who use telecom services and those who actually
own a telecom device is extensive indicating a vast potential for greater
ownership of telephones in the region. This potential could be as high
as 150 million new connections in the next two years, given that policy
makers and operators could make such connections and use thereafter
affordable.”

Telephone ownership is perceived to provide a much higher benefit in
providing a sense of security in terms of acting in an emergency and
in maintaining social relationships than benefiting financially though the
potential for greater income earning ability and saving costs at the BOP.
While the necessary condition for such is, by and large, met in terms of
access improving efficiencies in daily activities, the problem seems to lie
in the perceptions of meeting the sufficient condition of the net benefit of
such efficiency gains being fulfilled.

72 de Silva, Zainudeen and Cader, forthcoming publication, based on other findings of the
same study.



High prices, both perceived and actual (due to use of commercial and
other people’s phones) appear to be a considerable hindrance for users at
the BOP, preventing phone owners (and in the same spirit, probably non-
owning users) from availing of net benefits of access. In Sri Lanka, where
prices were found to be a particular issue, part of this could be explained
by the Receiving Party Pays (RPP) regime in place, whereby both the caller
and the callee incur charges for every call on a mobile phone.” Given that
Sri Lanka is the only country out of the five who subscribes, to this regime,
it could be an explanation for the higher price perceptions, low usage and
also a preference for fixed phones.”

Another equally or even more important issue is the inability at the BOP
to clearly identify the link between efficiency gains and its transmission
in to potential for greater income generation and/or cost saving. For
instance, users at the BOP do not seem to see how instant access to
important information might be helpful in making decisions that could
enhance one’s earning capacity or how gaining an hour (otherwise spent
personally conveying a message by foot) could help reduce transaction
costs. Telecom operators perhaps could change such perceptions through
marketing campaigns and drawing attention to the fact that saving an
hour could contribute to one’s income, directly or indirectly.

These two issues will have to be tackled by both policy makers and
telephone operators alike using their own comparative advantages to
arrive at a win-win solution for all: fight poverty through growth and run
profitable telecommunication companies.

Further investigation into this area could help understand the dynamics
of the relationship between telecom access and income at the household
level. Telephones alone will never be a silver bullet that will bring the
hundreds of millions of people out of poverty in the emerging Asian region,
but the almost-universal access will most certainly aid in that process
together with other supporting policies.

7 Although as a means to get around this, most mobile operators allow varying
numbers of minutes of ‘free incoming’ calls on different packages.

74 This was seen in the data, however, was not reported in this paper.
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Annex 1: Country-wise Quantitative sample composition

Table A1. Quantitative sample composition for Pakistan

Province Urban Rural Total
Punjab 430 456 886
Sindh 300 168 468
NWFP 100 168 268
Baluchistan 70 120 190
Total 900 912 1812

Table A2. Quantitative sample composition for India

Region State Total Sample (SEC DE) Sample
Sample (SEC
ABC)
Urban Rural
Male |Female | Male |[Female
North | Uttar Pradesh 400 35 30 130 125 80
Haryana 400 50 45 115 110 80
West | Rajasthan 400 40 40 120 120 80
Gujarat 400 55 55 105 105 80
East | Bihar 400 15 15 145 | 145 80
West Bengal 400 50 45 115 110 80
South | Tamil Nadu 400 75 70 90 85 80
Karnataka 400 55 55 105 105 80
North | Assam
East | Arunanchal 400 25 25 135 135 80
Pradesh 400 35 30 130 125 80
Total | 4000 435 410 1190| 1165| 800
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Table A3. Quantitative sample composition for Sri Lanka

Province Urban Rural Total
Western 85 200 285
Central 20 140 160
Southern 20 125 145
North Western 20 115 135
North Central 15 70 85
Uva 20 85 105
Sabaragamuwa 20 115 135
Total 200 850 1050
ABC 250
SEC Split DE 800
Total 1050

Table A4. Quantitative sample composition for Philippines

SEC Total Urban = 54 % | Rural = 46 %
ABC 100 54 46
DE 1000 540 460
TOTAL 1100 594 506

Areas covered: The

Mindanao.

study covered Metro Manila, Luzon,

Visayas,



Table A5. Quantitative sample composition for Thailand

For the upcountry area, the study was conducted in four regions namely
North, Northeast, Central and South. Two key provinces were selected to

represent the regions

SEC Upcountry Upcountry Total
Urban Rural

Upper (AB) 50 50 100

Middle (C) 50 50 100

Low (DE) 250 250 500

Total 350 350 700
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LIES, DAMN LIES, AND STATISTICS"®: WHY
RESEARCHERS SHOULD BE CONCERNED WHEN STRIVING
TO UNCOVER THE ‘TRUTH’

Prashan Thalayasingam and Kannan Arunasalam

Abstract

Researchers have highlighted that socio-economic inequality between
ethnic groups, or the perceptions thereof, triggered and helped maintained
the ethnic conflict in Sri Lanka. Parties to the ethnic conflict have politically
manipulated both the existence of inequality or perceived inequalities
to bolster allegations of discrimination by one ethnic group against the
other, further fuelling the conflict. This paper seeks to argue that whilst
empirical data and statistics can be valuable and necessary to challenge
inequalities and perceptions of inequality between rival ethnic groups,
there is a need to be aware that ‘facts’ presented by researchers can be
used politically and, like the perceived inequalities that such research is
looking to uncover, can be used to further political arguments and policies.
Moreover, researchers working in the context of the Sri Lankan conflict
bring with them their own experience and emotions connected with those
experiences, which in turn lead to facts and events being examined,
interpreted and presented through political lenses.

75 The phrase is attibuted to Leonard H. Courtney in 1895, who two
years later became the president of the Royal Statistical Society.
Alternative attributions include Mark Twain, Benjamin Disraeli and
Henry Labouchere.
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AUTUISBET, HFHDSU CUTUIHGT, LeTal afUJEISET: ‘O cIIeNIOUTENGHT
QeouafiupSHHNd GCurgkl SLITNFFWITAMTHT &GO WUBSF 6IHdHB
Gouewnquighl 6J6ur?’
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LIES, DAMN LIES, AND STATISTICS"®: WHY
RESEARCHERS SHOULD BE CONCERNED WHEN STRIVING
TO UNCOVER THE ‘TRUTH’

I ntroduction

The title of this paper refers to the persuasive power of numbers: how
seemingly accurate data or ‘facts’ are capable of being exploited to
strengthen inaccurate arguments. In 1983 Ronnie de Mel, the then Sri
Lankan Minister of Finance commented” that the “Tamils have dominated
the commanding heights of everything good in Sri Lanka”. His comment
coming in the aftermath of the anti-Tamil riots, reflected the belief that Tamils
had been favoured by the British and were, on average, better educated,
more likely to be literate in English, and heavily over-represented in higher
education and public sector employment. Policies that were introduced
during the 1970s by successive Sri Lankan governments aimed to ‘correct’
this perceived advantage, which were in turn perceived as discriminatory.

Researchers in Sri Lanka have sought to analyse empirical data to show
how socio-economic inequality (disparities in access to income, education
and employment) between Sinhalese and North Eastern Tamils featured
in the rise and continuation of the ethno-political conflict. Depending
on which studies you turn to, one can read that ethnic Tamils were
discriminated against or were favourably treated. For example, Skandarajah
(2005) observes that any Tamil advantage in science based admissions
to University that was present in the decades after independence was
‘small’ and ‘diminishing’ as state policies began to take effect through the
1970s. But for every piece of research that reveals one point, there will
always be a way to adjust the focus and come up with an alternative view.
This is neatly demonstrated in the exchange of correspondence between
the Committee for Rational Development (CRD) (1984) and Chandra de
Fonseka (1984) over the CRD’s research paper trying to get to the ‘truth’
of the inequality issue. De Fonseka points to the misguided focus of the
CRD and the existence of alternative data sets that should have been
utilised. CRD’s response was very much along the same lines, arguing
‘selective analysis’ by de Fonseka.

% The Wages of Envy, The Economist, 20 August 1983



This paper opens by explaining why we are following this line of inquiry at
a symposium on ‘inequality’. A subsequent section examines the definitions
of ‘power’ and ‘politics’ and the application of these terms to the present
lines of inquiry. The sections that follow present the reasons for focusing
on the particular issues and the reasons for selecting the researchers/
studies. A penultimate section addresses each issue in turn and illustrates
the way data is used to maintain a political position using extracts from
the selected studies. A concluding section then seeks to bring together
the various strands of the paper and cautions researchers that their work
maybe used to bolster political arguments and drive political agendas
encouraging them to be more sensitive and aware when conducting
research.

Why this line of inquiry?

This paper seeks to add another layer of analysis and inquiry into the
academic discourse on conflict and inequality in Sri Lanka. As part of the
preparation for this paper, the Poverty and Conflict (PAC) team examined
the conflict in the North and East of Sri Lanka to see what role inequality
(or inequalities) or perceptions thereof have played in creating the conflict,
and whether these inequalities or (perceptions of inequality) remain today
and perpetuate the conflict.

The early stages of discussion about some of these factors and the
conclusions they seemed to suggest, led to calls from our colleagues to
check the veracity of the things we were reading. We were rightly asked to
examine these things to determine if they were ‘true’ and so we returned
to our original secondary data sources to look at how certain things were
interpreted from data and how certain conclusions were drawn. We found
that many different researchers, using almost identical data, draw very
different conclusions about the existence of, and the extent of, inequality
surrounding the Sri Lankan conflict.

This paper has emerged in part from recognising the limitations of proving
and supporting conclusions in this way. The limitations emerge when
‘facts’ are manipulated to ‘reveal’ various conclusions and used to ‘support’
various statements.

We do not seek here to inquire about the nature of ‘truth’ and/or ‘truths.
It is not necessary to debate on what is truth and if there is one truth
or many truths in order to be aware that facts being read by one person
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may not necessarily lead to the same conclusion as the same facts read
by another.

The paper also acknowledges that ‘facts’ associated with the Sri Lankan
conflict are highly contested. The team found that various events are
highly politicised and their role in the creation of the conflict continue
to be vigorously debated. The team also found that facts and events did
not exist independently and that there was a great deal of emotion and
experience that were brought into the analysis that led to the facts and
events being read and interpreted in particular ways. Even the internal
discussion about these issues and events when compiling the elements
of a conflict timeline® revealed that there was no way of getting past the
layers of associated meaning, the particular historicisation of these events
and the way in which most Sri Lankans seem to be socialised to accept a
particular view of history.

Rather than enter into an endless debate about the nature of truth we
would like to introduce to the existing discourse on inequality, poverty
and conflict, the additional layer of analysis and inquiry that comes from
the recognition that our work as researchers, as both data producers and
users, is extremely political. The issuesthat we deal with, the research that
reveals different dimensions of contested historical issues, the conclusions
we draw from research and the way these conclusions are used are all
potentially political acts. The truths we interpret and the facts that we
produce are political. They can be read through political lenses and used
to further political agendas.

Politics and power

As regards, the meaning of the terms ‘political’ and ‘power’ used in this
paper, we do not use the term ‘political’ here in the limited sense of being
associated with political institutions such as parties and governments.
Politics and political for the sake of this paper is concerned with power
and social control.

8 The timeline was also presented at the Symposium, where participants gave their views
on some of the events included, what was missing and how the initiative could be
improved upon. Since the Symposium, the team has developed the concept further into
the Peace and Conflict Timeline (PACT) initiative, an interactive web based timeline of
the Sri Lankan conflict context. The website can be accessed at www.pact.lk.



Politics is the process by which individuals or relatively small groups
attempt to exert influence over the actions of an organisation. Although the
term is most commonly applied to behavior within governments, politics is
observed in many group interactions, including corporate, academic, and
religious entities.

Turning to ‘power’, Max Weber defined it as the ability to impose one’s
will upon another, while Hannah Arendt states that “political power
corresponds to the human ability not just to act but to act in concert”.
The three dimensions of power are decision-making, agenda-setting and
preference-shaping.

The decision-making dimension was first put forth by Robert Dahl, who
advocated the notion that political power is based in the formal political
arena and is measured through voting patterns and the decisions made
by politicians. This view was seen by many as simplistic and a second
dimension to the notion of political power was added by Peter Bachrach
and Morton Baratz, involving agenda-setting. Bachrach and Baratz viewed
power as involving both the formal political arena and behind the scenes
agenda-setting by elite groups who could be either politicians and/or
others (such as industrialists, campaign contributors, special interest
groups, and so on), often with a hidden agenda that most of the public
may not be aware of. The third dimension of power was added by British
academic Steven Lukes who felt that even with this second dimension,
some other traits of political power needed to be addressed through the
concept of ‘preference-shaping’. This third dimension is inspired by many
Neo-Gramscian views such as cultural hegemony and deals with how civil
society and the general public have their preferences shaped for them by
those in power through the use of propaganda or the media.®

If we agree that the work of researchers (both as data producers and data
users) is political in the way that the term ‘political’ has been defined, then
it is not a huge theoretical leap to suggest that the work that we do as
researchers can be ‘read’ in unexpected and unintentional ways and used
to draw surprising and divisive conclusions.

81 http://en.wikipedia.org/wiki/ Politics# Definitions
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Why these issues?

When we decided to pursue this line of inquiry there was a great deal
of discussion about which issues should be examined to illustrate our
points. We decided collectively on certain issues and the way in which
they have been dealt with by a range of researchers, across a range of
publications.

The issues that this paper will address were selected because they were
seen to be ‘live issues’. They are based on historical incidents that have
been studied, analysed and discussed ad nauseum, but continue to remain
controversial and contentious, and which remain highly pertinent to the
conflict discourse today. They are often identified as issues the conflict
in Sri Lanka emerged around. To put it another way, if the conflict in Sri
Lanka had ‘creation myths’, then it would be these issues that would form
their basis.

They are not events or issues that can be easily consigned to history.
They are read through the lenses of socialised identities and biases. Sri
Lankans (and possibly others) who read various reports and studies of
these issues do so subjectively, with a certain degree of bias and inherent
value judgement.

None of these issues can be read simply as a collection of ‘facts’. This
information is political. Its nuances and interpretations are contested and
challenged and there is no common understanding or interpretation of
these events. The work of researchers and other users of this information
contribute to this discourse and continue to do so.

We felt that the issues that we have selected were fitting examples to
speak about the subjective nature of truth especially truth arrived at
through research.

Finally, these issues are all linked to inequality, the theme of this year’s
symposium. Inequality is one idea that is manipulated to cause and
perpetuate conflict and perceptions of these inequalities are still being
contested and presented by different authors.



Why these sources/ studies/ researchers?

We have selected sources that seem to be representative of the spectrum
of expressed views concerning the origins of the conflict. The researchers’
findings seem to mirror the extremes of political viewpoints that exist
today. The sources that have been used to illustrate our position are:

® Committee for Rational Development (CRD) (1984), Sri Lanka The
Ethnic Conflict. Myths, Realities and Perspectives.

® De Fonseka, Chandra (1984), Glimpses of the Whole Truth?®2.

® De Silva, KM., Sri Lanka, Keeping the Peace in a Sharply Divided
Society®®.

® Madduma Bandara, Sandaruwan (2002), Lion Song.

®  Sriskandarajah, Dhananjayan (2005), Socio-economic Inequality and
Ethno-political Conflict: Some Observations from Sri Lanka.

Since K.M. de Silva’s essay acknowledges and reinforces that there are
two conflicting perspectives surrounding these controversial issues, we
have used it mainly to set the context under discussion in this paper.

Turning to the other sources, it is interesting to note that the opening lines
testify to dealing with the issues without prejudice, and as if the analyses
that others that have preceded them have failed to do so impartially. For
example, the CRD states that it will look at “widely prevalent myths and
contrast them with realities, which [they] have endeavoured to discern
without prejudice or partiality” (author’s own emphasis). Chandra de
Fonseka in his Glimpses of the Whole Truth, published in response to
CRD’s findings, introduces his work with the statement that “such data
— still imperfect perhaps, but pertinent and reliable — does in fact exist”,
and that he will attempt to “draw on such data sources (now ignored
by CRD) in a quest for more light on the ‘ethnic debate”. Dhananjayan
Sriskandarajah, in Socio-economic Inequality and Ethno-political Conflict:
Some Observations from Sri Lanka, is more realistic and introduces his work
with an acknowledgement of the “paucity of reliable empirical data” and
that “despite problems in data quality, frequency and coverage (particularly
in the North East since 1983), there are some useful sources”.

82 Included in Sri Lanka The Ethnic Conflict: Myths, Realities and Perspectives, CRD 1984

8 http://www.lankalibrary.com/pol/background.htm
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The pertinent question to ask is whether, given one’s own experience
of and emotional attachment to these highly contested conflict issues,
it is possible to unpack the issues “without prejudice and partiality” and
whether during one’s “quest” to do so, it is possible (or even helpful) to
shed “more light on the ethnic debate”? Or in doing so, does one simply
run the risk of perpetuating the conflict?

‘Evidence’ presented by researchers

In this section, a brief introduction to each issue is presented, followed by
extracts from the selected sources illustrating our position that researchers
have arrived at seemingly different conclusions, when looking at the same
issues. The researchers’ approach to examining these highly contentious
issues, the selection of the types of data that are analysed, the point of
focus, and the point in time in which they are looked at, is highly subjective
and lends itself to different interpretations and conclusions.

University admissions policy

Until 1969, admission to university was based on the attainment of grades
at the Advanced level examination. The growing belief that Sri Lankan
Tamils had obtained places at university in numbers “far excess of their
proportions population wise” (CRD) led to the coalition government of
Sirimavo Bandaranaike in 1970 to introduce a fundamental change to the
university admissions policy. The government implemented a system of
standardisation of marks based primarily on the medium of education.
The following extract from Keeping Peace in a Divided Society by K.M.
de Silva neatly introduces the issue and explains the attempts through
subsequent amendments to mitigate the tensions that ensued:

“The effect of [this system] was to place the Tamil students at
a disadvantage in that they had to obtain a higher aggregate
of marks to enter the university - in the medical, science and
engineering faculties- than the Sinhalese. Thereafter, adistrict
quota system was also introduced which gave weightage to
students in rural areas and from backward communities. All
this represented a departure from the traditional practice
of selecting students on the basis of actual marks obtained
at an open competitive examination. The Tamils, justifiably,
saw this change in university entrance policy as patently and
deliberately discriminatory.” (De Silva)



The researchers that we have selected have all attempted to get to the
‘truth’ of whether in fact there was a “Tamil advantage” and whether
Tamils had obtained places at university in numbers “far excess of
their proportions population wise” (CRD). The Commission for Rational
Development (CRD) sought to address the issue by formulating a set of
questions and answers. They address the issue at a different points in
time, from 1981 — 1983. They posed the question:

“Is it true that Tamils gain admission to the universities in
numbers far excess of their proportions population wise?”

Taking all university admissions subjects, their ‘answer’ was:

“This is not really true. Taking the years 1981 — 1983
(Source: Division of Planning and Research, University Grants
Commission 1983), Tamil admissions to University have not
been over ten percentage points of their ethnic proportionsin
the population. The figuresrun counter to popular perceptions
about Tamil students in the coveted faculties of medicine,
law and engineering which usually place their participation
at 50%. Also interesting, is that apart from Engineering, the
representation of Sinhalese is near their ethnic proportion in
the population.” (CRD 1984)

It is interesting to note that the figure of ten percentage points over the
share of the population was used to signify the idea of “far in excess”.
This is also a highly subjective choice of indicator on which to judge the
fairness or unfairness of the university admissions system.

The other researchers seem to agree that the “advantage” may have existed
in relation to science based faculties. Sriskandarajah, whilst acknowledging
that there is a “paucity of reliable empirical data” and despite “problems
in data quality, frequency and coverage” finds that there was a “small but
decreasing Tamil advantage in science based tertiary courses”:

“North Eastern Tamils, and Jaffna Tamils in particular, had
chosen to concentrate in the science based admission streams
and, in the years following independence, were heavily over-
represented in university science faculties.” (2005)
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According to Sriskandarajah, in 1964, Tamils held “37% of places in
science and engineering; 41% of places in medicine and dentistry; 42%
in agriculture and veterinary sciences”. However, as regards non-science
based courses, Sriskandarajah found that “since Tamils never made up
more than 10% of these, the overall proportions of North Eastern Tamils
in Sri Lanka’s universities by the early 1980s were roughly on a par with
their share of the population”. The way the argument is phrased could
easily play into the hands of anyone who wanted to use the idea of a
Tamil advantage in university admissions to highlight discrimination. The
slightly apologetic sounding admission that Tamils did indeed have a
“small advantage” could be read and used quite differently by someone
who wished to highlight simply the existence of a disadvantage. Further,
the fact that the advantage is diminishing could be used to highlight
how corrective policies were necessary and effective in correcting this
discrimination.

K.M. de Silva also accepts that there was an advantage in relation to
science based admissions:

“the crux of the problem was that the Sri Lanka Tamils
who constitute no more than an eighth of the island’s total
population, had a dominant position in the science-based
faculties of the then University of Ceylon at Peradeniya and
Colombo”. In 1970, for instance, the Tamils gained just over
35 percent of the admissions to the science-based faculties;
in engineering and medicine it was as high as 40%”. (De
Silva)

CRD acknowledges that the popular impression amongst the Sinhalese
community that the Tamils were privileged may have arisen because:

“Before 1974, in certain coveted university faculties such as
medicine, engineering and the physical sciences, there were
more Tamils, percentage wise, in relation to their proportions
in the population.” (1984)

In Lion Song, looking also at the ethnic make up of tertiary based science
admissions, Bandara found that “in 1954, 142 Sinhalese students were
admitted to the University of Ceylon for science courses as compared to
145 Tamil students”:



“In 1969 Sinhala and Tamil participation in the Engineering and
Medical faculties was 50% each! The plantation Tamils were
almost completely absent in the Tamil numbers. This meant
essentially 8% of the population, produced approximately
half the university science students in the country. The only
innocent (or natural) explanation for this would be that Tamils
were on average about 5 times as intelligent as Sinhalese as
an ethnic group.” (Madduma Bandara 2005)

But he expands his analysis:

“In 1959 the proportion of Tamil students receiving University
Education compared to the population was 1:320. This was
as good as the education facilities provided in the United
Kingdom. But the proportion of Sinhalese receiving University
Education in comparison with the population was 1:3212. It
only remained to be proven that Tamil students were being
illegitimately admitted to state universities at the expense of
students from other ethnic groups.” (ibid)

Sriskanadarajah considered the issue of education more broadly and
looked at overall educational profiles of Sinhalese and Tamils, rather than
focusing on the narrow issue of university admissions. Interestingly, he
found that both had “strikingly similar overall educational profiles”. Using
the broader Educational Attainment Index (published in early 1980s),
Sriskandarajah found that figures showed that North Eastern Tamils
(scoring 4.94) were marginally ahead of Kandyan Sinhalese (4.40) and in
fact, behind low country Sinhalese (5.26). Both groups were ahead of the
up country Tamils (2.10) and Muslims (3.91).

And what of the measures to correct this perceived advantage? According
to Sriskandarajah, the so called ‘standardisation policies’ had the effect
of setting a “lower qualifying mark for Sinhala medium students so that a
politically acceptable proportion of Sinhalese students could be admitted
to the University”, and in the 1970s, Tamil admissions fell:

“Proportion of Tamils in science based courses fell from nearly
40% of all successful candidates in the late 1960s to around
25% by the late 1970s.” (2005)
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Language

Above all other conflict issues, the ‘language issue’ is seen by many
analysts as the critical triggering factor in the conflict in Sri Lanka and
highly pertinent to a discourse on inequality.

Prior to the Official Language Act of 1956 (known popularly as the ‘Sinhala
Only Act’), English was the official language of Sri Lanka, with Tamil and
Sinhala having parity of status.

K.M. de Silva’s introduction to the issue and attempts by subsequent
governments to correct the perceived discriminatory impact of ‘Sinhala
Only’ seems a particularly helpful description and so we have reproduced
it here to give some context to this issue:

“1956 saw the passage of the Sinhala Only Act in parliament.
The Act made Sinhala the sole official language and was
the catalyst for heightened tensions between the Tamil and
Sinhalese communities that eventually resulted in ethnic
riots that year and more serious riots two years later. The
accommodation reached in language policy after the violence
associated with the introduction of language policy reform
in 1956, is significant. Modifications initiated between 1956
and 1978, through political necessity (in 1958) and a realistic
adjustment to life in a plural society (1978), all but conceded
parity of status to the Tamil language with Sinhala. The
clauses on language in the constitution of 1978 reflected a
recognition of an existing reality. The explicit reversion to
parity of status to the two languages, which came in 1987
and 1988 as a part of a political settlement brokered by
the Indian government, was also a recognition of this.” (De
Silva)

According to Sriskandarajah, the introduction of the 1956 Official Language
Act and “allied regulations” in subsequent years “restricted economic
opportunities for non-Sinhala speakers”. The language issue is linked to
the government sector employment issue discussed below, as Tamils were
perceived to be better educated in English and therefore better able to
take up government sector positions. And Tamils were perceived to be at
a disadvantage in many ways, especially when, as Sriskandarajah puts it,
“Sinhala became the lingua franca of the public service”:



“This effectively meant that Tamils who had hitherto studied
in English in order to get the public service jobs were now
required to pass Sinhala examinations or were limited
to a few regional Tamil speaking positions. Meanwhile
Sinhala speakers were presented with more employment
opportunities.” (2005)

On the same issue, in Lion Song, we have a very different analysis:

“Sinhala Only policy must be assessed objectively. That time
Sri Lanka was in a semi apartheid situation. Later Tamil
leaders have complained that ‘Sinhala Only’ made it difficult
for Tamils to transact business with the Government or the
Courts of Law because of the language barrier. The decision
to implement a ‘Sinhala Only’ policy was not discriminatory
by itself. In comparison to other countries of the world, the
use of Sinhala as Sri Lanka’s official language is not only
perfectly justifiable, but it is only relatively practical option
[sic]. (Madduma Bandara 2002)

The comparison to “other countries of the world” explicitly ignores the
fact that not all countries have chosen to adopt the language of the
majority of the population as the sole national language, but have made
political decisions to be sensitive to minorities and have multiple official
languages.

Public Sector employment and representation

Theissue hereisneatly posited by the Commission for Rational Development
in the following question:

"Do Tamils have a disproportionate share of the jobs in the
public sector?”

Or, was it only the more visible positions that Tamils held and which then
led to the perception that Tamils were unfairly represented?
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[Author] in Lion Song sets out figures which ‘seem to speak for
themselves’:

“In 1956, 30% of the employees of the Ceylon administrative
Service, 50% of the clerical service, 60% of professionals
(engineers, doctors, lecturers), 40% of the armed forces and
40% of labour forces were Tamils.”

A table of data for the “facts” to ‘speak for themselves’ is presented:

Service Sinhala Tamil
Permanent Secretaries 66.6% 33.3%
Ceylon Civil Service 71.2% 28.7%
Police 76.4% 23.5%
Medical Services 67.3% 33.6%
Inland Revenue 48.2% 51.8%
Irrigation Department 31.4% 68.6%
Public Works Department 53.9% 46.1%
Ceylon Government Railways 42.8% 57.2%
(CRD 1984)

He concludes that the “evidence clearly establishes that the representation
of the Tamils far exceeded even the 18% total representation of Tamils in
the population”. He then makes the point that “many of these Tamil civil
servants could only speak Tamil and English. As such, when uneducated
Sinhalese villagers attempted to transact business with the Government,
they were discriminated against”.

Sriskandarajah concludes that there was a “small but highly visible Tamil
advantage in top grades of the public sector”. He also presented some
evidence to suggest that Tamils had done disproportionately well under
the British:
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By 1946, of the 116 non-Europeans in the upper ranks of the
Civil Service, some 27% were Tamil and 14% part European
while the remaining 59% were Sinhalese (Thambiah 1955)

Sriskandarajah continues “that this slight overrepresentation of the
Tamils, particularly in the top grades, continued for some years after
independence”. But then Sriskandarajah found that the Tamil presence
in the public service was “probably exaggerated in public perception”
because Tamils tended to hold “highly visible posts that involved public
perception”. As a result, Tamils were often seen by Southerners “as part
of the ruling elite”.

CRD looks at the issue much later in time, and so there is a problem with
making comparisons with the findings of Sriskandarajah and Bandara. It
uses DCS figures from 1980 (Census of Public and Corporation Sector
Employment) and finds that Tamils with 18% of the population (Census
of Population and Housing 1981), “have only 11% of public sector jobs,
13% of professional and technical posts and 14% of administrative and
managerial positions.”

CRD then attempts to explain the reason for “the popular impression that
Tamils have an unduly high share of public sector jobs”:

“The impression has been created by taking figures in
selected government departments, or in selected fields like
accountancy [and] engineering. For instance, it has been
claimed that in these fields, the figures are around 22% and
42% respectively.”

[Lion Song] author concludes that “in many areas there were two Tamils
in Government employment for every one in the population.. Whether this
discrimination was intentional on the part of Tamils is not relevant” and
the fact that “discrimination existed is beyond reasonable doubt”. (1984)

Following the Sinhala Only Act, Sriskandarajah notes a “gradual reduction in
Tamil public sector employment” with an increase in Sinhalese recruitment
to state employment.

While the Tamil presence in the higher grades remained
relatively robust, Tamil recruitment to the more numerous
lower clerical grades fell considerably.
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As a result, by 1972, Tamils held some 29% of all positions
in the top administrative, professional and technical grades,
well above their share of the population, but were under-
represented in the middle and lower grades.

By 1980, census of public sector employment showed
that Tamil participation in overall make up of public sector
employment stood around 11%. (Manoharan, 1987)

Sriskandarajah’s concluding remarks on the issue of public sector
employment comes from a 1998 study conducted by Wilson and
Chandrakanthan:

“Evidence from the post 1983 period suggests that Sri
Lankan public sector has become an overwhelmingly
Sinhalese institution and that participation rates among all
non-Sinhalese ethnic groups have fallen below population
parity” (1998)

Of course, studies like the one above could be used to bolster political
arguments about discrimination faced by Tamils today.

Concluding remarks

Whilst perceived inequalities can be manipulated for political gain, in striving
to get to the ‘truth’ through the analysis of available data, researchers can
run the risk of inadvertently perpetuating a political agenda. Indeed much
research is commissioned and carried out with intention of bolstering
support for a particular agenda. Researchers are not neutral. The work
of drawing conclusions and making analysis of selected data is ultimately
subjective. The spin that is put on research findings is based as much on
the pre existing values of the researcher and the existing political agendas
as they are by what the data seems to reveal. It may be better to accept
that sometimes there may be a number of conclusions that one can draw
from available data sets, some of which may serve political ends and
perpetuate conflict. Ultimately, this acceptance comes from a recognition
that as researchers, the issues that are dealt with, the ‘truths’ that are
interpreted and the ‘facts’ that are produced are political - they can be read
through political lenses and used to further political agendas. Information
about the conflict in Sri Lanka is political so researchers should expect



their work to be read in different ways. A lot of research is based on
already existing material. This secondary data should be read with an
awareness of implicit biases and agendas.

If you are reading data with political motivations to bolster political
arguments, the existence of a set of contradictory data may not stop you.
The exchange of correspondence between Chandra Fonseka published in
the CRD compilation reveals how selective and biased data use can be.
Data can be read and re-read with a particular lens to support a point of
view or agenda.

Further, focusing too narrowly on an issue may not be helpful when
dealing with controversial issues. Looking at university admissions is a
rather narrow focus on education. The issue has been so politicised that
the focus on this issue seems to have prevented researchers from looking
at the broader picture. It would be fairer to look at the percentage of
population actually going to university rather than the elite that have
access to it and try to look at broader educational attainment. To his
credit, Sriskandarajah did attempt to widen the issue and look at overall
educational profiles.

These following words from K.M. de Silva about the existence of or
perception of inequality underline the difficulties in trying to uncover the
truth: there will always be conflicting perspectives, on which group was
discriminated (and when), and whether the ‘corrective measures’ did in
fact correct an inequality (perceived or real):

“Suffice it to say here that there are two conflicting perceptions
of these conflicts. Most Sinhalese believe that the Tamil
minority has enjoyed a privileged position under British rule
and that the balance has of necessity to shift in favour of
the Sinhalese majority. The Sri Lanka Tamil minority is an
achievement-oriented, industrious group who still continue
to enjoy high status in society, considerable influence in the
economy, a significant if diminishing role in the bureaucracy
and is well placed in all levels of the education system. The
Tamils for their part would claim that they are now a harassed
minority, the victims of frequent acts of communal violence
and calculated acts and policies of discrimination directed at
them. Most of the Tamils’ fears and their sense of insecurity
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stem from the belief that they have lost the advantageous
position they enjoyed under British rule in many sectors of
public life in the country; in brief, a classic case of a sense of
relative deprivation.”

Getting to the truth may be an impossible task and the sensitive approach
to researching around these contentious issues may be to simply accept
that there exist a number of viewpoints, accept that there are grievances
on both sides of the conflict and present data in as comprehensive a way
as possible and be fully transparent as regards the flaws in data, paucity
in data, the flaws therein and refrain from making too broad a conclusion
from a narrow point of analysis. Then perhaps the discourse can move
on.
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GLOBALISATION AND INEQUALITY: THE GLOBAL
SCENARI O AND SOUTH ASIA

Ranja Sengupta®*

Abstract

Given the significance of inequality of income distribution and other assets,
it becomes important to study what is happening to inequality worldwide
in the era of globalisation. In a global world, inequality has multiple forms
and definitions, and this paper attempts to study the trends in inequality,
starting from a global scenario to within country specifics. The relative
importance and implications of each are also explained in the process. It
is also becoming evidently clear that giant Asian countries like China and
India have a crucial role to play in the determination of global inequalities. It
is also interesting to see how the policies of globalisation affect developing
countries in general and those of Asia in particular. The paper is divided
into two sections. While the first discusses the global scenario, the second
provides a slightly more detailed study of four countries in South Asia and
draws some policy implications for that region.
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GLOBALI SATION AND INEQUALITY: LINKS,
GLOBAL TRENDS AND THE ROLE OF ASI A%

Poverty eradication has been long established as one of the major goals
of Development Policy worldwide. This has been emphasised in the policy
discourse propagated by the World Bank, the United Nations and other
multinational agencies before 2005. The role of inequality in income
distribution, in comparison, has found only very recent support in the
development discourse. In 2005, World Bank’s World Development Report,
UN’s Report on the World Social Situation (The Inequality Predicament) both
focused on inequality and advocated equity though there were significant
differences between both approaches. Despite that, the issue of redress
of inequalities has still been largely undermined by the development policy
discourse. In addition, discussions have largely been focused on income
or consumption inequalities and are yet to comprehensively encompass
other underlying and less visible forms of inequality; social inequality,
gender inequalities, inequalities among social and ethnic groups and so
on.

The reason behind the recognition, if limited, of inequality as something
which must be addressed by the policy paradigm, is simple. It is no longer
possible to deny the impact of inequalities even in the nature and extent
of poverty reduction itself. The development literature does recognise that
there is a crucial link between growth, poverty reduction and inequality.
In the scenario of constant inequality, higher growth leads to poverty
reduction. However, in a situation of increasing inequality, poverty will
increase if growth remains unchanged or sometimes even if growth is
declining. More importantly, poverty will not decline as much as it could
have even if growth is increasing since inequality is increasing. Therefore
relative deprivation has a crucial role to play in determining absolute
deprivation itself.

8  The author is indebted to Prof. Jomo K.S. and Prof. Giovanni Andrea Cornia for the
material included in the first section of the paper, part of which has been drawn from
their lectures delivered during IDEAs International Workshop on ‘Policy Trends, Growth
Patterns & Distributional Outcomes under Globalisation, Shanghai, 21-24th August,
2006. My acknowledgements also to Prof. Jayati Ghosh and Dr. Partha Pratim Pal for a
lot of the material which we jointly produced for a research project for DESA, United
Nations, New York and finally, to Dr. Subrata Guha, for comments and insights.



Therefore, inequality does matter. Firstly, in developing countries where
average incomes are lower, inequality by itself will cause major conflicts,
strife and resentment because the pie is smaller. And second, it matters
crucially because increasing inequality will by itself adversely affect the
rate of poverty and of poverty reduction with or without an increase in
growth rates. Therefore, unlike traditional development theory, it has to
be recognised that growth is simply not enough for poverty reduction.

Given the significance of inequality of income and other assets and powers,
it becomes important to study what is happening to inequality worldwide
in the era of globalisation. In a global world, inequality has multiple forms
and definitions, and this paper attempts to study the trends in inequality,
starting from a global scenario to within country specifics. Section | of
the paper relates to the global scenario. The relative importance and
implications of each type of inequality measure is also explained in the
process. It is becoming evidently clear that giant Asian countries like
China and India have a crucial role to play in the determination of global
inequality. It is also interesting to see to which causes, policy related or
otherwise, the trends in inequality can be linked. In the second section, the
paper goes on to look at the South Asian countries of India, Bangladesh,
Pakistan and Sri Lanka in more detail and attempts to briefly outline the
policy paradigm that has resulted in the current trends and to follow up
with a set of policy guidelines to address the issue.

Section |

The link between Globalisation and | nequality

Globalisation generally consists of a set of specific policies including
liberalisation of trade and financial markets, and freeing up of FDI flows.
Proponents of globalisation suggest that globalisation will reduce inter
country income inequalities by increasing developing country incomes,
through higher trade and capital flows as they provide access to markets,
investment, etc. Kuznets hypothesis suggests within country income
inequality will rise with development initially, and then fall in the later
stages of development. But this has been seen to be not necessarily
true.

It is difficult to directly test the link between globalisation and inequality,
since there are many other factors at play and it is difficult to isolate the
effect of opening up on global inequalities and within country movements
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in income distribution. Though the literature shows many studies which
attempt such an analysis, the accuracy and interpretation does remain
difficult. Therefore, we try to see what has been happening to inequalities
globally and within countries over the period which saw a rapid opening
up of individual economies. The idea is to observe the empirical trend to
discern a pattern, if any.

Global I nequality: I nter-Country | nequality

This method of measuring inequality of income in the world consists of
comparing countries’ average per capita incomes and estimating the Gini
coefficient based on the gap between an average world income and each
country’s average per capita income. For this measure, each country’s
population may or may not be used as weights. If weights are not used
the measure has been referred to as Concept | and if population weights
are used, the measure is called Concept Il in the current literature. These
definitions, of course, do not include within country income inequalities,
assuming them to be zero.

The trends show a slight decline in inter-country inequality if the measure
is weighted by population (Sala-i-Martin, 2002). There is, however, an
increasing trend if no population weights are used (Mukand and Rodrik
2002, Maddison 2001).

Table 1. Inter-country income inequality

1980 1990 2000
All countries 0.585 0.578 0.553
World — China 0.537 0.558 0.567
World — India 0.56 0.564 0.547
World — (China+ India) 0.473 0.51 0.541
World — E. Europe 0.606 0.593 0.563
All Countries with dampened
population effects 0.614 0.62 0.625

Note: Last row calculations with population weights as the square
roots of actual populations

Source: Berry and Serieux 2004



But if population weights are used, the result seems to be heavily
dependent on only two countries, China and India. A significant part of the
inequality literature has now pointed this out (Milanovic 2000, Maddison
2001, Mukand and Rodrik 2002, Berry and Serieux 2004, 2007). This
happens in the following way. China and India between them account
for one third of the world’s population. Since both these countries are
experiencing very high rates of growth, their average per capita GDP has
significantly gone up, and weighted by their huge population, considerably
shortens the gap from richer country average incomes by creating an
upward bias in growth rates of poorer countries. This is compounded by
the fact of course, that USA, another large country, had a lower rate of
growth. This phenomenon is clear from Table 1. Milanovic (2000) shows
that the moment China is excluded from the sample, Sala-i-Martin’s mean
logarithmic deviation index, which earlier showed a falling trend, shows
a relatively flat pattern with no consistent increase but no clear decline
either. In Milanovic’s analysis, dropping China and India re-establish the
rising inequality scenario.

According to Berry and Serieux’s (2007) calculations, inter country
inequality has fallen from 0.585 to 0.553 between 1980 and 2000 (Table 1).
When China is dropped, this trend changes to a moderately rising one and
moves from 0.537 to 0.567 (see figure 1). When both China and India
are dropped, the trend is rising much more sharply, from 0.473 to 0.541.
Another method to eliminate the overriding effect of population has been
tried by Berry and Serieux (2004, 2007) and other economists. This is to
dampen the effect of population by using squares of population figures.
This also gives a marginally increasing trend (see last row, Table 1, Fig. 1).
This analysis clearly shows the importance of China and India and their
large populations in dictating the trend of world income inequalities.
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Fig. 1: Inter Country Inequality with Population Weightage
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Source: Based on Table 1 (data from Berry and Serieux, 2004)

But it can be argued that these economies have grown very well, and they
do happen to have large populations, so one third of the world’s population
are earning higher incomes and therefore global inequality is now lower.
Here it is important to note the role of within country inequalities which is
ignored in the concept of inter country inequality of income distribution.
But for several reasons, the inclusion of within country income disparities
is important in the estimation of global inequalities.

Obviously if within country inequalities are significant, then everyone in
that country is not earning the average per capita income. It is the case
in China and India and also in the US where there have been clearly rising
income inequalities over the nineties.

Secondly, within country inequality is still the most perceived difference
felt by the citizen of a country since any definition of world inequality
is, until now, an interesting analytical concept but not very real to the
individual located within a particular country.

This makes it imperative that within country inequalities is included in the
calculation of global inequalities. This brings us to the second definition
of world inequality which includes this concept, referred to as Concept



11 in the current literature. As we shall see, this inclusion is fraught with
difficulties at an international level. But before we discuss that, let us first
discuss the definition and trends in world income inequality.

Concept |11 of World I nequality: Between World Citizens

This concept involves comparing individual/household incomes globally
(US$/PPP) as if national boundaries do not exist and every individual is
a member of the world population. Calculating the relevant Gini involves
taking the sum of each individual’'sincome gap from a world average income
which is then averaged across citizens. This includes two components.
Each individual’s income gap from world average can be broken up into
two parts, the gap between individual income and his country’s average
income, and then the gap between his country’s average income and the
world average income. The sum of the first part across all individuals
in the world gives us the total within country inequality component and
summing the second part gives us the world inter country inequality
component. Therefore this measure includes,

m  [nter Country Inequality
and
m  Within Country Inequality

For some measures of inequality, for example, the Theil index, the measure
can be exactly broken up as a sum of these two components.

The trends show broadly the same pattern as inter country inequality
(Sala-i-Martin 2002, Milanovic 2002, Sutcliffe 2005), of a slight decline
in the nineties (Table 2). However, the gap between the very rich and
the very poor has clearly increased (Table 2). The ratio of the incomes of
the world’s top 5% to the world’s bottom 5% has increased from 101.75
to 130.46 between 1990 and 2003 while the incomes of the top 1% has
increased from 275.73 times of the bottom 1%’s in 1990 income to a
staggeringly high 564.27% in 2003.
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Table 2. Global Inequality

1960 | 1970 | 1980 1990 | 2000 | 2003

Bourguignon &
Morrisson 2002

(Maddison 1995) 0.635| 0.65 | 0.657 | *0.657

Sutcliffe 2003

(Maddison 2001) 0.667 0.65 0.627 0.63
Sala-i-Martin 2002

(PWT 6.0) 0.657 | 0.662 0.654 0.633
Percentile Ratio 1/ 1 216.17 | 275.73 | 414.57 | 564.27
Percentile Ratio 5/ 5 120.75 | 101.02 | 116.41 | 130.46

Source: Sutcliffe (2005, Table 1 & 2)

According to the current literature, trends in world inequality are dominated
by the inter-country inequality component, and within country inequalities
have had a relatively lower impact. This means that differences between
average country incomes matters more in determining what will happen
to world inequalities than what is happening to income distribution within
countries.

This seems to settle the debate effectively in terms of global inequalities
and establishes that even when within country inequalities are accounted
for, global inequality has declined, if marginally, over the nineties or the
decade of major push in globalisation of the world economy.

But as we shall see, the issue is still not so clear cut. The first reason is
again the role of China and India. The domination of China and India
in these patterns is again clear from Berry and Serieux’s (2007) study
(Table 3). China and India contribute to a 13.3% fall in world inequality.
This seems to be dictated by the inter country inequality effect which is
clear from Table 1 which shows that when China and India are dropped,
inequality increases. However, over this period, within country inequalities
have increased significantly in these two large countries® (along with USA)
which is now well established. Then if population is accounted for as it

8  This is discussed in more detail in the following section on within country
inequalities.



indeed is in the calculation of world inequalities by this second definition, it
should have a significant negative impact on global inequality patterns. At
least, if effectively included, these huge within country differences should
have considerably brought down the positive impact on world inequality.
The failure to do so seems to raise doubts about the effective inclusion
and use of the within country inequality factor.

Table 3. Contribution of China and India to World Inequality

1980 1990 2000
China 11.1% 1.0% -12.6%
I ndia 3.7% 0.8% -2.6%
Combined 26.9% 10.0% -13.3%

Source: Berry and Serieux (2007: Table 4.2)

This brings us to the problems of calculation and inadequacy of data. The
problem in calculating global inequality between world citizens is that the
data must include comparable estimates of within country inequality. But
Milanovic (2002) shows that in most calculations done so far, National
income data has been used and this has involved a large amount of
approximation. According to Milanovic, this kind of data suffers from two
shortcomings in this kind of analysis. The first relates to ‘fragmentary
data’ which means that there is very few data (quintiles) available to
derive a distribution. This means that the data is inadequate in terms of
catching an accurate income distribution pattern at any point of time. The
second relates to ‘sparse data’ which implies the absence of even such
fragmentary data for most of the years. These missed data then have to
be filled in by extrapolations. Most data sets for within country income
distributions, which can be used at a comparable level for preparing
global estimates of income distribution, do suffer from both kinds of data
problems. Approximations therefore have to be resorted to in this kind
of analysis. The problem becomes significant when the extent of such
approximation becomes such that it can cast doubts on the robustness of
the result.

This is the problem with the Deininger and Squire data set (1996) from
the World Bank which has been used for most of the analyses carried out
so far. This data set, which suffers from both sets of problems, remains
the biggest accessible data set on which such kind of analysis can be
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based. Most analysts have used different methods of approximating
distributions based on this data set and have reached different results,
but most conform to the view that world inequality has declined and that
within country inequalities are the much less important determinant of
global inequalities while differences in average national incomes remains
the major one.

For example, Milanovic’s critique of Sala-i-Martin’s 2002 study shows
major methodological problems. The data set used has the following
characteristics:

m  There are 68 countries in group A which has a time series of income
shares by quintile though there is only 1 country which has income
shares for all years and most have very few time cross sections of this
data.

m  For group B countries (29 countries) income shares are assumed
constant for the entire period.

m  For group C of 28 countries, all citizens are supposed to have GDP
per capita of the country, which means within country inequality is nil,
and only inter-national inequality is used.

m In addition, there are interesting omissions of all soviet republics
(including Russia), Bulgaria and former Yugoslavia which together
accounted for 6% of world population and 10% of world PPP income
in the late 1980s. All these countries together have accounted for half
of the 2.8 Gini point increase of ‘true’ (Concept I11) world inequality
between 1988 and 1993 according to Milanovic’s calculations
(2000).

According to Milanovic, these approximations have the net effect of
producing a population weighted inter-national (between-country)
distribution of income augmented by a constant shift parameter and not
a distribution of income among world citizens. In other words, the within
country component is highly approximated and therefore inaccurate and
its effect is taken to be, in effect, constant. This is characteristic of many
studies in this field which have to grapple with data problems in various
ways.



Milanovic’s own study (2002) is based on household data as opposed to
national income data which he claims includes within country inequality,
and shows a rise in global inequality between 1988 and 1993 (the Gini
increases from 0.628 to 0.660) when other studies show a decline (for
example, Sala-i-Martin finds a decline from 0.627 to 0.615). Milanovic’s
result is driven by growing rural urban disparities in China and India.
However the problem with using household expenditure data is that it
does not include public spending and its availability at a comparable basis
across countries is limited in terms of number of overlapping time points.

So there are indications that if we can include perhaps more reliable
and thorough estimates of within country income inequalities, either
more complete sets of national income data or alternative data sets, the
patterns of global inequalities may themselves emerge differently. But
until such time that we have such a data set, which is comprehensible
and comparable across countries, the proposition remains broadly a
conjecture. But it does point towards the importance of studying within
country income distribution patterns in more detail. Getting comparable
cross country estimates of within country inequalities may be difficult but
we still do have estimates of within country inequality patterns for most
countries, even if we do not have complete time series from the more
backward economies where data collection and its use are still severely
limited. The WIDERs World Income Inequality Database (WIID) falls
in this category. With this kind of data, there must be consistent time
series, and whereas income concepts adopted vary across countries and
therefore cannot be used in a cross country analysis, the same concepts
are used for individual countries making estimates comparable and more
reliable. A study of within country inequality patterns is also pertinent
from the justifications provided earlier; that this is the most well perceived
index of well being for citizens of a country is especially true of developing
and least developed economies where the pie is smaller. Therefore, the
next section attempts to supplement the global inequality discussion by
providing a global view of within country income distribution patterns and
trends.

Within Country I nequality: Trends

The trends in within country inequalities over the nineties show an
interesting pattern. Cornia and Kiiski’s (2001) study, based on WIDER's
World Income Inequality Database (WI1D) 1998 for 73 countries accounting
for 80 and 91 percent of the world population and GDP-PPP, found that
over the last two decades inequality has risen in 48 out of the 73 countries
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that they found high-quality data for. These countries accounted for 73
per cent of the total GDP and 59 per cent of the total population of the 73
countries put together. Of the rest, 16 countries experienced constant and
9, decreasing inequality. These figures are shown in Table 4.

However, additions to this study were made (Cornia, 2004/3) by including
inequality changes witnessed during the 7-8 years preceding 2003 in India,
Cote d’lvoire, South Korea, El Salvador and the Philippines. “These five
countries were, thus, separately moved to the ‘rising inequality’ category.
In this way, of the 73 countries in the sample, 53 experienced a surge
in income concentration over the last 20 years. Among the developing
nations, those experiencing a rise went up to 21 out of 33, with seven still
showing no trend and five displaying falling inequality” (Cornia 2004/3,
Pp.14). Extending this analysis till 2003 Cornia (2005), using WIID 2005,
showed that there has been rising inequality in 59 of the 85 studied, is
constant in 17 and declining in 9. Table 4 shows the latest results for each
category of countries. This indicates that at a global level, the pattern in
within country income distribution has not been very encouraging.

Table 4: Trends in within-country income inequality 1960-2003
(60s vs.96 in parenthesis)

Inequality n. n. n. n. % of % of | % of
Trend OECD | Transition |Develo- | World [countries| Pop GDP-
c.tries | c.tries ping PPP

Rising 13 24 22 59 (53) 69 76 71
(72) (59) (78)

Constant 1 1 15 17 (13) 20 19 18
(18) (36) (13

Declining 6 0 3 9 11 5 12
(7) (10 (5) (9)

Total 20 25 40 85 100 100 100
(73) (100) (100) | (100)

Note: Figures in parentheses indicate results for Cornia and Kiiski (2001) and
Cornia (2004/3) study of 73 countries based on WIID 1998.

Source: Cornia 2005, Cornia (2004/3), Cornia & Kiiski 2001



If we look at the years of trend reversal, most of these seem to have
happened in the nineties (Fig. 2). While 10 countries witnessed a reversal
between 1980 and 1985, 14 countries reversed their trends between 1991
and 1997. The earlier years seem to have witnessed a much lower number
of countries reversing to an increasing trend (Fig. 2). Recent reversals in
Asia include South Korea, India, and the Philippines.

Figure 2: Reversal of Within Country Inequality Trends
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Source: Cornia (2005)

At a Regional Level

What has been the regional pattern in inequality is the next question that
we may ask. If we explore the above results further, we see that this
pattern of rising inequality has been regionally pretty widespread and not
contained in specific pockets. Over the last 25 years, income inequality
seems to have followed a rising trend in 70 percent of the countries
with available data representing 80 per cent of the world population and
GDP (Cornia with Kiiski 2001, Cornia 2004/3). This is notwithstanding
the fact that there was a wide variety in the base levels, the rates to
which inequality grew, or in the impact that such a rising trend created
in the respective economies. Important exceptions like France, Germany,
Malaysia and Jamaica do not disqualify the general trend.

Latin America, which has had historically high rates of inequality, saw
the declining inequalities of the 1970s reverse into a rise in the eighties.
Inequality fell only in 3 countries (Colombia, Uruguay and Costa Rica)
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out of 11 during the eighties. In the nineties, in spite of the return to full
capacity growth and widespread external liberalisation, this was followed
by either a constant trend (in 8 of 15 studied by Székely and Hilgert
1999) or further increases (in 7 of 15 studied). An update of this study
by Székely (2003) which extended the study till 2000, found inequality
increased in 10 and stagnated in 7 countries during this decade. Medeiros
(2006) shows that overall in the Latin American countries, inequality rose
by about 1 percentage point between early 1990 and the early 00’s. In
Brazil and Mexico there were declines in inequality over this period while
Argentina recorded a huge increase by 7.9 percentage points. Chile and
Venezuela too recorded increases in inequality. Between 1992 and 2001,
previous to the peso collapse, the relative individual income of capitalist
and professional/executives vis-a-vis formal and informal workers has
increased significantly in LAC, due to the mass dismissal in the public
utility sector contrasted with the fast growth of new jobs for high skilled
executive and professionals created in financial and business activities
(Medeiros 2006). This phenomenon also happened in Brazil in spite of the
fact that inequalities declined.

There was a sharp rise in inequality in the former Soviet Bloc. Russia
and the Eastern European transition economies experienced a collapse
of the middle class that made inequality soar (Cornia 2005). While in
Central Europe, earnings inequality widened less than expected and a
comprehensive welfare state was kept in place, “in the former USSR and
South Eastern Europe, Gini coefficients rose by an astounding 17-28 points,
i.e. 2-3 times faster than in Central Europe” (Cornia 2004/3, Pp.6).

Conclusions about Africa remain a problem due to the lack of quality
and quantity of data though it has been improving. There are still a few
nations with at least two nationwide comparable surveys covering the last
twenty years (Cornia 2004/3). The African economies faced rising urban
and sometimes rural inequalities though a falling urban-rural gap (Cornia
2004/3). Sub-Saharan Africa experienced a decline in the urban-rural gap
following structural adjustment by a process of ‘equalising downward’ (as
in Cote d’lvoire). Intra-urban inequality rose generally while intra-rural
inequality rose in countries with a high land concentration (Kenya) or where
recovery though peasant based was not widespread enough and failed to
reach remote areas because of inadequate infrastructure (Zambia). On
the other hand, it improved in countries such as Mozambique and Uganda
where agriculture recovered from effects of civil unrest (Cornia 2004/3).
Limited data for the MENA region indicate a substantial stability of Gini
coefficients at a high 37-40.



Even the developed countries experienced rising inequality as a result
of ‘greater disparities in market income’, the effect of which has been
compounded recently by changes in the tax system, public services and
income transfers. The recent literature has found a U shaped pattern in
the income inequality trend of the OECD countries in part (Smeeding
2002%). Out of the 18 countries studied, 9 recorded more than a 7% rise
between the mid/late 1980s and mid/late 1990s while 8 more recorded
low but positive growths of between 1 and 7%. Only Denmark recorded
a decrease while Canada, France and Germany, recorded pretty low rates
of increase.

China experienced rising inequality, especially between its urban coastal
areas and the rural interiors (Riskin 2003, Sengupta and Ghosh, 2007).
Inequality registered a sharp increase over the nineties, and the Gini
recorded an annual growth rate of 2.16 per cent over this period (Sengupta
and Ghosh, 2007). Rural-urban as well as intra rural and intra urban
inequalities grew over the nineties, though according to Khan and Riskin
(2005), intra urban and intra rural Ginis have recently fallen (comparing
1995 with 2002) while rural-urban differences have grown. In addition,
in China, regional inequality has been a very strong factor aggravated
by China’s domestic preferential policies. The difference between inland
and coastal China increased from 1.0 to 3.8 between 1990 and 2000
(Sengupta and Ghosh, 2007).

East and South East Asia has seen a relatively recent reversal in trends. In
East Asia, inequality increased in South Korea and Thailand after 1997-1998
(Jomo K.S 2004). In South Korea where inequality had generally declined
earlier both wage and income inequality rose again in the aftermath of
the 1997 crisis. Thailand, which had already seen inequality rise between
1975-76 and 1992 and then stabilise in the following few years (Cornia
2004/3), went back to rises in inequality after 1998 (Krongkaew and Mat
Zin 2007, see Table 5). In Indonesia, Malaysia, and Philippines inequality
increased earlier in the early-mid nineties (Krongkaew and Mat Zin
2006). There were generally rising inequality trends in all the South Asian
economies, including in India in the recent period (Sen and Himanshu
2004, Pal, Sengupta and Ghosh 2004). In India, in spite of high growth

8 Smeeding, Timothy (2002), “Globalisation, Inequality and the Rich Countries of the
G-20: Evidence from the Luxemburg Income Study (LIS)” Paper prepared for the G-
20 Meeting on Globalisation, Living Standards and Inequality: Recent Progress and
Continuing Challenges, Sydney Australia, May 26-28. Quoted in Cornia (2004/3).
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rates, inequality rose. Bangladesh, where poverty reduction has been
significant, saw an increase in inequality. The results for South Asia are
discussed in more detail in Section 1.

Table 5: Gini coefficients of 6 East Asian Countries
(with high growth except for Philippines)

China | S Korea | Indonesia | Malaysia | Philippines | Thailand

1992 0.284 0.536
1993 0.281 0.459

1994 0.285 0.46 0.521
1995 0.389 0.284 0.464

1996 0.375 0.291 0.37 0.516
1997 0.379 0.283 0.47 0.51

1998 0.386 0.316 0.509
1999 0.397 0.32 0.37 0.443 0.531
2000 0.458 0.317 0.51 0.525

Causal Factors and the role of Globalisation

The usual traditional causes of high inequality like land concentration,
concentration of mineral resources in resource rich countries or the
urban bias cannot explain the rise in the inequality trend over the last
two decades. In fact, the importance of agriculture and mining in total
incomes has in fact declined over this period. Secondly, there has been no
systemic aggravation of ‘urban bias’ against rural areas except in countries
like China, Thailand and Indonesia (Cornia 2005). Again, except in Latin
America, there is no evidence of rises in inequality in education which can
account for rises in income inequality worldwide for the past two decades,
though in many countries this has had some impact over the nineties,
and the impact of growing disparities in education will be severe in many
economies like Africa and Russia in the years to come. Another major
explanation in terms of non policy induced technical change in favour of



skill, has clearly played a significant role in some economies but does not
seem a strong enough force for inducing the current changes in inequality
trends globally.

There are broad indications that the general rise in inequality within
countries has been caused by arise in the share of capital while the share of
labour and transfer have fallen. Cornia (2005) cites rising interest rates and
interest spreads; insider privatisation; rising rents and asset concentration
in the financial and real estate sector; lower redistribution via the budget;
and distorted regional policies, all of which were unexpected fallouts of
liberalisation policies. There is very clear evidence of this phenomenon in
country specific studies on some countries. In UK, capital share increased
by at least 8 percentage points between 1971 and 2001%” . In South Africa
property income share rose from 18 to 30% between 1981 and 2000
and in India, incomes of the top 1% increased from 4 to 11% over the
nineties, driven by the growth of the urban based service sector (Banerjee
and Piketty 2001). Scattered but widespread and growing evidence from
countries, such as Argentina, Canada, Chile, Japan, Mexico, Russia,
Thailand, Turkey, USA, Uzbekistan and Venezuela, suggest a shift in factor
shares that turns out to be a major determinant of the distribution of
income and shifts thereof over the past two decades. Growing regional
differences within countries and changes in wage differentials which is
unexplained by the human capital theory are the other main determinants
of which evidence is growing from these countries.

The recent changes in inequality seem to be mainly policy driven. Both
domestic and international policies have been related to the observed
trends. Policy reform in terms of globalisation and domestic structural
adjustment has often led to increased inequality, though not all factors
have always acted adversely. The interaction of a new policy paradigm
with traditional structures has also sometimes aggravated traditional
inequalities.

Among the policy variables, we are particularly in interested in those of
globalisation which are manifested mainly through trade liberalisation,
external financial liberalisation in terms of freeing global capital flows and
FDI flows.

8  Atkinson, Anthony, B. (2003), “Income Inequality in OECD Countries: Data and
Explanations”, CESifo Economic Studies, Vol. 49, No 4/2003, 479-514, Munich. Quoted
in Cornia (2005)
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Theoretically, as a result of trade liberalisation, domestic inequality is
expected to decline in poorer countries endowed with an abundant labour
supply and a rise in rich capital endowed ones. The empirical results of
trade liberalisation are often mixed. Trade liberalisation obviously causes
inequalities to behave differently across countries. In the past there have
often been examples where trade liberalisation raised domestic inequality
in the rich New World countries but reduced it in the poor Old World
ones. Likewise, in an analysis of the determinants of inequality in 35 small
developing countries, Bourguignon and Morisson (1989) conclude that the
removal of trade protection in manufacturing reduced the income of the
richest 20 percent of the population and raised that of the bottom 60
percent.

In the current conjuncture, the debate on this issue remains hot. While
many studies find no significant impact of trade liberalisation on inequality
(Li, Squire and Zou (1998), Birdsall and Londono (1998), and Dollar
and Kraay (2000)), there is also significant literature which sees trade
liberalisation causing rises in inequality. In a study of 38 developing
countries, Lundberg and Squire (1999), Barro (2000) and Ravallion (2001)
find that openness worsens inequality in poor countries, and moreover, in
some formulations, that it reduces real income of the poorest 40 percent
of people in absolute terms.

FDI flows, theoretically, are supposed to create a beneficial impact in
poorer countries by increasing the flow of capital and raising employment
and wages of all workers (in 5 east Asian Countries studied by Velde
and Morrissey® (2002)), and sometimes for unskilled workers as well.
Empirically, we again see mixed results in the current scenario. While it
has been seen to increase wages in a variety of sectors, thus reducing
inequality or at least not affecting it adversely, there has often been a
tendency for FDI to create a bias in favour of skilled workers, for example
in Mexico. But the role of FDI in affecting domestic inequalities often
depends on country specific situations. In China, FDI has clearly added to
regional inequality in favour of coastal regions, both in terms of incomes
and employment, but this was aggravated by domestic preferential policies
followed by the Chinese government (Sengupta and Ghosh, 2007). The
sectoral composition of FDI, and their impact on the domestic sector in

8  Velde and Morrissey (2002): Te Velde, Dirk Willelm and Oliver Morissey (2002), “Foreign
Direct Investments, Skills and Wage Inequality”, mimeo. ODI, London, Quoted in Cornia
(2005)



terms of replacing or adding to domestic production, are other factors
that play a major role in determining whether the impact of FDI remains
positive on domestic income distribution.

Milanovic (2003) finds that benefits of globalisation (including trade
liberalisation along with free FDI flows), depends on the average income
of the country. At low average income level, it is the rich who benefit from
openness but as income level rises, that is around the income level of $5-
7,000 per capita at international prices, the situation changes and it is the
relative income of the poor and the middle class that rises compared to
the rich. It seems that openness makes income distribution worse before
making it better.

Finally, the policies of external financial liberalisation have, contrary to
theory, created increases in inequalities over the nineties (Cornia 2005).
This has happened on account of both inflows and outflows and contradicts
the general belief that capital inflows are unequivocally beneficial for
developing economies. Sometimes because of large inflows, the real
exchange rate appreciates, which adversely affects the trade sector. Again,
international capital hardly goes into high risk activities like agriculture
which employs a large unskilled labour force. It tends to flow into high
short term profit, less risky service sector activities like finance, insurance
and real estate that employ higher skilled workers. The most important
problem with financial liberalisation, of course, remains its volatility
leading to financial crises which adversely affects both poverty and the
distribution of income. This is more dangerous for developing economies
where financial markets are under developed, lack an information system,
and have an inadequate social security network. At first inequality may
improve as relatively better paid workers are hard hit by a financial crisis,
but the mid to long term impact on inequality is clearly adverse. There are
ample examples in Latin America and Asia (Glabraith and Lu, 1999).

In addition to the clear negative impact of external financial liberalisation
and the mixed impact of trade and FDI liberalisation on impacting
inequalities within countries, the very limited reform of international labour
flows has added to the tendency for perpetuating rises in trends. Limited
migration has mostly been the movement of skilled workers.

Among the domestic policies, domestic financial liberalisation has largely
had an adverse impact on inequalities in developing countries where the
effect has been positive in rich countries. Many reasons contribute to the
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pattern in developing economies, among them a problem with sequencing,
increased financial instability and the increased potential for financial
crises, and the bias of new financial institutions against so called risky
small scale and medium enterprises. Other domestic policies in terms of
liberalisation of labour market and wages, tax reforms have often led to
adverse impacts.

Global I nequality: Summary

Inter country inequality and world inequality declining if weighted by
population, slight increase if unweighted or with dampened population
weightage.

But results are heavily dependent on 2 large populous countries,
China and India, without them increasing inter country inequality.

Including the Within-Country inequality factor is very important but is
difficult because of data problems.

General trend within countries: of increasing inequality, with many
post 80’s reversals.

Causes related to external factors though not always. Financial
liberalisation largely inequalising while trade and FDI flows have
created a mixed impact empirically.



Section |1

I nequality Trends in South Asia

The South Asian region has surely witnessed inequality trends which are
not only similar to each other but has also recently conformed to the rest
of the world which have been described in section I. Interestingly, with
the exception of Sri Lanka, this region has been one of the most protected
for decades and one of the most recent to open up substantially. Table
14 (end of paper) summarises the major findings in all the 4 countries.
Despite the growth in India and the major strides in poverty reduction
in Bangladesh, inequality has clearly indicated a rising pattern. This is
not surprising given certain commonalities in policy paradigms in these
economies which the section below tries to highlight at the end. Sri Lanka
has, of course, been a somewhat different example, given the continuous
and long civil strife. It has also faced rising inequalities though comparison
is more difficult and so is the isolation of causal factors.

I ndia

Indiahasbeen the leader in the region recording high GDP growth rates over
the nineties and later. There has been a fierce debate among economists
about changes in inequality in India during the second half of the 1990s.
The Indian case is also interesting because it is seen as a modern day
success story of globalisation. Many studies had recorded a decline in
inequalities within India, including the World Development Indicator report
from 2004 (which compared inequality between 1999-2000 and 1997).
Similar results can be found in Bhalla (2003) for the period 1983-1999
who claimed that both rural and urban Ginis had declined in India, (Fig.
4) with rural Gini falling by 2 Gini points. Singh et al. (2003, quoted in Pal,
Sengupta and Ghosh 2004) suggest a similar result. The National Human
Development Report 2001 (quoted in Pal, Sengupta and Ghosh 2004) did
point out however, that between 1993-94 and 1999-2000, among the 32
states and union territories reported, 7 had experienced an increase in
rural inequality while 15 states experienced increases in urban inequality.
In 5, both rural and urban inequality witnessed a rise. In addition, urban
inequality was clearly higher than rural inequality in almost all states.
Rural inequalities had declined and urban inequalities had risen slightly,
and there was no general increase in overall inequalities over this period.
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Fig. 3: Rural and Urban Gini Coefficients in India Fig. 4: Rural and Urban Gini Coefficients in India
(NHDR 2001) (Bhalla 2003)
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Government of India

However, the debate had taken a most interesting turn when it was
pointed out by Abhijit Sen and Himanshu (2004a, b) that there was a
problem of comparability between the the NSS consumption expenditure
survey statistics (which are generally used), for the years 1999-2000 or
the 55th round with the earlier rounds. The reference period for the 55th
round was changed from the uniform 30 day recall used till then to both 7
and 30 day questions for items of food and intoxicants and only 365 day
questions for items of clothing, footwear, education, institutional medical
expenses and durable goods. This led to two kinds of errors. The 7 day
recall for food and intoxicants returned about 30% more consumption
of these items than the 30 day recall. On the other hand, the 365 day
recall for low frequency items returned slightly lower mean expenditure on
these than the 30 day recall, but returned a much more equal distribution
and led to Gini ratios for overall consumption about 5 points lower.

Therefore, the first error underestimated poverty figures considerably. Sen
and Himanshu (2004) estimated that this has lowered the measured rural
poverty for the 50th round in India by almost 50 million. The second error
resulted in an underestimation of rural Gini coefficients by 3 Gini points.

Revised estimates of rural inequality calculated by a number of authors
including Sen and Himanshu (2004) and Deaton and Dreze (2002) show
that rural inequality and national inequality have gone up in India between
1993-94 (50th Round) and 1999-2000 (55th Round). Rural inequality
has increased from 25.8 to 26.3 between the 50th and the 55th round
(Sundaram and Tendulkar 2003) as compared to earlier reporting of a
decline from 28.6 to 26.3 The urban Gini has increased sharply from 31.9



to 34.8 according to revised estimates whereas earlier studies indicated
either a flat or mildly increasing trend. The national Gini has increased to
32%. Regional inequality has also increased from 15 to 22%.

The most recent data for 2004-05 shows that both rural and urban
inequality have increased sharply in India. Sen and Himanshu (2004 a, b)
also use indices of real Mean Per Capita Expenditure (MPCE) on URP basis
by fractile groups, to show that differences between the rich and the poor
increased over the nineties. The consumption of the top 60% of urban
areas as well as the top 20% of rural areas increased but the consumption
of the bottom 80% of rural population went down significantly. The
disproportionate increase in upper end consumption is also reported by
Banerjee and Piketty (2001) based on income tax returns. Their study
finds that in the 1990s, real incomes of top 1 percent of income earners in
India have increased by about 50 percent.

In India, most social indicators have been improving steadily since the last
few decades. But many of them are still among the lowest in the world.
There exists very high inter-state differences in health and education
related indicators. The disturbing feature of the 1990s is the worsening
sex ratio in some relatively developed states (Pal, Sengupta and Ghosh
2004).

Pakistan

GDP growth rate fell to about 4% per annum in the country compared
to about 6% in the early eighties. Not surprisingly, overall inequality has
increased in Pakistan during the second half of the 1990s. All through the
1980s, the Gini coefficient which had remained below 38 percent has been
almost consistently above 40% since the early 1990s (See figure 10). This
rise is from a much lower figure of 34.8% in 1987-88. Ratio of highest
20% to bottom 20% stands at 8 in 1998-99. This is a pretty sharp rise
given the ratio of 5.5 in 1987-88. However, the lack of reliable and long
time comparable data in Pakistan makes longer time analysis difficult.
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Figure 10: Household income distribution in Pakistan: Gini Coefficient of
Household income Distribution
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A significant development in Pakistan has been the sharp growth in rural
inequality which had traditionally been lower than urban inequality. This
happened to such an extent that it has over taken urban inequality during
the same period. As Table 11 shows, urban inequality in Pakistan had been
quite high, increased in early 1990s, then generally declined somewhat
in the latter part of the nineties. Rural Gini, on the other hand shows a
phenomenal rise of 10 percentage points between 1987-88 and 1990-
91, and has more or less remained at that level throughout the nineties.
“Income distribution data of rural Pakistan reveal that since the early
1990s, the share of income of the lowest 20 percent of the households
has declined, those at the top experienced a gain, which resulted into
rising highest to lowest income ratio and a higher level of Gini coefficient”
(Pal, Sengupta and Ghosh 2004, Pp. 49). Sluggish growth in agriculture
throughout this period aggravated matters.



Table 11: Rural and Urban Gini Coefficients in Pakistan (1979-1998-99)

Rural Share . Urban Share .

Year Lowest | Highest COe?f'iTiem Lowest |Highest Coe?f'i':ient

20% 20% 20% 20%

1979 8.3 41.3 0.32 6.9 48.0 0.40
1984-85 | 7.9 42.8 0.34 7.0 47.7 0.38
1985-86 | 7.9 40.0 0.33 7.5 45.0 0.35
1986-87 | 8.0 39.0 0.32 7.9 44.0 0.36
1987-88 | 8.8 40.0 0.31 6.4 48.1 0.37
1990-91 6.0 47.4 0.41 5.7 50.5 0.39
1992-93 | 7.0 44.8 0.37 6.1 48.9 0.42
1993-94 | 7.4 43.1 0.40 6.7 471 0.35
1996-97 | 7.3 49.3 0.41 7.6 47.0 0.38
1998-99 | 6.9 46.8 0.40 6.0 50.0 0.33

Note: Data beyond 1998-99 are not available.
Sources: FBS HIES Data, Ministry of Finance

Inter-regional inequality has also increased and so has differences in
poverty rates across states. The North West Frontier Province has the
highest rural as well as urban poverty followed by Punjab while urban
Sindh had the lowest rates of poverty at 16%.

There has been a sharp drop in the employment growth rate in Pakistan,
generated by the deceleration in GDP. As a result, Pakistan is one of the
few countries in Asia where both rural and urban poverty have increased
in absolute terms after 1987-88. Rural poverty increased from 18.32 to
38.65 while its urban counterpart rose from 14.99 to 22.39 between 1987-
88 and 2003. However, the most recent data for 1998-99 (for urban) and
2000-01 (for rural) shows indications of improvement.

Social indicators have been very poor for a long time in the country. This
has been compounded by falling growth rates. In spite of improvements
during the nineties in many indicators like life expectancy, adult literacy,
infant mortality rate and access to safe water, there remains a considerable
lag from most other countries in the developing world and even from
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other South Asian countries, especially Sri Lanka (Easterly, 2001). There
is significant disparity in the level of social indicators, both between rural
and urban sectors, as well as between provinces. The human development
index for Pakistan, as a whole, is 0.541 the provincial HDI varies from the
highest in the Punjab, at 0.557, to the lowest at 0.499 in Balochistan.

The high expenditure by government on defense, at the expense of
infrastructural development and social sectors remains a major weakness
in addressing inequality and poverty issues in the Pakistan economy.

Bangladesh

In Bangladesh, the GDP growth rate has been quite high over the last
quarter of the century. More importantly, per capita GDP growth rate
increased from 1.5% in the late 1970s to 3% in late 1990s (partly due to
demographic transition). Bangladesh has also been noted for advances
in rural credit delivery through an effective micro credit system and the
development of pro-poor rural infrastructure including that of rural roads.
However, the impact of GDP growth on poverty has been weak, especially
over the last decade basically because of increases in income inequality
(Khan 2003, ADB 2003). There is some controversy on this issue. Khan
claims that the poverty reduction rate was much faster in the seventies
and this fell sharply since the mid eighties, and rural poverty in fact
increased, a view largely supported by ADB (2003). The UNDP (2003)
however argues that poverty reduction was fast in the nineties.

However, there seems to be an agreement that inequality in Bangladesh
increased steadily throughout the decade of 1990s. The overall Gini ratio
increased sharply from 0.303 in 1991/92 to 0.404 in 2000 (Khan 2003),
so did the rural and urban Gini. The Interim Poverty Reduction Strategy
Paper of Bangladesh (2002) also shows a rising Gini coefficient though
generally lower compared to Khan estimates (see Table 12). According to
Khan, both rural and urban Gini increased at over 3% per year between
1991-92 and 2000. According to I-PRSP (2002) estimates, urban Gini grew
much faster than rural Gini, at nearly 2.29% per annum while the latter
grew at 1.37 % annually (Pal, Sengupta and Ghosh 2004).



Table 12: Gini ratios for income and consumption in Bangladesh

I-PRSP
Khan 2003 2002 1-PRSP 2002
Variable Income Income Consumption
National
1991-92 0.303 0.259 --
1995-96 0.359 -- --
2000 0.404 0.306 --
Rural
1991-92 0.276 0.243 25.5
1995-96 0.31 27.5
2000 0.359 0.271 29.7
Urban
1991-92 0.327 0.307 31.9
1995-96 0.389 37.5
2000 0.435 0.368 37.9

Source: Khan (2003), UNDP (2003), I-PRSP Bangladesh (2003)

The gap between the very rich and the very poor has also been increasing
at an alarming rate. The income inequality ratio (the ratio between the per
capita income of the top 10% to the bottom 10%) was 7 in the second
half of the eighties which increased to an even higher 8.8 between 1995-
2000 (Pal, Sengupta and Ghosh, 2004).

The rural-urban gap in Bangladesh has also been growing. Per capita
urban household income, as a multiple of per capita rural household
income has increased in Bangladesh and stands at a historically high level
of 1.91. All observers also agree that both urban and rural inequality
growth were higher in the first half of the decade, and urban inequality
dramatically so.

The increase in rural inequality over this period was driven by the growth
and distribution of income from a handful of sources: non-farm enterprise;
salary from non-farm employment; remittances, especially from abroad;
and property income. Returns to farming activities, which are much less
inequalising, have been much lower than returns to non-farm activities (-
PRSP, 2002), with the latter showing increasing concentration and rising
inequality (Gini indices). This has exacerbated inequalities within rural
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areas and between rural and urban areas. On the other hand, both non-
agricultural salaries and non-farm enterprise incomes showed increasing
concentration and contributed to rising inequality in urban incomes over
the nineties. The rapid growth of the service sector in the 1990s thus
exacerbated the inequalising effect of the growth in entrepreneurial
incomes (Pal, Sengupta and Ghosh, 2004).

Regional inequality has also been moderately high in Bangladesh, with
the coefficient of variation standing at 46.73% (1996-97). However, when
Chittagong Hill Tract is excluded, Coefficient of Variation becomes much
lower at 18.87% (Pal, Ghosh and Sengupta 2004). However this is also
relatively high though there is no increasing tendency over time.

Bangladesh has made significant improvements in Human Development
Index with human poverty index falling sharply. But significant disparity
in distribution spatially is still present along with a rural-urban divide.
Regional disparity in most health indicators declined between 1995 and
2000. Gender disparity is not evident in health indicators but is significant
though declining in education. The gender gap in education is higher in
rural areas for both primary and higher education. The distribution of
education displays both an urban-rural dimension as well as a gender
dimension in Bangladesh. In 1998, the rural urban ratio was 1.38 and the
gap was higher among girls.

Sri Lanka

Sri Lanka has been long open to the world economy with the objective
of attaining high growth through export promotion, liberalisation and
privatisation of the economy. However, given the long civil strife that the
country has faced, it is not surprising that poverty and inequality have both
increased, driven by slow growth. Poverty in Sri Lanka has been more of
a rural phenomenon with poverty being clearly inversely associated with
urbanisation.

Overall inequality has increased in Sri Lanka between 1995-96 and 1999-
2000 though not very sharply. Inequality in most of the provinces has also
risen moderately. But strictly speaking, Gini coefficients are not comparable
as definition of expenditure was different in 1995/96 and 1999/2000
surveys. By another set of estimates provided by Vidanapatirana (2007),
the expenditure Gini increased slightly from 0.45 to 0.46 between 1980-81



and 2003-4. This is definitely much slower than in its other South Asian
counterparts though levels achieved at the end of the nineties are similar
and are higher than in India. However compared to 1973 pre-liberalisation
levels of 0.35, the movement in Gini represents quite a large rise though
most of it happened in the earlier phase of liberalisation, in 1986-87. The
income Gini has increased from 0.41 to a phenomenally high 0.50, over
the same period of 1973-2003/4. By another source of data, the HIES
expenditure data series, the Gini ratio increased from 0.31 in 1980-81 to
0.36 in 2002.

Table 13: Distribution of Income Quintiles based on CFS data (1973-2003/04)

Quintiles/ o 1978/ 1981/ 1986/ 1996/ 2003/
periods 79 82 87 97 04
Bottom 7.2 5.7 5,7 5.0 5.7 5.1

2nd 12.1 10.3 9.5 9.1 10.0 9.1
3rd 16.2 14.3 13.3 13.5 14.1 13.4
4th 21.6 19.8 19.5 20.1 20.8 205
Top 42.9 49.9 52.0 52.3 494 520

Source: Vidanapatirana (2007)

But what is more interesting in Sri Lanka is the increasing divide between
the very rich and the very poor (Table 13). Since 1973, there has been
a steady decline in the share of income enjoyed by the bottom 10%.
From 7.2% in 1973, this share has come down to 5.1% in 2003-4. At the
opposite end of the spectrum, the share enjoyed by the top 10% has
increased from 42.9% to 52% over this period. The income share of the
top 10% is about 10 times that of the bottom 10% (Vidanapatirana, 2007).
This is even higher than in Bangladesh (8.8) and of course, than India
and Pakistan. This is also corroborated by Gunatilaka and Chotikapanich
(2006).

Inter-regional inequality has also increased in the country mainly because
of civil war situation in the Northern provinces. Inequality among ethnic
groups shows a mixed trend, and has increased for some groups while it
has decreased for others.
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Employment generation has suffered significantly during the period 1990-
2001 with an average of 2.3%, much lower than output growth rate.

Gunatilaka and Chotikapanich (2006) suggest that inequality change was
driven by differential access to infrastructure, education, and occupation
status rather than ethnicity, or spatial factors. The study recommends
policies which can provide ‘a more equitable access to income earning
assets such as education and infrastructure services. Vidanapatirana
(2007) suggests that inequality rises post 1973 was a direct outcome
of the policies of liberalisation, with the subsidies removal effect being
compounded by the removal of protection for agriculture and industry
which adversely affected employment.

In terms of social indicators, Sri Lanka has fared much better than other
South Asian countries. At the end of the nineties, Sri Lanka’s HDI stood
at 0.730, much above that of its South Asian neighbours. In 2006, its
HDI stood at 0.755, just below Turkey’s 0.757. In comparison, India’s
stood at 0.611, Pakistan’s at 0.539 and Bangladesh’s at 0.530. In some
indicators like life expectancy (74.3 years) and literacy rates (90.7 percent),
Sri Lanka has fared better than many developed countries. A composite
index of social indicators called the human poverty index shows much
less inter-provincial variance than poverty, and much less compared to
variations in consumption poverty. The Poverty Reduction Strategy Paper
(PRSP) attributes Sri Lanka’s success in social development to heavy
investment by the government over the years in the social sector.

Summary of Common Economic Trends Found in the South Asian
Countries

First, the government apparatus has withdrawn from the development
process in these countries and there has been an increased and deliberate
reliance on market based systems. This has been in conformity with the
economic reform package initiated in most developing economies around
the world.

8  The analysis largely follows Pal, Sengupta and Ghosh (2004), based on a paper
commissioned by the Department of Economic and Social Affairs (DESA), United
Nations, of which the author was a contributor.



Second, revenue generation of states has been negatively affected by
introduction of regressive taxation policies and trade liberalisation. The
adverse impact of regressive taxation policies is especially visible in post
reform Pakistan and India.

Third, under pressure to reduce the fiscal deficit, capital expenditure in
these countries has been significantly reduced. For this purpose and also
to meet the growing demands to privatise, sale of public sector units has
taken place.

Fourth, unfortunately, lower levels of public investment have been
accompanied by low level of public and private capital formation.
Consequently infrastructure, which is crucial for poverty reduction and
addressing inequality, has suffered not only from overall development but
also from spatial inequality.

Fifth, even when these countries benefited from trade liberalisation, the
benefits have remained limited to a few sub-sectors. Agriculture and
Small and Medium manufacturing has suffered most from a move to
a tariff only regime. Countries have been feeling the pinch with lower
protection levels. Sri Lanka, with a long history of liberalisation, has faced
serious consequences of the removal of import protection. Stagnation in
agricultural growth given the rising cost of inputs combined with a loss in
protection levels, has increased deprivation levels in these countries. In
Pakistan, this situation was compounded by a drought in 2000-01.

In most of these countries, a few sectors (like RMG in Bangladesh and
Sri Lanka, IT in India) have taken advantage of an open regime. It has
created an enclave of prosperity in these countries which has meant
that there has been considerable benefits of economic liberalisation and
support for it thereof in certain urban pockets but benefits have not
become widespread.

Sixth and very important, deflationary economic policies and low levels
of capital formation prevented growth of productive employment which
has proved to be a crucial indicator of inequalities in these countries.
Stagnation of employment growth in the traditional sectors has not been
compensated by employment growth in industry and services. Industrial
employment growth except in pockets has been meagre and service sector
employment has been skill biased which has been unable to address issues
of poverty and inequality. In Bangladesh, employment in manufacturing
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declined in absolute terms despite a sharp rise in employment in textile
and garment manufacturing. Growing differences between wages in the
agriculture sector and industry and between industry and services on
the other hand, have significantly exacerbated inequalities across these
countries.

Seventh, despite specific cases of the phenomenal development of micro
credit in Bangladesh, the general pattern in credit delivery in these
countries has been poor. Financial reforms, both domestic and external,
for example in India, have aggravated traditional problems. Institutional
credit to traditional sectors and small and medium enterprises has been
grossly inadequate.

Eighth, none of the South Asian countries have received high levels of FDI
though it has started growing in India in the very recent period. FDI has
been concentrated in a very few sectors and areas. Most has gone to the
service sector and not to traditional sectors or basic infrastructure. This is
without any kind of a specific ‘preferential policy’ set at the domestic level
in favour of certain regions or sectors like in China.

Finally, with the exception of Sri Lanka, all South Asian countries suffer
from very poor Human Development Indicators compounded by the
fact that public expenditure on these sectors is very low. There is also
significant rural-urban and regional disparity in the distribution of these
services. Significant gender bias is also noted, especially in the field of
education.

Conclusions and Lessons

In terms of specific government policies, the most significant implication
of the above studies is the crucial importance of continued and increased
public services, on productive investment in infrastructure as well as in
social expenditure. Ensuring food access through government spending
is also important for high poverty countries. Both aggregate expenditures
and the pattern of public expenditure are important in this regard. The
patterns of taxation and the distribution of government revenues across
states has also been an important policy issue. The nature and functions
of the financial system, reforms thereof and its role in exacerbating
inequalities has been significant.



Another key determinant of within country inequalities in the region has
been the nature and sectoral composition of economic growth. More
crucially, the relation between growth patterns and the extent and type of
employment generation has been a key determinant of inequalities in all
the economies. Wages have become increasingly differentiated and biased
against traditional sectors like agriculture with large scale employment
potential.

Trade liberalisation has largely had inequalising effects especially because
it has benefited some sectors while making import competing sectors
and small scale sectors ineffective. Redistribution of benefits through
an effective government mechanism has not taken place. FDI in South
Asia has been marginal and its patterns have tended to reinforce existing
inequalities, possibly even more than domestic investment.

The importance of developing basic social indicators cannot be
overemphasized. In the current conjuncture, equitable access to education
has emerged as a basic need given the skill bias in the new sectors in an
open economy framework. Simultaneously addressing health and gender
inequalities has emerged as a key requirement as public access to these
facilities has regressed. This will emerge as a key challenge to policy
planners in the coming decades. South Asian countries can follow the
example of Sri Lanka where sustained public expenditure in the social
sector has ensured a high level of human development.

Finally, the domestic macroeconomic policy regimes combined with
external policies in these countries have played a significant role in
exacerbating inequalities and has rendered the respective poverty
alleviation programmes partially ineffective.
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Table 14: Increasing Inequalities in South Asia

gender disparity

End of 90s I ndia Pakistan Bangladesh | Sri Lanka
Increased to High and Increased from | Increased
National Gini 300, increased to | 30% to 40.4%, |[from 33% to
° 41%, 20/20=8 10/10= 8.8 35%
26.3%, 40% Increased 35.99
Rural Gini Increased sharply, RO High
increased
moderately |overtaken urban
33%,
increased o .
Urban Gini 34.8%  |between 1987 i:fr':’a/;é g Re'fc}\',\‘”e'y
93, then stable
around trend
Regional |Increased from | Moderate but 17_18./" Increa.3|.ng
I nequality 15 to 22% increasing excluding /¢ political
Chittagong HT problems
Decline Increasing
Employment ) . .
Increasing wage Decline Sharp decline
and Wages ) . . ;
wage disparity disparity
Improving with irlr_1oerO\t3iL:1t Good
Social Improving but | . proving _Imp 9 indicators,
. ) ; disparity but low| indicators, with
I ndicators disparity - rel. low
indicators rural, urban and . ;
disparity
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TAMING THE CORPORATE BEAST: CULTI VATING SOCI AL
JUSTICE INITIATIVES FOR A MORE I NCLUSI VE TRADING
FRAMEWORK TO FLOURI SH

Chatrini Weeratunge and Bryn Gay

Abstract
Objective

This paper endeavours to conceptualise the principles of fair trade,
corporate social responsibility, communal rights and benefit sharing, on
which an alternative social justice-based framework, that addresses the
inequalities within the current multilateral, regional, and bilateral trading
systems would be based. The framework would consider provisions for
small-scale growers and producers to engage effectively, as empowered
economic agents, in global supply chains. Furthermore, the paper aims
to analyse the role of non-state actors in shaping trade policy and to
identify mechanisms that can transform the corporate sector into being
a more responsible accountable partner in development. Concurrently, it
examines initiatives from South Asia that foster a climate of participation,
fair pricing and equitable partnership for small-scale entrepreneurs.

Countries in the global South are entering into free trade agreements to
build their trade repertoires and to access larger markets. However, large-
scale producers and multinational corporations dominate global markets,
making it more difficult for small-scale farmers and producers to determine
the terms, conditions, and pricing of goods within their countries’ trading
system. Under the current neo-liberal market framework small-scale
growers have difficulties accessing larger and export-oriented markets.
Constrained access further impedes their ability to demand a fair price,
and lack of a guaranteed fair pricing system compounds problems of
poor wages and labour conditions. To ensure that everyone benefits from
economic growth, present trade systems must offer space for people, living
in poverty or socially marginalised, to become part of the decision-making
processes that set the trajectory for positive, sustainable development.
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The globalised trading system is transforming the nation-state from being
the key actor that shapes its economic policies to ensure pro-poor growth.
The confluence of non-state actors, such as the corporate sector, civil
society organisation and community networks are influential forces that
have catalysed economic policy agendas. Thus, the paper examines
participatory economics and non-state initiatives which help bridge the gap
between local and global markets and incorporate a socially just economic
framework that embodies fair trade, corporate social responsibility,
communal rights and benefit sharing principles into the status quo trading
system.

This paper strivesto investigate potential incentives for the corporate sector
to be a more responsible and accountable partner in development; it is
clear that an appropriate incentive structure for the private sector to invest
in fair trade and to facilitate the development of small scale producers is
necessary. Simultaneously, the paper highlights pro-poor actions by small
scale producers and workers that respond to non-transparent methods
of conducting business. A look at the innovative initiatives within South
Asia, such as notable small-medium enterprises and cooperatives will
provide insight for policy recommendations. For example organic farming
for exports, Geographical Indications, legislation that ensures benefit
sharing, capacity building, knowledge networks, South-South cooperation
are potential practices to be included in the investigation.

The conceptualisation of an alternative, social justice-based framework
aims to empower small-scale growers as equal participants in negotiating
trade and market access, in order to counteract mainstream practices that
promote trade at the cost of development.

Major Expected Findings

® Factors hindering inclusion of small-scale farmers and producers
such as trade barriers to market access, oligopolistic pricing system,
bureaucracy, lack of information, competition with agri-business and
contradictory methods of mono-cropping/cash cropping.

® To bring forth an alternative trade framework that is viable, based
on human rights, social justice oriented economics.

® Ways to empower small scale producers as equal and capable
economic agents.



[ ) Exemplifying and linking good initiatives that potentially comprise
networks of South Asian small scale entrepreneurs.

® To consolidate definitions on socially, economically just trading
systems, specifically on conditions of fair trade

Sources of Data

The paper will be based on secondary literature sources which include:

ADHIKARI, R., 2006. Bilateral Free Trade Agreements and Farmers’
Livelihood: Issues for South Asian Countries. Policy Brief, No.13.
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Znet. Available from http://www.zmag.org/content/showarticle.
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TAMING THE CORPORATE BEAST: CULTI VATING SOCI AL
JUSTICE INITIATIVES FOR A MORE I NCLUSI VE TRADING
FRAMEWORK TO FLOURI SH

“..fransnational corporations and other business enterprises, as organs of
society, are also responsible for promoting and securing the human rights
set forth in the Universal Declaration of Human Rights..” (UN Economic
and Social Council 2003)

1 Introduction

Countries in South Asia are entering into free trade agreements to build
their trade repertoires and access larger markets. However, large-scale
producers and Multi-National Corporations (MNCs) dominate global
markets, making it more difficult for small-scale farmers and producers
to determine the terms, conditions, and pricing of goods within their
countries’ trading system. Under the current neo-liberal market framework,
small-scale growers have difficulties accessing larger and export-oriented
markets. Constrained access further impedes their ability to demand a fair
price, and lack of a guaranteed fair pricing system compounds problems
of poor wages and labour conditions. To ensure that everyone benefits
from economic growth, present trade systems must offer space for
people, living in poverty or socially marginalised, to become part of the
decision-making processed that set the trajectory for positive, sustainable
development.

First, the paper discusses shortcomings of the current neo-liberal paradigm,
which underline the collapse of the World Trade Organisation (WTO) Doha
Development Round and the difficulties in achieving human development
objectives. This section also examines how the multilateral trading system
constrains policy space and impedes access to markets in the agricultural
sector for developing countries, contributing to poverty and vulnerable
livelihoods. It assesses the frenzy of free trade agreements and how
distorted support disadvantaged small-scale producers.

Next, examples from Bangladesh, Bhutan, India, Maldives, Nepal and Sri
Lanka explore ways that governments and non-state actors have tried to
facilitate a more social economically just framework that is participatory
and embodies fair trade, cooperativism and environmental sustainability
principles. CSR ethical consultation for resources and benefit-sharing are
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additional avenues that could lead ultimately to ‘taming’ the corporate
sector.

The conceptualisation of an alternative, socio-economic justice-based
framework aims to empower small-scale growers as equal participants in
negotiating trade and market access, in order to counteract mainstream
practices that promote trade at the cost of development. The final section
proposes policy recommendations based on this framework which is
applied to the different aspects of the global supply chain.

2 Current global trade regimes undermining the Southern
agriculture sector

Trade has continued to grow over the last five decades with total trade
having increased by 22 times in a period of 50 years from 1950 to 2000
(Nicholls & Opal, 2005). Globally, 2.6 billion people are dependent on
agricultural-based livelihoods, with the majority living in poorer rural
communities (Oxfam GB 2000). Hence, it is necessary for countries to
invest in broad-based agricultural growth; United Nations Development
Programme (UNDP) assertsthat the Millennium Development Goals (MDGs)
should be considered primarily when formulating national trade policies,
especially when related to agriculture. Table 1 shows the diversity of
South Asian countries’ employment and reliance on the agricultural sector.
By no means is the sector static, rather a multiplicity of cross-sectoral
policies and trade relations are influencing changes in agriculture. Growth
in the agricultural sector has the potential to reduce poverty in cases
where there is equitable distribution of land, transitional unemployment
is minimised, the resource base can increase productivity, government
revenue is allocated for pro-poor expenditures, and non-tradable staple
items can be consumed by people living in poverty (World Bank 2005: 11;
UNDP 2006: 61).



Table 1:

Agricultural Sector in South Asia

Employment | Employment by Agriculture Growth rate of
in agriculture| economic activity (value added) |value added
Country asa % total | (o) in agricultural | a@sa % of GDP|in agriculture
labour force | gector, (2000-2002) | (2005) (% per year)
90
(2000%) Female Male (2005)
Afghanistan 70 - - - 10.0
Bangladesh 63 77 53 20.5 2.7
Bhutan 94 - - 25.8? 3.2
India 67 - - 18.6 2.3
Maldives 22 5 18 - -
Nepal 79 - - 40.2 3.0
Pakistan 47 73 44 21.6 7.5
Sri Lanka 42 49 38 16.8 0.5
42004 data

Sources: ILO (2003); ADB (2006); World Bank (2006); ADB Key Indicators of
Developing Asian and Pacific Countries 2006, Labour and Employment by Gender
and Economic Activity, as cited in Weeratunge (forthcoming).

While international trade theory can be considered as a catalyst for
increasing incomes, inherent market imperfections® within developing
countries are stumbling blocks to overcoming poverty through means of
trade. Globalisation emphasises free trade and utilisation of countries’
comparative advantage; in order to be effective liberalisation efforts must
ensure that developing countries can choose the products and services to
liberalise, access special treatment and a special safeguards mechanism,
develop market infrastructure, improve marketing strategies, enhance

% Data is obtained from the ILO Global Employment Trends Report (2003) in which
it is stated that the data provided is for 2000 or for the latest available year which
corresponds to the period (2000-2002).

91 Market imperfections include lack of market access, lack of perfect information, lack of
access to financial markets, lack of access to credit, inability to switch to other sources
of income generation, and weak legal systems and enforcement of laws. See Nicholls
and Opal (2005) and Stiglitz and Charlton (2005).
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comparative advantage of agricultural products, diversify indirectly-
related agriculture sectors when possible, and limit trade barriers® within
the immediate region. The World Bank (2005) notes that several non-
trade strategies are important for decreasing poverty in agricultural-based
communities by spurring economic opportunity, empowering agricultural
producers, and decreasing vulnerability to natural disasters.

Although trade liberalisation under the WTO emphasises reciprocity
between Members, Members have differing levels of economic and
human development. Lack of recognition of the varying levels of economic
development is evident in the inequitable outcomes for developing
countries as well as in the smaller countries’ exclusion from global supply
chains. Measures against ‘unfair’ trade have been undertaken in the WTO,
particularly against subsidy®® and dumping.®* However, the dominance
of Northern countries’ protectionist policies leaves little policy space for
competing, developing countries to access their markets. For example,
subsidies to United States (US) and European Union (EU) farmers
exceed developing countries’ development aid by six times: In 2001,
total subsidies in the US and EU comprised US$311 billion whereas their
overseas development aid (ODA) was US$55 billion (Stiglitz 2006: 62).
Developing countries do not give such extensive support to their farmers.
Instead, agricultural reform within the Doha Development Round remains
one of the most trade-distorting, with ‘Green Box’ measures allowing some
forms of subsidy. Moreover, Organisation for Economic Co-operation and
Development (OECD) countries have manoeuvred around WTO rules by
shifting their categories of support to other, more acceptable forms, which
are considered as less trade-distorting (Stiglitz & Charlton 2005: 59; Das
2006).

To protect against trade distortion, developing countries must grant
protection for infant industries because dramatic tariff cuts may not give
developing countries time to adjust and may lead to a flood of cheap
imports. Cheap food imports can exacerbate poverty for small-scale farmers
and deteriorate demands for local production (ActionAid 2005: 5). Price

% This also may entail a review of what products fall under their sensitive lists, subject to
higher tariffs.

% Government providing support to produce/export goods.
% Exporting products at well-below the market price.



changes can cut into farmers’ costs for inputs and impact their incomes
as well as price stability for agricultural products, especially food staples.
By establishing steady networks of suppliers and overcoming supply side
constraints producers can minimise dependence on imports and secure
incomes for small-scale farmers (UNDP 2006: 61). It is clear that the WTO
Agreement on Agriculture (AoA) fails to ensure the limited use of natural
resources (to protect environmental sustainability), nor consider market
distortions in agriculture (therefore food security is not guaranteed), nor
the role of MNGCs in global agricultural markets.

The multilateral trading system has much to do to document multinational
agribusinesses and evaluate sources of market distortion and dumping
in order to see fairer trade in agriculture. Equal, deft participation at the
negotiating table could make much needed structural changes in the
multilateral forum, hopefully carrying over into bilateral and regional trade
practices. During the Doha Round, Members committed to the proposal
of 97% duty-free quota-free access for Least Developed Countries’
(LDCs’) exports, but fell short of deciding how the 97% figure would
be determined. Thus, it is possible that the sectors® most important to
developing countries fall under the 3% protected access (Das 2006).
Negotiators saw areas, such as tariff cuts under Non-agricultural Market
Access (NAMA), agricultural subsidy reductions, and fairer trade in cotton,
as binding commitments in order to correct unjust trade rules. However,
these issues have not been resolved since the 24 July 2006 suspension
because developing countries asserted that the commitments ‘traded off’
their national development objectives.®® Since then, Members have not
shifted their stance on any Doha Round issue, indicating that achieving
consensus remains an arduous journey, at the expense of human lives as
related to failing poverty eradication objectives. The Doha Round requires
sustained commitment to boost the human development substance in
international trade relations, and to redress past imbalances in honouring
Multilateral Trading Negotiations (MTN) obligations.

% Such as cotton, rice, textiles and clothing sectors.

% See Adhikari (2006b).
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2.1 Regional cooperation essential during frenzy of free trade
agreements

Contentious issues, unresolved in the multilateral forum, are likely
to be pushed by the developed North through bilateral and regional
trade agreements (BTAs/RTAs), such as on Intellectual Property Rights
(IPR), services, investment, and the environment. The trend for greater
liberalisation, by signing these ‘WTO-plus’ Free Trade Agreements (FTAs)%,
emerges because countries believe they will have greater opportunities to
access markets or they face pressure from international agencies regarding
balance of payment deficits (UNDP 2006, p. 61).

The frenzy of FTAs makes it clear that South Asian countries must build
awareness regarding the commitments they make in order to safeguard
their human development objectives. For example, countries’ commitments
to the Agreement on Trade-Related Intellectual Property Rights (TRIPS)
may affect their ability to protect farmers’ rights to access plant genetic
resources, share seeds or pay for agricultural inputs. BTAs often stipulate
‘TRIPS-plus’ requirements, such as extending patent periods on new
technologies or mandating patent protection on all life forms®, including
plant derivatives and genetically modified plants or animals. Complying
with stringent IP regimes may impede small-scale farmers from freely
exchanging seed varieties; patented technologies would be offered at
premium prices, most likely unaffordable to farmers in developing countries
(Adhikari 2006a; UNDP 2006).

%7 For example, developing countries may face a higher schedule of commitments than
the General Agreement on Trade in Services (GATS) regarding sectors that can be
liberalised. In WTO-plus FTAs, it is more likely to use a ‘negative’ list approach, in which
all sectors, except those specifically excluded, get covered by the commitment. This
may open up sensitive, public services to liberalisation. Moreover, several intellectual
property flexibilities, granted under the TRIPS Agreements, are stripped from WTO-plus
agreements, which make it more difficult to access generic products and data, and
could require patents on all life forms (see Das 2006).

%  Such as US-Jordan (2000), US-Singapore (2003), US-Morocco (2004), US-Bahrain (2004),
US-Oman (2006) FTAs. Afghanistan has entered a Trade and Investment Framework
Agreement (TIFA) with the US, which prescribes WTO-plus standards, including on
investment and |P provisions. South Asia may have more concern for signing TIFA with
the US because it could precede North-South FTAs in the future. Countries are signing
TIFA with the pretext that they will attract more investment. See Adhikari (2006a).



Partnerships within South Asia are essential due to the failure of countries
to lower their tariffs independently. Table 2 exemplifies the protective
nature of the agricultural sector within the region; South Asian Free
Trade Area (SAFTA) member countries have the option of imposing high
tariffs on the agricultural products listed under the Sensitive List. While
these countries produce similar agricultural products, they are more
likely subject to high tariff protection. Thus, the Sensitive List should be
examined closely to understand how certain tariffs could be eliminated
for agricultural products in order to facilitate market access around the
region. On one hand, market access barriers such as the high domestic
subsidies imposed by Northern countries prevent the global South from
accessing their agricultural markets. On the other hand, due to the high
tariffs imposed by developing countries, they limit prospects for enhancing
South-South trade.
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HS Code

7: Edible
vegetables and
certain roots

8: Edible fruits
and nuts: peel or
melon

9: Coffee, tea,
mate and spices

10: Cereals

11: Products
of the milling
industry

12: Oil seeds
and leoginous
fruits

15: Animal or
vegetable fats
and oils

17: Sugars
and sugar
confectionary

18: Cocoa
and cocoa
preparations

19: Prep. of
cereals, floor,
starch etc.

20: Prep. of
vegetables, fruit,
nuts etc.

21:
Miscellaneous
edible
preparations

22: Beverages,
spirits and
vinegar

24: Tobacco and
manufactured
tobacco
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2.2 Confluent factors exclude small-scale growers

Global trade reforms and restructured supply chains have resulted in
changes in power structures, with corporate actors gaining dominance
in markets. Examining the supply chains present in the agricultural
trading system help identify how fairer and socio-economic justice-based
practices can be incorporated to facilitate more equal and development-
friendly partnerships between different actors, which could help mitigate
labour force transformations. McCormick and Schmitz (2002) categorise
the governance of supply chains in the following typology:

m Market-based: Firms conduct transactions between other firms,
based on close partnerships.

m Balanced networks: Networks and partnerships are formed between
firms. There is a balance of power between the members, and trade
often takes place within these networks.

m Directed networks: Networks operate between firms. The leading firms
have control over goods to be produced, methods and monitoring of
the production process.

m Hierarchical networks: Firms form vertically-integrated networks and
directly control the majority of chain activities.

Directed networks and hierarchical networks are more prominent in
agricultural trade. Producers’ access to global supply chains, in terms
of type, magnitude and conditions of access determine the gains from
trade liberalisation. While competitiveness is important, supply chains
have other influences: local supply networks, producers’ access to wider
markets and value chains, flexibility to respond to specific requirements,
and the types of public and private policies that relate to supply chains
at the national and sub-national level. Regional and global power
imbalances among supply chain actors pit large retailers as dominant
due to increased competition and efforts to obtain higher margins; these
gains are often made at the cost of adhering to ethical practices (Box 1).
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Box 1: Applying labour standards necessary for the cashew
nut industry in I ndia

The Indian cashew nut industry is an example of how corporate-
dominated power structures (i.e. trade barriers, high quality standards)
affect different actors in Asia’s supply chains. India is a main supplier
in the global cashew nut trade, and its experience makes evident the
disparity between producers in developing countries and buyers in
developed countries. Its supply chain and expansion of markets impact
thelivelihoods of producers. Largeretailers and supermarkets have gained
control over global supply chains, in which they obtain a larger share
of revenues and dictate the terms of production methods and trading
arrangements. In this way, producers at the bottom of the chain can
be adversely affected. For example, these corporate actors utilise cost-
cutting methods such as capitalising on gender inequalities by employing
women at a lower wage. Despite doing the same amount of work for the
same duration of time, women, particularly in the agricultural and food
processing sectors, are paid less than male counterparts. The process of
keeping the cost of labour low, and the increasing numbers of women
concentrated in part-time, casual, and informal work have the effect
of ‘feminising’ the workforce. Insufficient or precarious wages disrupt
sustainable income for women and their families, which exacerbate
poverty conditions. Since women carry additional responsibilities as
caregivers, and employed women may suffer from time poverty, lower
wages aggravate cycles of poverty for their families and communities.
When the practice of cutting labour costs by paying less than a living
wage becomes normative, other employers willing to pay fair wages are
constrained by severe competition.

A supportive policy environment is vital to developing the cashew
industry in domestic and global markets; the industry in Panruti, Tamil
Nadu supplies to both. This diversity provides more opportunities to
sustain livelihoods for a larger number of producers, workers and
traders operating within the supply chain at different levels of capacity.
Furthermore, international labour standards must be complemented with
competition policies as they can address some of the negative effects
on labour standards resulting from corporate purchasing practices in
developed countries. “Until policies which regulate entire global value
chains are seriously explored, the cashew chain will remain a clear
example of how the international trading system fails to improve the
livelihoods of disadvantaged groups.”




The restructuring of the retail food sector in Europe and the US into a
more oligopolistic market, with larger retail chains replacing independent
retail stores, has led to intense price wars amongst the larger supermarket
chains. These chains have the largest buying power and greatest leverage,
controlling production processes right through to collection centres. This
can be exemplified by the retail scenario in the United Kingdom where
almost 75% of the bread, fruit, meat and milk markets have been captured
by supermarkets (Harilal et al. 2006: 17).

Moreover, non-tariff barriersin the form of stringent standards are enforced
by governments and backed by large retailers, which mandate stricter
quality, health, safety and Sanitary and Phyto-Sanitary (SPS) regulations
for food products. They become another hurdle for small-scale producers
to supply Northern markets as they require technical capacity, compliance
and quality-accreditation costs (Harilal et al. 2006). Because small-scale
producers are often overlooked in national policies and the international
trade architecture, developing the sector to incorporate farmers into the
global supply chain and to foster grassroots initiatives should be key
poverty reduction objectives.

3 Participatory economics

Equitable growth can offer opportunities for the poor and enable their
participation in decision-making processes. Equity derives from concepts
of social justice, translating into access to opportunities, fair distribution of
resources and burdens, and the entitlement of everyone to an acceptable
quality of living (Beder 2000). As equity is often confused with equality,
a clear distinction is drawn by understanding that “the essence of equity
is fairness and social justice” (Beder 2000: 1) while equality relates to
achieving equal results. “[ Trade] policy should be directed with impartiality,
fairness and social justice towards these ends” (ibid: 1). Striving for
equitable growth and socio-economic justice necessitates the pursuit of a
more participatory economy.

In most countries, a small number of large firms and conglomerates
dominate each segment of the food production chain. To counter this
dominance, efforts must try to promote inclusion at the community level
as well as in the production workplace in order to ultimately transform
changes at the macro-level. Smaller-scale, decentralised economic
systems, which cultivate community membership and overall human well-
being should be considered.
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3.1 Examples of participatory economic systems

A participatory economic system functions using a network of institutions
that facilitate the production and allocation of resources to meet people’s
development aspirations. The system advocates for remuneration according
to effort, self-management and democratised access to information, jobs
that empower workers, and participatory planning through democratic
governing councils (Albert 2000). Worker cooperatives are existing
examples that promote such an inclusive, democratic, participatory
economic system (Box 2). They consider human development and
social justice by incorporating economic features that are extensions of
people’s social values, such as pluralist decision-making, equity, methods
of economic governance, equality, and participatory management of
economic structures (Albert 2004).

Box 2: Mondragon — A model cooperative initiative

Cooperatives operate as employee-owned enterprises, where employees
have control over all aspects of the production chain. One of the most
successful cooperatives, Mondragon in Spain, has 23,000 member-
owners with annual sales reaching over US$3 billion. Membership is non-
discriminatory; decisions are made in general assemblies with a one-
person-one-vote system. A ‘Governing Council’ is elected to oversee the
cooperative’s management. The Council ensures accessible avenues for
participatory decision-making and to transparent information.

Profitability is linked to workers’ participation: Each worker tries to optimise
income for themselves. In order to join, workers invested money over a two-
year period, totalling US$5,000 for each worker (in South Asia, this total
could be made proportionate to local communities’ ability to contribute).
Profit is distributed according to proportion of labour provided, acting on
principles of solidarity and taking into account free-riders, and workers
receive salaries based on the coop’s profitability. Thereafter workers
prioritise profits to be used in its schools, health insurance, social security
and other ventures that fall under the co-op’s control. Yet production is not
about distribution of profits, rather cooperatives emphasise workers’ control
over the enterprise.

The community/financial base of Mondragén grew after 400,000 families
deposited money into a community development bank, which accrued




interest to finance capital. The initial investments increased over 50 years
into an integrated complex of high-tech firms from which worker-owners
directly benefit. Approximately 10% of cooperative profits are donated to
charities, 40% are kept by the cooperative to benefit the ‘common good’
(such as research or job creation) and the remaining portion goes into
the capital accounts of its worker-owners. Chains of smaller cooperatives
are now part of Mondragén, guaranteeing fair wages and high labour
standards. Ownership and financing programs are based on democratic
governance, which exercises mediation and multiple consultations to
balance workers’ varied interests. Collective interests such as access to
education, healthcare and occupational training come before workers’ self-
interests, profit gain, de-skilling or flexibilisation of labour. Cooperative
initiatives can use worker-ownership to add value to its industry, and in
effect, build a strong, highly skilled workforce. It shows that production
work places, operating on principles of democracy, socio-economic justice
can be profitable and productive. This successful model can be seen as a
lesson to learn from and explore in the South Asian region.

Sources: 11SD [n.d.]; Justpeace.org [n.d.].

The basis of a more participatory economy is formed by workers who
control and manage aspects of the production chain. There are multiple
management routes that workers can pursue, but a socio-economically
just framework and engagement in the global supply chain would include
(i) equality (owned and controlled by all for all — with equal participation in
the decision-making) (ii) with equitably distributed profits. |f cooperative-
like firms operate with the same objectives, with workers controlling/
managing the means of production, the surrounding economy becomes
more decentralised, and participants in this economy work to maximise
income for each person (see Box 3) (Prybyla 1972: 251).
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Box 3: Sri Lankan women'’s participation in a cooperative
community

Pockets of fair trade practices in community centres located in Ambalantota,
Matara and Galle are excellent sources to understand how to implement fair,
economic justice in local trading that could potentially flourish on a larger
scale. Fair trade practices seen in these communities particularly consider
participation by women small-scale producers when determining pricing
structures; free or low cost market access; programmes to complement
women’s domestic responsibilities; meeting local/domestic demand before
expanding into export-oriented production; and the empowerment of
women.

The centres offered a space which surrounding communities could utilise for
their own development aspirations, such as a space to buy and sell market
goods and services, to train members of the community in English and
Information Communication Technology (ICT) and to exchange information.
The targeted population was women in communities affected by the tsunami,
as a means to empower them about their social and economic decisions.
Often what are described as fair trade principles depend on people’s social
and economic positions and may not be overtly articulated within the
communities themselves. However, when the women were asked what they
considered as the best ways to guarantee sustainable incomes through their
marketing and entrepreneurship, many of their responses linked to global
articulations on fair trade.

The dominant participation of women entrepreneurs countered the widespread
issue of women being left behind in economic globalisation. These women’s
active engagement in determining the prices of their goods to primarily
satiate local demand, helped to grant legitimacy and validation of women’s
roles in the community, as well as in the home. These women supplemented
household income, while garnering pride, economic security, valuable skills
and appreciation for women as breadwinners within these communities.

A simple approach to fairer trade is one that gives more importance to
the participation of producers/labourers, rather than the consumers or
international buyers, when determining prices. For instance, in similar spaces
as these community centres, women farmers can negotiate a floor price of a
good according to time and materials used in the production. Fair trade must
offer the freedom to choose methods of production rather than let them be
determined by exogenous actors. Most women chose organic farming, with
environmentally safe methods, as it is the most cost effective way to manage
their crops.




Fair trade principles must acknowledge women’s additional domestic
responsibilities and their challenges to market access. Many women travel
long distances to arrive at markets, and the community centres remained
open for long hours during weekends to accommodate their time spent
travelling. The sites of the community centres were chosen in central locations
to mediate the distance between the surrounding villages. Fair trade also
must acknowledge constraints on women’s budgets (in terms of income that
must be spent on family/household), thus the low cost space to set up stalls,
training classes at an affordable cost and low cost use of equipment is an
integral component to facilitating women'’s access to domestic, and eventually
international markets.

Training courses were linked to furthering women entrepreneurs’ future
aspirations. Some courses offered advice about what plants to grow that
would create niche markets for them as well as help to satisfy domestic
demand. This advice embodied the notion that sustainable development must
help to meet local and domestic demand, before leapfrogging into large-scale
production for export. The communities understood that any shift to large-
scale markets must be based on eco-friendly methods to ensure biodiversity
protection. The fair trade activities of women in these communities highlight
women as social and economic agents, rather than victims of the tsunami
and conflict.

Source: Gay and Weeratunge (2006).

To build cooperation and ensure fair prices for goods, cooperative societies
could take on roles as intermediary agents by managing collection centres
which collect products from individual producers for export. Auction-style
centres could eliminate problems associated with intermediary agents,
and also provide opportunities for small-scale producers to supply larger
markets, such as in the Sri Lankan tea industry (see Box 4).
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Box 4: Ceylon Tea - Auctioning in a human development-
friendly way

“Spread of value across stakeholders appears un-exploitative.
The Ceylon tea industry is characterized [sic] by the presence of a
large number of major stakeholders in the value chain - pluckers,
factory managers, brokers, buyers, exporters. While this may make
negotiations difficult with many interests colliding, the workers who
were the most disenfranchised group for historical and cultural reasons
today have a political voice that helps them bargain equitable sharing
of benefits. Similarly, almost 60% of total production of tea is from
the smallholders who work with newer bushes, in the low elevations.
The tea-sharing formula between the small holders and the factories
is 68:32 — if the price at the auction per unit of tea is 100, 68 goes to
small holders and 32 to the factory owners. Brokers are key lenders
to small holders (who don’t have collateral to borrow from the formal
channels); they also offer occupational advice and serve as a social
safety net in the absence of formal institutional services on finance
and social security.

An efficient system of sales at auctions is transparent, competitive and
fair. A unique institution in the tea trade in Ceylon is the system of
auctions. It is an efficient, competitive, and fully transparent mechanism
that gives a fair chance to all buyers — small and big - to bid for 95%
of Ceylon tea produced. There are 450 registered buyers of which 100
are regular attendees of the twice-weekly auctions that are conducted
in a lively, but subtle manner. The Colombo auctions are the largest in
the world, and there’s a long history of the practice with the first public
sale going back to 1883. Auctions are necessary because tea quality
varies immensely and needs to be tested and sampled. The auctions
work like a reservoir that collects an array of tea from sellers and
rationally channels these to areas where there’s demand.”

Source: Quoted from Waglé (2007: 26).




Transforming mainstream trade policies to take into account human
development is a long-term undertaking, but in the immediate period
countries in South Asia can find new ways to access markets in developed
countries. Countries cannot continue to exploit domestic resources in order
to service countries with greater bargaining power; rather consumption
must be influenced by values of sustainability. The nature of an economy
based on human rights, socio-economic justice initiatives embodies
virtues of self-reliance, economic self-determination and efficiency, while
working towards collective goals of livelihoods sustainability, optimised
prosperity and human well-being. Additional issues of ecological balance
and improved workers’ conditions can be factored into such a model (see
Box 5).

Box 5: Green trade and food production in the Maldives

The Maldives are a good example of the export and import of goods
and services which are often produced, traded, used and disposed of
in environmentally sustainable ways which can promote sustainable
development. This type of ‘green trade’ complies with internationally
agreed upon environmental and health standards, prefers using
environmentally sustainable technologies and prefers to trade in
renewable energies. The case of the Maldivian Government to protect
its coastal environment while expanding its fisheries industry can also
be applied to the land-based sectors. Fisheries and fish processing
comprise of 60% its exports, and it is significant that it looked to sustain
economic growth while protecting its environment. The Government
took special measures to ensure its fish were ‘dolphin-friendly’ and not
caught at the cost of depleting oceanic eco-systems. These measures
include promoting ‘traditional’ methods such as using fish nets rather
than dynamite. Its Second National Environmental Plan uses an
integrated approach to consider threats to Maldivian biodiversity such
as the over use of reef resources and climate change. The plan aims
to train and build capacity of fishing communities to help protect and
sustain the coastal eco-systems, and to further develop a conservation
plan for restoring reef damage.

Sources: UNDP Maldives (2006); UNESCAP (2006).
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4 A Fair Trade model

Yardsticks of socio-economic justice involve effective governance including
efficiency, order, accountability and public participation, which can all
take place under Fair Trade systems. The Fair Trade model attempts
to counteract the negative externalities such as power imbalances that
are present in the standard international supplier-buyer relationship. It
tries to ensure that there is equitable distribution of benefits among all
stakeholders in the supply chain. Fair Trade’s basic premise is to guarantee
prices at a level where the costs of production are covered and producers
are able to achieve at least a basic standard of living; therefore it is seen
as a means of enhancing human development (Nicholls and Opal 2005).

Fair Trade comprises the following practices® :

m Agreed minimum prices, usually set ahead of market
minimums: Fair Trade prices correspond to local economic conditions
and enable producers to obtain wages that cover living costs. Fair
Trade ensures that workers are paid the legal minimum wage
and International Labour Standards are followed. For small-scale
commodity production, Fairtrade Labelling Organisations International
(FLO) set a Fair Trade floor price to include the costs of production,
provisions for family members and farm improvements. Commodities
are bought at world market prices from the producers, but when world
market prices fall below the specified floor price, the floor price is paid
instead. A guaranteed minimum price grants producers the security to
plan ahead.

m Focus on development and technical assistance via payment
to suppliers of an agreed social premium (often 10% or more
than the cost price of goods): A Fair Trade premium is separate and
above the Fair Trade minimum price; it is paid to small-scale producers
to assist with development projects. Democratic cooperatives formed
by producers or workers make decisions about the allocation of the
social premium for development initiatives.

m Direct purchasing from producers: To reduce the number of
margins in value chains and offer the best prices, goods are directly
purchased from the producers.

% Adapted from analysis of Fair Trade concepts in Nicholls and Opal (2005): 6-7.



m Transparent and long-term trading partnerships: To enable
producers to plan ahead and develop their businesses, as well as to
provide safeguards against negative impacts of temporary partnerships,
buyers are required to sign long-term contracts with producers.

m Co-operative, not competitive dealings: Ethical trade relationships
between buyers and sellers are encouraged.

m  Provision of credit when requested: To provide a steady income
stream for producers, buyers are required to provide an advance of up
to 60% of the value of purchased crops.

m Provision of market information to producers: Information on
market prices of goods is provided to producers.

m Farmers and workers are organised democratically: Small-
scale farmers are required to be part of democratically organised
cooperatives using a one-farmer-one-vote system.

m Sustainable production is practiced: Resource management
plans are obligatory and sustainable production practices such as
organic farming methods are encouraged; use of certain pesticides
are prohibited.

m No labour abuses occurred during the production process:
The formation of labour unions has to be permitted and child and
slave labour abuses are forbidden.

Proponents of neo-liberalism argue against Fair Trade systems, however
conditions for the ‘invisible hand’ to govern the market and allocate
resources efficiently are rarely present in existing economies. The Fair
Trade system can be criticised for its failure to obey free market rules
by influencing prices through a system of minimum pricing, fostering
uncompetitive production and ‘irrational’ consumerism which fails to
follow utility maximisation behaviour. However, this alternative framework
provides answers for addressing some neo-liberal market failures (see Box
6). It works within the current capitalist system and is not an interventionist
trade policy (Nicholls and Opal 2005).
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Box 6: Addressing market failures using fair trade

| ssue/ Market Failure

Small farmers lack
information about prices.

Fair Trade Solution

Farmers must be organised into co-
operatives; can pool resources to
access information

Smallholder farmers lack
information about market
requirements.

Farmers must be organised into
co-operatives; can pool resources
to send co-operative leaders to

visit trade shows and clients to

learn about quality requirements.
Direct long-term relationships are
required; clients more likely to share
information.

Smallholder farmers
lack access to financial
markets.

Farmers must be organised into co-
operatives; can pool production to
access futures markets.

Smallholder farmers lack
access to credit.

Importers must pre-finance up to
60% of seasonal crops.

Smallholder farmers are
risk-averse and do not
diversify.

No direct solution — raising incomes
through Fair Trade may decrease risk
aversion.

Weak enforcement of
labour law in producing
countries.

Standards require that producers
adhere to ILO standards regarding
minimum wages, child labour,
working conditions, freedom to join
unions.

World prices not covering
costs of production.

Fair Trade floor price guaranteed no
matter how low the world price falls.




In effort to lower costs, Fair Trade price covers the costs of
less sustainable production | sustainable production.

methods are used in Environmental standards prohibit
the developing world, certain chemicals and land over-
harming workers and the | yse: premium required for certified
environment. organic products.

Farmers and the farm Fair Trade guarantees minimum
workers in the developing | regional wages for workers and
world are poor. price floors for smallholders. A social

premium is guaranteed, which must

be spent on development projects to
improve well-being of farm workers

and smallholder farmers.

Source: Nicholls and Opal (2005: 53)

5 Taming the corporate sector

Economicpracticesalso areincreasingly shaped by ‘transnational hegemonic
forces, partly embodied by corporations. The role of corporate actors
becomes more significant when countries open their economies to foreign
investment or presence by foreign companies. Pre-determined practices
carry over to farmers in South Asia when foreign enterprises establish or
partner with South Asian agribusinesses; there is limited manoeuvrability
for small-scale farmers to assert their farming practices in a sustainable
manner or to share benefits reaped from the presence of MNCs. In many
developing countries they compete to find sites with the least government
involvement in the regulation of its economy, the cheapest labour, the
lowest tariffs and the most relaxed environmental laws (deSoto 2000;
Howard-Hassman 2004; Rodriguez 2004). These practices, in the name of
cutting production costs, do not preserve human, economic or civil rights,
and may pose greater harm to ecological sustainability.
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5.1 Corporate Social Responsibility

By examining the influence of agribusinesses throughout the global
supply chain, South Asian countries can utilise CSR to shield their human
development objectives. CSR is a strategic way to encourage corporations
to conduct business in ethical ways, taking into account their impacts
on surrounding communities and environment, and ensuring human
rights are protected. Business activities can help achieve MDGs if human
rights, national sovereignty and measures for corporate accountability are
protected. Thorough reviews of corporate actors’ business operations,
which include multi-stakeholder meetings, are encouraged and go beyond
CSR codes of conduct. There are a multitude of codes of conduct' for
MNCs at the global and industry levels, which can be seen as good starting
points for holding corporations accountable (UNDP Poverty Reduction Net
2006). However, it must be noted that there are problems with definitions
and conceptualisation of CSR and the differentiation between corporate
philanthropy and CSR is important.

CSR initiatives have rapidly emerged due to demand by the public for
ethical products and services. For example, many international coffee
distribution businesses provide premium prices to coffee growers in order
to ensure social welfare for their families and communities. Some coffee
MNCs offer access to credit through loan funds, as well as investing in
environmentally sustainable agricultural methods, such as shade grown
and organic coffee.

Yet public interest to monitor corporate practices cannot rely solely on
corporate sector voluntary initiatives, but must be fulfilled through stronger,
independent regulation and monitoring mechanisms. Box 7 emphasises
aspects for independent monitors to consider the corporate sector’s track
records and operations in the global supply chain. A multilateral code of
conduct is one method that could be a benchmark for MNCs’ operating
practices, considering that voluntary and self-regulating mechanisms are
insufficient to monitor labour rights, environmental protection and human
rights (UNRISD 2000).

19 For more information see guidelines proposed by Ethical Trading Initiative (ETI), Global
Reporting Initiative (GRI), Institute of Business Ethics and International Organization
for Standardization (1SO).



Box 7: Examination of corporate sector business operations

In addition to CSR codes of conduct, independent monitors could
examine MNGCs’ activities in relation to:

Environmental sustainability — whether businesses emit damaging
levels of pollutants; over exploitation of resources

Employment generation with sound recognition of labour unionists
and industry stakeholders

Trade facilitation and non-restrictive trade policy without unfair
commitments (e.g. costly compliance to international multilateral
treaties)

Standards on health and safety, monitoring and evaluating

Macro-indicators of human development: Gender-related
Development Index (GDI), Gender Empowerment Measure
(GEM), Gini coefficient and relation to poverty reduction, MDG
costing, MDG indicators in terms of country’s achievements

Cost of living (e.g. if the cost of living is correlated to presence or
operations of MNCs)

Promotion of national adherence to international human
rights conventions and implementation (e.g. Convention on
the Elimination of All Forms of Discrimination against Women
(CEDAW), International Labour Organization (ILO), United
Nations Declaration on Human Rights (UNDHR)

Social justice (e.g. encouragement of freedoms, civil liberties,
transfer of information)

Impacts of corporate sector activities on local communities (e.g.
cash cropping undermining food security)
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6 Legislative initiatives at the national and international level

Geographical Indications (Gls) can be a form of protecting South Asian
countries’ biological and plant resources, often based on traditional
knowledge. Gl protection is granted under TRIPS Agreement Articles
22, 23 and 24, and can be applied to a range of goods such as wine,
cheese and tea. Gls directly link products and end-consumers, and are
useful to form niche products that can be distinguished from cheaper
trade in unprocessed, bulk or generic goods. From a human development
perspective, the sense of empowerment that Gls can extend to small
producers is significant, especially in contexts where international trade
make communities vulnerable to sharp price fluctuations.

The introduction of Gls has seen sales and prices increase rapidly. Sri Lanka
largely relies on its Gl on Ceylon tea for generating revenue, which brings
in nearly US$700 million in annual export earnings and employs over one
million people. The Government of Sri Lanka created special provisions for
protecting Gls which go beyond TRIPS by extending stronger protection
to agricultural products on par with wines and spirits. Early efforts to
promoting Gls require major governmental support, as part of its rural
development strategy (Waglé 2007).

Governments and civil society organisations (CSOs) can take legislative
initiatives to promote sustainable agricultural practices. For example,
Bhutan has taken such initiatives to protect biodiversity, Small and Medium
Enterprise (SME) development, protection of traditional environmental
knowledge and promote traditional medicinal knowledge (Box 8).



Box 8: Bhutan’s development of organic produce for niche
markets

Bhutan has numerous legislative initiatives to protect biodiversity, SME
development, protection of traditional environmental knowledge and
promotion of Traditional Medicinal Knowledge (TMK). Since nearly
45% of medicinal plant collectors are women, the Government of
Bhutan has been developing the traditional medicines sector. One
pilot project in partnership with the South Asia Development Facility
(SEDF) and the National Women'’s Association of Bhutan is training
women in rural communities to cultivate medicinal herbs to create
employment and build SME capacity. The trend is to encourage the
production and export of high quality (low volume) niche products
(mushrooms, cortisep, and other herbs and roots) to countries such
as China, India, and Japan.

Its legislative initiatives make Bhutan a potential good practice
example in terms of achieving MDG 7 (protecting biodiversity), as well
as promoting the production of TMK, herbal products, and other niche
products in an environmentally sustainable way, with simultaneous
aims of generating employment and sustaining livelihoods.

Source: Gibb (forthcoming); UNESCAP (2006).
6.1 Ethical steps and sharing corporations’ benefits with farmers

Many farmers’ rights movements'®" consider rights to save and exchange
seeds and ways to protect their resources and land from corporate
appropriation (Doan 2002; Borowiak 2004: 514-22). Sufficient consultation
with women, indigenous communities, and civil society organisations that
are working on farmers’ rights must be facilitated when drafting trade
policies and business strategies. Various consultations and campaigns
with these movements have pronounced several safeguards to protect
small-scale growers and farming communities (Box 9). Article 15 of the
Convention of Biological Diversity (CBD) requires governments to facilitate

101 See Asia Pacific Research Network (APRN), Pesticide Action Network-Asia Pacific (PAN-
AP), SAWTEE (South Asia), Nayakrishi Andolan (Bangladesh), Beej Bachao Andolan
(India), Resources Himalayas (Nepal), Roots for Equity (Pakistan), MONLAR (Sri Lanka),
as examples of farmers’ rights movements throughout Asia and South Asia.
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access to genetic resources, which is subject to prior informed consent'?
and ‘fair and equitable’ benefits sharing'® on mutually agreed terms. This
Convention is situated in the debates on misappropriation of plant genetic
resources, or biopiracy.

MNGs in the developed countries have pushed for plant breeders’ rights,
requiring Members and acceding countries of the WTO to sign on to UPOV
1991."% Member-countries patent protect all forms of plant varieties; in
emerging BTAs and under TIFA countries must protect all life forms (all
plant derivatives, animal genetic material and micro-organisms) (Adhikari
2006a). It is possible for countries that enter into agreements with
prospecting researchers to enforce PIC, to seek an ethical consultation
process, and to take steps to ensure gender-sensitive, fair and equitable
benefit-sharing arrangements. Disclosure of Origin is another potential
safeguard in which the resource that is prepared to be patented is
attributed to the originating country; this method is still under review
in multilateral trade discussions. All these safeguards can be drafted in
national policies and through Material Transfer Agreements, or a contract
between originator/small-scale producer of plant material and user/
researcher (CIPR 2002: 69). Such tools are useful for protecting farmers’
rights and in the design of a socio-economically just framework for the
agriculture supply chain.

92 Prior Informed Consent (PIC) is a precondition for obtaining access to a resource in
which the country or community is informed about how its particular plant genetic
resource, traditional knowledge or cultural material will be used. A country or community
can grant or withhold its permission to the prospecting party for the use of the resource,
once all information has been obtained.

193 Access and Benefit-Sharing (ABS) Agreements facilitate access to resources and provide
compensation to countries or communities where the patented or commercialised
resources are derived; PIC must be obtained from the owner. ABS Agreements serve to
share benefits equitably between the scientific/marketing prospector and the original
custodians of the resource, with benefits decided according to provisions within the
PIC arrangement. Corporations are more likely to share benefits through financial
compensation, but benefits related to communal goods could go beyond royalties. Non-
monetary benefits could be just the acknowledgement of the original purveyors, not
transforming the good under private ownership, sharing research results or community
participation in the research, training and capacity building (See Ten Kate and Laird
(2000 : 252).

104 |nternational Union for the Protection of New Varieties of Plants; it is the French acronym
for Union Internationale pour la Protection des Obtentions Végétales.



The absence of PIC may yield gendered implications, such as women
custodians of this knowledge being omitted from decision-making
regarding the use of the resource. Gender issues also arise when women
are not incorporated in the drafting of benefit-sharing agreements. Often
prospectors consider the men as leaders of a community, and they have
entered into ABS agreements, perhaps without considering particular
demands from women. Women may not have the bargaining capacity or
legal leverage to refute unfair or inequitable aspects of the agreement. The
design of benefits could extend beyond financial returns to include gender-
conscious provisions such as funds created for women’s empowerment,
or research centres within the country or community, or trainings for
managing traditional resources (UNDP AP TII forthcoming).

Box 9: Seed sharing initiatives and linkages to national
trade policy

Good examples of community-based initiatives that promote seed
sharing and community seed banks include Nayakrishi Andolan in
Bangladesh, Resources Himalayas in Nepal, and Beej Bachao Andolan
(Save the Seeds Movement) in Uttar Pradesh.

The Nayakrishi Andolan is a community driven movement which
supports alternative organic methods of farming that is based on both
traditional knowledge as well as scientific research. The farmers that
have joined are among the poorest in Bangladesh. However, using
the Nayakrishi practices they have been able to increase their yield,
diversify their crops, give their families greater food security as well
as increase their revenues. Furthermore, farmers are able to access
different varieties of seeds free of cost from the seed storage centres
located in each village. To ensure sustainability, farmers have to return
double the quantity of seeds except when there is a bad harvest.
These centres, insurance in the event of damage to seedlings, are run
by the communities and women play a key role in managing these
centres.

Initiatives found in the region focus on participatory seed management,
collection of germplasm, biodiversity conservation, and serve as
important sites for advocating on behalf of farmers, particularly when
in consultation with government and trade delegates. For example,
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when Nepal negotiated to not sign UPOV 1991, to advocate for its
own system for plant and breeder rights, it was seen as a success
for ensuring farmers to continue to have direct control over plant
varieties. By not being bound to UPOV, Nepali women remain as the
significant controllers and protectors of plant varieties and seeds.

Source: Majumder (2001); Weeratunge (forthcoming)

7 The way forward: A socio-economic justice framework for
global trade

Socio-economic justice, Fair Trade initiatives such as cooperatives and
community centres, predicated on participatory economics, help to
incorporate small-scale growers and producers into regional and global
supply chains. Conceptualising principles of Fair Trade, CSR, ethical
consultation and communal benefit-sharing as well as mainstreaming
gender and environmental concerns can transform the corporate sector
into being a more responsible, accountable partner in development.
Essentially, a framework for ensuring global trade justice’® includes:

“..removal of major sources of ‘unfreedom’ poverty as well as
tyranny, poor economic opportunities as well as systematic social
deprivation, neglect of public facilities as well as intolerance or
over activity of repressive states” (Sen 1999: 3).

Implementation of the human rights agenda, which includes
platforms on women'’s, workers’, children’s and civil rights

Recognition of sovereignty
Potential for global governance and monitoring corruption
Protection of lives, livelihoods and the environment

Investigation and rectification of the negative impacts from
globalisation/regionalisation/neo-liberal capitalism, despite countries’
political wills

Participatory policy-making that values the multiplicity of choices
and inclusive participation.

195 For further analysis see Walby (2000)



Some of these proposals are not new, but they can be revived to justify
more inclusive, democratic, ecologically sustainable, and humanistic
approaches in economic development and mainstream business practices.
In the proposed framework (Figure 1) all of these practices do not have
to be followed through exclusively, and it is not an exhaustive list. Yet
what can be done at each level can help make the system fair and socio-
economically just. Of these practices, the appropriate complementarities
can be applied as suited for a particular countries’/region’s context; such
a framework can be adapted according to specific social/cultural/political
contexts.

In the proposed framework, small-scale producers are considered a priority
and their inclusion is examined from a human development perspective.
The structure of the framework is based on the different actors along the
supply chain. These actors do not operate in isolation, hence any action
or policy recommendation for each stage of the supply chain should be
examined in light of their interconnectedness. For example, facilitating
access to knowledge can be implemented at the producer level through
building knowledge networks through the cooperative system, at the
national level through government and CSO training initiatives, as well as
at the regional and international level through the transfer of technologies
and enforcement of applicable legislation (e.g. adhering to CBD).
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Figure 1: A Socio-
Economic
Justice
Framework
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Small-Scale Producers and Farmers

At the farmer/producer level, the priority areasinclude accessto technology,
credit, information, knowledge about markets, and the sharing of fair and
equitable benefits (e.g. by using ethical prospecting guidelines). At the
micro-level, producers themselves can build on informal networks to share
information about market prices, administrative procedures to accessing
markets and credit, and agricultural techniques and technologies. Relying
on information from informal networks as well as from other producers’
experiences, governments, CSOs, and the private sector, producers could
seek new opportunities. To protect during times of hardships, producers
could provide mutual support through interpersonal relationships.

Farmer/ Producer-based Cooperatives / Societies

At the next level, to formalise these practices producers/farmers could
establish associations or cooperatives. This would foster increased access
to markets, credit, information, technology etc. as aresult of their collective
power; membership would enable them to be more self-sufficient, rather
than overly dependent on government support. As exemplified in the earlier
case studies, associations and cooperatives could be used as bases for
obtaining access to credit, through group loans or a self-generated pool of
funds, serving as micro-credit for members. Group loans can be effective
to prevent individuals from defaulting on loans. As a collective, small-scale
producers have leverage for gaining access to future markets which could
minimise the risk of price fluctuations. Taking note of the administrative
processes and the initial costs of fair trade certification, adherence to
fair trade practices mean that producers can obtain a minimum floor
price (which guarantee to cover the cost of production and standards
of living) as well as the social premium. While the minimum floor pricing
system would help stabilise incomes, the social premium could be used
for common goods. The democratic governance structure of cooperatives
could be extended to other areas of managing resources in order to
facilitate transparency and accountability of expenditures and decision-
making. Seed-sharing and community seed banks should be encouraged
and practiced by producer associations, then linked to national research
centres. Ongoing research and collaborative partnerships would help to
advocate for farmers’ rights at the national and international levels.
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Meta Level

In addition, there are meta-levels that can be embodied by ‘dragon head
enterprises’, auction centres, collection/warehouse centres or multi-
functional community centres. Dragon-head enterprises are possible
vertical storage, collection and distribution centres that could incorporate
small-scale growers directly in supply chain processes (Box 10). These
centres could be established by the government, CSOs or the private
sector depending on the country context and administrative and legislative
regulations. Dragon-head enterprises operate as collection centres, like
warehouses, that reduce division of profits among middle agents. Rather,
at dragon-head centres a farmer/producer could set a floor price'® that
would account for basic provisions and sustain them above the abject
poverty line.’” In this enterprise, where there is a floor price, interested
entrepreneurs'® could bargain their products around that price and then
negotiate additional costs accordingly.

% Such as in the case of community centres in Sri Lanka.

107 Considered by the UNDP to be over US$1 per day, but sustaining income above this
should not be the only or ultimate objective. The MDGs can act as a template for moving
out of abject poverty by achieving the eight goals, but overall well-being, protection
of human rights and access to justice are among the other ways to gauge human
development.

9% Such as shippers, packers and transporters.



Box 10: Dragon-head enterprises

These collective, multi-functional centres can be found in China, and
practices are relevant for countries in South Asia. They operate as sites
where producers within a district or region can converge to negotiate
sales and distribute their goods. Usually, these centres are located
along major transport arteries. They can link together to form chains
of industries, to supply to different production activities. Focusing
on local producers and providing a site where they can exchange
information could yield competitive advantages. Over time, these
enterprises could attract investment, as they link centres from the
interior parts of the country to commercially prominent areas, thereby
encouraging infrastructure development and further expansion.
Expansion could build more permanent employment opportunities
(seen throughout Henan and Pudong provinces in China).

Source: UNESCAP (2006)

Producer associations, CSOs and/or government agencies should establish
multi-functional centres as they have proven to be useful sites for pooling
resources, holding training workshops, buying and selling market goods
and providing storage centres, work spaces as well as free or low-cost rent
of capital. Owners of capital would own the means of production but also
benefit from the small rents for leasing capital at low costs.

As a trade facilitation measure, governments either at the national or
district levels should invest in cost-reducing storage and warehouse
facilities in order to ease transportation of perishable agricultural produce.
Taking cues from the Ceylon tea industry, governments could eliminate the
problems associated with intermediary agents by promoting an auctioning
system. These sites operate in ways that build sustainable futures,
potentially adding skills and expertise for small-scale producers; they
offer a hybrid of functions and multiplicity of choices outside normative
business practices.

Domestic, Regional and Global Markets

At the third level, producers engage with the domestic, regional and global
markets. The point of sale offers an opportunity to negotiate the floor
price for agricultural goods (which applies to international markets). While
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certain policy recommendations are specific to the national or international
level, others are intricately linked at both levels.

It is the responsibility of governments to facilitate trade by the elimination
of tariff and non-tariffs barriers, streamline cumbersome administrative
and cross-border procedures, as well as assist small-scale producers to
understand and apply the necessary environmental, health and safety
standards. Moreover, it is the role of governments to improve infrastructure
such as roads, irrigation and energy services. Often corruption within the
region impedes these steps from being taken, thus it must be considered
in various policy strategies. A strong legislative framework is the backbone
to social and economic justice, envisaged through the recognition and
enforcement of human rights treaties, protection of land rights, compliance
to environmental and labour standards, and facilitation of access to justice.
To overcome the problem of market power, governments can enforce
competition and anti-trust laws in order to prevent foreign retailers from
dominating and monopolising domestic markets.

In the market place, government and CSOs could provide seed grants
to domestic food producers, encourage the production and distribution
of locally-grown food and promote farmers’ networks and seed-sharing
practices. Taking into consideration small-scale producers’ supply-side
constraints, governments can promote and develop niche markets. CSOs
at the grassroots levels can assist growers to identify organic products and
develop them for niche markets. CSOs also could advocate to consumers
about the benefits of fair trade and organic goods at the international
level.

Differing standards for Fair Trade or eco-friendly compliance across
countries show the need to have a harmonised labelling system, at least
on a regional level. A standardised system for Fair Trade could make it
easier for producers to comply with standards and thereby better access
international markets.

Cross-border shipments face numerous obstacles in South Asia despite
countries being members of the South Asian Free Trade Area (SAFTA).
Countries can assert their trade interests but take special consideration for
small-scale producers. Methods such as branding or using a common logo
to identify cargo as high-value, Fair Trade or organic perishables, should
be further examined to fast track the cargo in order to surpass lengthy
border delays. Transfer of shipments must be timed appropriately with



border authorities — and a more effective communication system could
be established so that the transporters notify border authorities prior to
arrival. Alternative routes, such as roads primarily for shippers, must be
made available.

The documentation needed for trading in potential organic, Fair Trade
products can be minimised through consolidation. Rather than having an
assembly line of documentation specialists, some costs could be minimised
if there are a number of trained administrators responsible for preparing
the documentation. Building capacity on trade facilitation issues with
relevant authorities and providing training to consolidate the administrative
processes could cut down several hours and lengthen goods’ shelf-life,
which can translate into significant returns for small-scale producers.
Streamlining and consolidating documentation involves intensive training
related to all aspects of the documentation and inspection process.

Box 11: Export Documentation

Export documentation can be made more uniform throughout South
Asian countries, with a potential fast-track process for Fair Trade or
organic items. These inquiries can be included during the final quality
inspection:

° Certificate of Origin and Disclosure of Origin links to Rules

of Origin
° Bill of Entry/visas for the cargo
® Packing list that is prepared pre- and post-shipment needs to

be prepared by the producer then checked by the purchaser
at the final destination

° Shipping bills/invoices
® ‘Consignment’ note/truck invoice

® SPS/Good Manufacturing Practices (GMP) certificates/proof
of other quality controls

) Hazard Analysis Critical Control Point (HACCP) standards
® Fair Trade certification

Source: Based on information from UNESCAP (2006).
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Products for export, such as organic food items or fair trade agricultural
outputs'®, need to undergo financial analysis to estimate their economic
viability —in relation to their demand at that particular season. A closer look
at these costs could fine-tune where to reduce costs, without negatively
impacting human development and sustainable livelihoods (Box 12).

Box 12: Supply chain costs
There are numerous costs along the supply chain:

® Input costs to small-scale farmer/producer
® Packaging
® Labour (cleaning, grading, packing, loading, quality

control)

® Transportation (as seen in relation to strains on rising fuel/
oil costs)

® Storage

® Documentation/accreditation, certification of ‘fair trade’/

‘organic’, inspection
® Taxes and tariffs

Within South Asia, while the majority of countries produce similar
agricultural products, the types of goods are not completely homogeneous.
Avenues for increasing trade within the region should be further examined
taking into consideration the types of goods each country produces and
their comparative advantages. For example, the tariff structures that are
imposed for the neighbouring countries could be examined to improve
market access within the region. Trade facilitation measures start at the
national and feed into the regional levels, which would include reducing
cross-border delays and harmonised and simplified procedures.

At the transnational level, this framework potentially challenges
‘transnational hegemonic forces’ by advocating for compliance with CSR
codes, enforcing labour and environmental standards and promoting gender
equality (e.g. through fair wages, eliminating gender-discrimination).'°

199 Such as processed and canned food, staple items, weaving and handicrafts.

110 Hardt (2001).



Avenues for civil society must be facilitated to hold the corporate sector
accountable (e.g. in efforts to independently monitor MNC conduct); civil
society actors must cooperate with other CSOs that work on different
issues along the supply chain.

Further exploration is necessary to assess available mechanisms at
the international level that can hold the corporate sector accountable.
Accountability will largely depend on CSOs to define, take action and
campaign on these issues, as well as government intervention and
regional cooperation to deter corporate misconduct. The possibility of
reviving an international agency to oversee corporate operations, which
could derive its research and policy work from civil society’s actions, could
be explored.

Incentives to corporate actors for adhering to labour standards and
environmental sustainability could take the form of tax rebates; discounted
services provisions; good publicity or good labelling which could secure
future consumers; rewards to convert their production sites into being
more environmentally-friendly and based on social justice; and provision
of grants to recycle waste in food processing (to use as bio-fuel, thus
reducing costs) or to use environmentally-friendly methods throughout
the production process.

South Asian countries that are WTO Members (e.g. Bangladesh, India,
Maldives, Nepal, Pakistan and Sri Lanka) or in the process of acceding
(e.g. Afghanistan and Bhutan) should make full use of intellectual property
flexibilities under TRIPS. Countries should avoid implementing patents
on all life forms and instead engage in cautious, selective patenting
procedures under strengthened national laws; use of IP flexibilities must
be encouraged within the international trade arena. Countries should also
explore the option of Gls to protect their biological plant resources as well
as to promote low-volume, high-value niche goods that are specific to
their territories. Proposals to expand Gl protection from primarily wines
and spirits into a range of other products must be examined closely. In
addition, countries must specify access and benefit-sharing features, as
well as ethical consultation guidelines within national legislation.

With socio-economic, just policies, rooted in fair trade, small-scale
agricultural outputs could continue to be a source of employment that
enhance rural living standards. Investing in small-scale agriculture
could potentially impact the rest of the economy. Increased outputs can
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contribute towards countries’ overall food security, as well as act as a
catalyst that drives the rural economy and reduces poverty (Oxfam GB,
2000). Ultimately, if these socio-economic justice initiatives are taken along
the global supply chain, taking note of experiences within cooperatives,
they will result in the formation of constellations or networks with other
sites in this framework, which can operate on par with the transnational
corporate sector.
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GLOBALI SATION AND INEQUALITY:
THE DEVELOPMENT RATI ONALE

By Prashmita Ghosh'"

Abstract''2

In the 1980’s, most of the South Asian nations went through economic
downturns brought on by economic mismanagement and the global
economic slowdown due to the increase in oil prices. Till then, these
countrieswere, on the whole, closed economies following import substitution
policies and economies in which private economic activity was heavily
regulated. Despite some successes in following inward-oriented economic
policies, by the 1980’s the South Asian countries — Bangladesh, India,
Nepal, Pakistan, Sri Lanka were suffering from macroeconomic instability,
a lack of competitiveness and low levels of economic development.

To address the deep economic crisis that had befallen them, the South
Asian countries with the support of IMF and World Bank embarked on a
radical reform process that included a wide range of economic reforms
such as opening markets to foreign enterprises, lowering of import tariffs,
reducing government regulation in home markets etc. This entire set of
policy initiatives was undertaken to promote economic growth and reduce
poverty and inequality in these countries. However, the results of these
trade reforms have been mixed, with a number of these economies failing
to increase their trade volumes, reduce inequality or eradicate poverty.

The paper is researched and written by Prashmita Ghosh, Programme Officer at CUTS
International. The views expressed are personal. The paper draws inputs from the
country background papers and perception survey of select labour-intensive sectors of
Bangladesh, Nepal, India, Pakistan and Sri Lanka. The background papers and (draft)
perception survey reports have been researched and written by project partners in
the respective countries as part of the project ‘Linkages between Trade, Development
and Poverty Reduction’ being implemented by CUTS Centre for International Trade,
Economics and Environment (CUTS CITEE). The project is supported by MINBUZA, The
Netherlands and DFID, UK.

"2 The abstract is written by Prashmita Ghosh, of and for CUTS International. The abstract
draws largely from the project “Linkages Between Trade, Development and Poverty
Reduction”, currently being implemented by CUTS Centre for International Trade,
Economics and Environment. The project is supported by MINBUZA, The Netherlands,
and DFID, UK
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It has been almost two decades since liberalisation has been initiated in
the five i.e. Bangladesh, India, Nepal, Pakistan, Sri Lanka - South Asian
countries. Despite having registered an increase in Gross Domestic Product
(GDP) growth rate, individual country conditions have not improved
when the poor people are considered. Studies revealed that in all the
five countries with economic liberalisation, the countries are economically
stable but the policies could not successfully lead to a decline in the
poverty rate. Urban poverty has reduced to a certain extent and so has
rural poverty, because of increased rural-urban migration with increased
job opportunities in the urban areas. Despite the small percentage decline
in poverty levels, there has been an increase in income inequality and a
widening rural-urban divide.

Economic liberalisation, an important component of globalisation, has
led to a growth in manufacturing industries and services in these South
Asian nations. But agriculture, on which the majority of the South Asian
population are dependent, has been neglected. Though agriculture was
not neglected in Sri Lanka, the agricultural reforms in Sri Lanka benefited
only the large farmers who cater to the agricultural export market. In
Bangladesh and India, agriculture performed poorly and in Nepal and
Pakistan it was a mixed performance for the agriculture sector which is
the primary livelihood for about 60% of the total population in all these
economies.

The impetusto export-oriented growth to keep up with global commitments
outlined in World Trade negotiation agreements and Structural Adjustment
reforms as per World Bank/IMF's guidelines has led to increasing income
inequality between rural and urban population.

The Doha Development Agenda (2001) and Millennium Development
Goals (2000) both emphasised poverty eradication and development for
all through global partnership. But despite all the efforts made by the
governments and the international institutions, the gap between rich
and poor is widening in the developing nations. While some sectors in
South Asian countries like services and manufacturing industries have
been successfully performing after economic liberalisation, the remaining
sectors are still waiting for the results of globalisation to trickle down. For
economic liberalisation to be successful domestic policies play a major
role as effective policies, institutions and inputs are provisioned for in the
domestic policies.



There have been contrasting experiences of economic liberalisation all
over the world. But in South Asia and especially in the subject countries,
the experience has been somewhat similar. Trade liberalisation has been
able to address the problem of economic growth to a certain extent by
increasing annual GDP growth rate in India and Sri Lanka but even then
majority of the people are still grappling with accessibility problems for basic
commodities - food, shelter and clothing where the local government hasto
take the initiative. Conditions are bad in neighbouring Nepal, Pakistan and
Bangladesh also. This paper looks into the growth story of the countries
vis-a-vis the social indicators. In this analysis, the paper concentrates on
the major export-oriented, labour-intensive sectors in these five countries
to explore in depth the impact of globalisation/economic liberalisation on
the development of the country as a whole.
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GLOBALISATION AND INEQUALITY:
THE DEVELOPMENT RATI ONALE
1 Introduction

The definition of globalisation is disputed, but for the purpose of this
paper, | refer to the process of globalisation as the many and varied
social, cultural and economic transfers which take place between and
within countries around the world. Such transfers are not solely a recent
phenomenon, but economic transfers in particular have become the focus
of attention as many developing countries have adopted the paradigm of
growth through economic liberalisation and international trade. This paper
focuses on economic globalisation in particular. Economic globalisation can
be examined in terms of production, consumption and, most importantly,
international trade, which is facilitated by the liberalisation process that is
being undertaken in most developing countries. By liberalisation, | refer to
the opening of economies to let market forces decide the price, demand,
and supply of commodities.

The last two decades have seen major economic policy changes in most
of the world economies. The 1980’s were marked by severe economic
crises in a number of developing countries brought on by economic
mismanagement and a global economic downturn during that period.
These economies, particularly the countries to be studied in this paper;
Bangladesh, India, Nepal, Pakistan, and Sri Lanka, were formerly closed
economies following import substitution policies. The economic crisis and
increased pressure from international financial institutions, the World Bank
and the International Monetary Fund, ultimately led these countries to
move towards more liberalised and open economies. However, economic
reforms and liberalisation did not start at the same time or proceed at the
same pace in these countries.

The economic liberalisation policies, which have been fervently followed
by developing countries to foster rapid economic growth and prosperity,
have resulted in some successes and failures. While liberalisation policies
have accelerated the growth rates in some developing countries and
brought about macroeconomic stability, their impact on poverty reduction
has been depressingly slow and in many countries the income inequality
between masses has been exacerbated.



Growth rates in the five South Asian countries — Bangladesh, India, Nepal,
Pakistan and Sri Lanka - have been rising steadily, especially over the last
five years, averaging 5%. Despite this performance, South Asia is home
to the majority (40%) of the world’s poor. India herself can be divided into
two - one India benefiting largely from the economic liberalisation process
and the other India far from the gains brought about by high, consistent
GDP growth rate. This trend is also evident in other South Asian countries
in a region where income inequality has been traditionally high. Unequal
access to education and other public services, selective access to credit,
emphasis on industries in the urban sector, unequal access to agricultural
land; all these issues have further aggravated income inequality in these
countries, post liberalisation. Economic reforms promoted much needed
economic growth, generated employment and increased incomes for
some, but have not been able to reduce poverty to a great extent and
address income inequality adequately.

This paper attempts to analyse the economic liberalisation process and its
impact on rural-urban income inequality within countries in South Asia.
The analysis is restricted in some cases due to inadequate availability of
supporting data. The paper is structured as follows: there are five sections
outlining the economic conditions in the five South Asian countries. For
each country there is a general economic overview followed by a short
description of some prominent labour intensive export-oriented sectors
in these economies. The analysis follows, aiming to understand the
inequalities persisting in these economies, followed by the conclusion.

2 Reform experiences of South Asian Developing Countries

2.1 Bangladesh

Like many developing countries Bangladesh followed an import substitution
strategy for industrialisation in the 1970’s without any major success.
Following serious macroeconomicimbalancesinthe early 1980’s Bangladesh
adopted a set of policy reforms and a Structural Adjustment Programme
was undertaken under the guidelines of IMF and World Bank. These reforms
were taken to steer the economy from being an import substitution one
to an export oriented economy. Reforms were undertaken in agriculture,
industry, external trade, finance and banking and foreign exchange. The
reforms entrusted faith in the role of market forces rather than in the
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government’s role. The instability of the 1980’s was corrected by the
growth of manufacturing industries especially the Ready Made Garments
(RMG) industry and increased foreign remittances. Increased remittances
from Bangladeshi migrants abroad were instrumental in declining foreign
aid dependence from 7 % of GDP in early 1980s to about 3 % in 2004 and
contributing to more favourable economic conditions. Remittance earnings
contributed around 3.2% of GDP in 1981-82 and 3.5% in 1998-99 (The
Government of Bangladesh, UN Conference, 2001).

From 1990 onwards structural changes began in the Bangladeshi economy.
In 1990, agriculture accounted for 30% of GDP and provided direct and
indirect employment to 60% of the labour force. The manufacturing
sector’s share was around 13%. This trend changed in 1999-2000 when
the manufacturing sector’s share of GDP was 15.4% and agriculture’s
share fell to 25.5% in the same period. However, the percentage of people
employed in the manufacturing sector was around 7.4% compared to
62.3% in agriculture, forestry and fishery in 1999-2000 (Bangladesh
Economic Review, 2004).

Export-oriented RMGwasthe primary driver of growth in the manufacturing
sector. The establishment of the RMG sector in Bangladesh occurred
because of relocation of businesses by East Asian exporters to avoid the
quota restrictions imposed under the Multi Fibre Agreement. Preferential
access to the USA, EU and Japanese markets and abundant labour
supply prepared to work at lower wages led to this industry’s growth in
Bangladesh. The RMG sector has had a profound impact on poverty and
incomes of the poor. In 1985, 0.1 million people were employed in the
RMG sector which grew to about 1.9 million employed in 2005, accounting
for 35% of all manufacturing employment in the country - 80% of whom
were women (Rahman 2004, cited by Razzaque and Eusuf 2007).

Although the RMG sector provides large-scale employment, Bangladesh
is known to be a country with one of the lowest wage rates in the world.
While the low wage rate reflects abundant labour supply, the legal minimum
wage has not increased in this sector in the last 10 years. Minimum monthly
wages for the workers were fixed 12 years ago in 1994. However, it is
often argued that the actual minimum wage rate has increased because
of increased standards of living and inflation. In 2006, there was labour
unrest in the RMG sector for revision of the minimum monthly wage rate.
Growth of RMG in Bangladesh is important, but because of abysmally low
wages, income inequality persists despite the rise in employment. The



export boom of RMG has not trickled down to the masses through RMG
workers because of the low wages, wages so low that labourers often
have to access micro loans just to meet their daily expenditure. Simply
increasing employment is not enough to reduce poverty and inequality.
Currently Bangladesh specialises in producing a large volume of low priced
garments. Commensurate support such as the establishment of technical
institutions, educational institutions, availability of capital, technological
progress will enhance workers’ skill sets which could in turn increase the
production of high value goods. Production of high value goods will mean
higher wages for the workers.

The telecom industry is another promising sector that has registered
phenomenal growth over the last couple of years. The telecom sector
employs well-educated young workers with direct employment levels
standing at around 8-10,000. The cell phone has also given a large
number of people the opportunity to be self-employed by starting phone
businesses and the number of people employed indirectly is around 250-
300,000 (Eusuf, Toufique 2007). The evolution of the telecom sector has
provided new employment opportunities, primarily in urban areas, and has
influenced existing poverty by providing new/more income opportunities
for people. The availability of mobile phones in semi-urban areas has
facilitated business management and cut down transaction costs.

Between 1991-92 and 2000, the proportion of people living below the
poverty line declined on an average by one percentage point per annum.
Poverty incidence in recent years has fallen by 0.3-0.5 percentage points,
but has been accompanied with rising inequality. Bangladesh’s economic
reforms could not reduce rural poverty or reduce income inequality. This
could be because both RMG and telecom are urban-based industries.

2.2 Nepal

Nepal started the economic liberalisation process in the mid 1980s. GDP
growth rates averaged less than 5% per annum during the 1980’s and
1990’s and overall economic growth in the 90’s decelerated owing to slow
agricultural growth. The reform process was at full peak in the early 90’s
to keep pace with the Indian reform era. The Nepalese economy is driven
by two external agents - India and foreign donors, since Nepal is an aid-
dependent country. Issues such as persistence of acute and widespread
poverty, low economic growth rates, lack of improved technology, land and
capital, slowed down the growth process during the reform era. Political
instability in Nepal was also responsible for slow growth rates.
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Incidence of poverty is very high in Nepal, with one-third of the population
below the absolute poverty line, especially in remote areas and excluded
communities. Only 10% of people are in absolute poverty in urban areas
of Nepal, while in rural areas it is 34%. Land constitutes the single most
productive asset for rural Nepalese. But high population growth rates and
inheritance laws have led to land fragmentation and reduction in farm sizes
over the years. Small farm holdings render less income. Moreover, the less
developed regions in Nepal i.e. the mid-western and the far western hill
and mountain regions suffer from low literacy, gender discrimination in
education, high labour intensity in small farms, inadequate infrastructure
and political conflict. All these factors have led to low economic productivity
in these areas.

The positive impact of economic reforms is visible in the non-agricultural
sectors with an increase in the number of business enterprises in urban
areas. The urban centre in Nepal has developed in and around the capital,
Kathmandu. Inequality in Nepal has widened in recent decades with
economic growth led by market forces not delivering distributive justice.
Rural inequality in income distribution has increased faster compared with
urban income inequality between 1996-2004. Further analysis reveals that
economic growth has contributed to a 24.1% decline in poverty whereas
the way income was redistributed exacerbated poverty by 13.2%, thereby
net poverty declined by only 11%. This demonstrates that there has been
less growth amongst the poor compared to the rich class.

Income distribution in urban areas was not a deterrent to poverty
reduction, but in rural areas income distribution posed a deterrent to
poverty reduction by increasing poverty levels as income distribution was
not equal. The rural economy is primarily dependent on agriculture, and
economic reforms did not affect agriculture which remained at subsistence
level. Post-reforms subsidies were withdrawn for micro-credit and fertiliser
that further aggravated agricultural problems and rural incomes.

Two sectors, RMG and the tea industry are discussed in brief here to analyse
two labour intensive sectors. RMG has occupied an important position in
the exports of Nepal. The share of garments in total exports was 17.7%
in 2003-04. The RMG industry in Nepal has some characteristic traits;
the US is the most important market for garment exports, exports are
limited to a few product items, production costs are high, and technology
is outdated.



After 2000, Nepalese garment exports started to decline. One of the main
reasons cited is the preferential market access granted to Sub Saharan
African countries by US under the African Growth and Opportunity Act
(AGOA). Since the USwasthe major market, AGOA proved disadvantageous
for the RMG sector. Secondly, with the abolition of the quota system in
2004, total exports from Nepal have declined. Thirdly, because of a lack
of initiative from government and business entrepreneurs there has been
no upgrading of technology. Since, Nepal's RMG is based on imported
inputs production costs are high, and outdated infrastructure and a limited
range of products further restrict Nepal’s exports. Low labour costs remain
the sole advantage for Nepal. However low labour productivity remains a
hurdle to competitiveness.

Most of the workers dependent on the garment industry are from low-
income families with low skill sets. In the last two years, there has been
a drastic rise in unemployment in the garment sector following the end
of quotas in January 2005. Salaries in garment factories are low because
of reduced production due to the removal of the quota system and the
inability of garment factories to compete in the international market.
Moreover frequent political disturbances within the country have led to
destruction of infrastructure, displacement of labour, and disruption of
development work. Increased domestic conflict has also led to diversion
of financial resources for security provision.

Despite, the internal conflict the tea industry in Nepal has been able
to reduce rural poverty. The tea industry consists of large-scale firms
and small farmers. Post-reforms, the state monopoly on tea production
lessened and with increased private participation, the size of the sector
has increased considerably. In 2000, the Nepalese government passed the
National Tea policy that provided financial incentives and more availability
of land for plantation purposes. The policy also aimed to establish
training centres to enable small farmers to participate in growing tea.
Small farmers’ participation in tea cultivation has increased from 20% in
1994-95 to 41% in 2003-04. The small farmers are now specialising in
production of this cash crop and are using the profits to buy food grains.
Tea farming has given the small farmers a commercial crop and a way
out of poverty. Moreover the growth of small farmers demonstrates that
tea trade benefits are no longer restricted to large farmers but can be
accessed by small farmers with little or no access to capital. Liberalisation
opened up the markets for private participation that drew large numbers
of farmers to cultivate the cash crop tea for economic gains.
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The two industry cases given above show that national policy plays an
important role in generating employment opportunities for people and
to generate income. The garment industry has not been able to scale up
because of lack of supporting government initiatives and international trade
policies. On the other hand, the tea industry benefited with government
support and judicious policy implementation.

2.3 Sri Lanka

Sri Lanka was the first economy in South Asia to open up her market and
initiate the reform process in 1977. The reform measures comprised trade
liberalisation policies, de-control of prices, private sector development,
financial sector reforms and foreign investment promotion. The economic
reforms transformed Sri Lanka to an industrial economy from an
agricultural one. In the early 1990’s the economy grew at an average
of 5.6%. Economic growth became sluggish in the late 1990’s becoming
worse in 2001 when GDP grew by 1.5% in the face of rising international
oil prices and civil conflict within Sri Lanka.

Sri Lanka’s export growth during the 1970’s suffered several weaknesses
which decelerated the growth momentum, including lop sided growth
and inadequate export orientation. Moreover, Sri Lanka’s prime export,
garments, was dependent on imported inputs. Though the garment
industry utilised the advantage of import liberalisation of raw materials
and benefited from heavy inflow of foreign funds, the benefits could
not be availed of by small producers. It was expected that small firms
would contribute to export led growth by being sub contractors to large
exporting firms. However, small firms were unable to establish linkages
with large-scale firms and lost out. In most cases the constraints faced by
small firms were a lack of working capital and knowledge that public and
private sector institutions existed to promote linkages between large and
small firms.

The economic reforms of 1977 had adverse consequences on the poor
through direct impacts on employment. This can be attributed to a
collapse in the supply of government-subsidised inputs as part of the
government’s policy to withdraw producer subsidies and release control of
prices. In addition, privatisation led to the closure of state owned inefficient
textile mills that provided employment to a large number of people. The
rapidly expanding manufacturing sector was not able to absorb the huge
number of rural labourers displaced due to the closure of the state owned



enterprises (SOEs). The curtailment of formal employment opportunities
in the organised sector caused workers to be employed in unstable
wage employment with non-regulated working conditions. Almost all
the workers employed in small-scale industries and in large public sector
mills belonged to the low income segment in the country and had less
resources and lacked dynamic working skills to enable them to adjust to
new employment opportunities within the export oriented RMG sector.

In the post-reform period employment opportunities were created,
including migration of Sri Lankan nationals to the Middle East, employment
opportunities in the government’s public investment programme, and
an increase in military recruitment. Despite the various employment
opportunities, reforms impacted the rural people employed in carpentry,
handloom, coir work, etc. The national poverty headcount ratio showed
a modest decline from 26.1% in 1990-91 to 22.7% in 2002, but during
this period the poverty gap between the urban sector and the rest of the
country widened. Urban poverty halved, but rural poverty declined by only
5%, and there was a significant increase in poverty in the tea plantation
export sector (50%) because of declining tea exports.

From the mid 1990’s rural poverty declined slightly because of a recovery
in the agricultural sector. The Western province of Sri Lanka, which
contributes 50% of GDP, has the lowest rates of poverty thereby reflecting
regional disparity in poverty incidence. The areas surrounding the capital,
Colombo, in the Western province have high growth rates and poverty
headcount rates stand at 11%, less than the national poverty rate of
23%. However, this percentage masks the fact that the highest absolute
number of people living in poverty are found in the Western Province due
to the high number of people living there. The overall poverty headcount
ratio has remained fairly high although some progress has been made in
reducing absolute poverty levels. Inequality increased by almost 24% for
the country as a whole between 1990-91 and 2002, including an increase
of 19% in the urban sector and 30% in the rural sector.

Sri Lanka experienced accelerated economic growth rates despite
continuous conflict within the country after the 1977 reforms. Trade reforms
promoted the export oriented garment sector, and the rural handloom
sector collapsed and rural people could not access the employment
opportunities of the export-oriented garment sector to the fullest extent.
A growing manufacturing industry and the revival of the tea industry have
created lot of employment opportunities for people, however, outside the
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Western province more opportunities for setting up businesses need to be
explored to ensure more equitable growth.

2.4 Pakistan

Pakistan’s economic growth was quite impressive between the 1960’s
and 1980’s, with the economy growing at 6% per annum. However, in
the second half of the 1990’s the growth rate declined to 4% . Whereas
poverty levels declined in Bangladesh, India and Nepal by 9%, 10% and
11% respectively over the last decade, poverty increased in Pakistan by
8% (Devarajan and Nabi 2006). The economic slowdown was contingent
on external factors such as trade sanctions and severe droughts. Pakistan
began its tariff liberalisation in 1987-88. Exports grew at 5.6% compared to
8.5% in the 1980’s. The tariff reforms were not able to stem the slowdown
in export growths, but from 2000 onwards Pakistan’s GDP has been posting
a higher growth rate with an average of 6.5-7% between 2002 and 2005.
Agriculture grew by 7.6%, services by 7.9%, and manufacturing by 12.5%.
The electronics, automobiles, paper and paperboard and fertiliser sectors
performed well. However, traditional industries, such as cutlery, were left
behind.

Despite accelerated economic growth rates, poverty levels in Pakistan
have stayed high. Between 1990-91 and 2000-01 overall poverty increased
from 26.1% to 32.1% (Akhtar 2006). There are regional disparities within
Pakistan, for example in Punjab province (the most industrialised province
in Pakistan) districts in the North with better infrastructure and higher
education standards have a higher level of development than the Southern
districts. Similarly, an unequal growth pattern is also observed between
industries such as the cutlery and telecom sectors.

The cutlery sector is based in the Punjab province and is a traditional
Pakistani industry. The industry is small and medium (SME) scale in nature
and provides employment opportunities for people in semi-urban areaswho
are semi-skilled. Tough competition from China and lack of technological
progress are factors hindering development of this traditional industry.
Reduction of customs duty led to massive Chinese cutlery imports that
affected local production. The cutlery sector is based in Punjab province
where other manufacturing industries such as textiles, sports goods and
electrical appliances are posting high growth. This aspect of unbalanced
growth increases inequality among the masses.



Post liberalisation, the telecom sector has performed well. In 2004 the
government declared the telecommunication sector a priority area for
employment generation and poverty reduction. 333,939 (Asian Institute
of Trade and Development 2007) job opportunities were created and
further indirect employment will be generated through franchises, vendors
and distributors. The telecommunications industry in Pakistan has come a
long way and continues its journey towards transition from state-owned
monopoly to a liberalised competitive structure at multiple levels including
policy, regulation, competition, privatisation, and social development
goals. It will take some time for the benefits of this transition to trickle
down to the masses.

While the manufacturing and services sectors are growing at 8.6% and
8.8% respectively, agriculture, the mainstay of Pakistan’s economy grew
at only 2.5% in 2005-06. Pakistan’s growth is driven by high growth rates
in the manufacturing and services sectors, but agriculture, on which the
majority of people are dependent, is lagging behind because of low growth
rates compared to the number of people dependent on the sector.

Studies show that manufacturers and exporters of cotton products,
rich and upper middle-income groups, large and medium scale farmers
engaged in rice and cotton cultivation, are gainers from the reforms.
The losers are the lower middle-income families, small and petty traders,
unskilled labour in the informal sector and subsistence farmers in the rural
areas. Recently, increased spending because of higher average household
income in the middle classes has led to food price inflation. This in turn
has led to reductions in real income and has affected the lower income
classes the most. Between 2001-05, urban inequality increased faster
than rural inequality. Urban areas are more diversified with respect to
skills, education, training etc., factors which aggravate inequality.

2.5 India

India is one of the major South Asian countries and the growth process
in India will have significant impact on the economic development of the
region as a whole. Despite experiencing steady, consistent growth over
the past few years, India has been unable to address the problems of
poverty and income inequality. Like her other South Asian neighbours,
India had an inward looking economic policy post-Independence. With
the economic crisis of 1991, the Indian government had the opportunity
to make major macro-economic policy reforms, removing the restrictive
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controls of state monopoly and promoting private enterprise. However,
the agriculture sector was not liberalised in 1991.

The economic reforms did bring positive results in terms of higher
economic growth, an expansion in exports, increase in GDP growth rates
from 3.5% (so-called Hindu rate of growth) to 5-6% in the 1980’s and
1990’s, touching an all time high of 8.2% in 2003-04.

Agricultural growth post-1991 has been disappointing with growth rates
struggling to climb above 2-3%, compared to an average growth rate
of 3.8% during the 1980s. However, performance has varied across the
various agricultural sectors; rice, sugar and wheat production has increased
but the cotton sector is struggling to maintain production and quality in
the face of increased import competition. One of the worst affected crops
after agricultural liberalisation is oil seeds.

The inward looking policies present until the mid 1990’s ensured that
India was self sufficient in oil seed production. This policy along with
doubling the output and stabilising oil seed production in the country, led
to diversification and the production of new crops such as soya bean, and
sunflower as well as of rapeseed - mustard and ground nut. Due to some
limitations such as restriction in interstate movement and low capital
base (most of the producers were small), the industry could not take
full advantage of the import substitution policy. When the government
reformed the agriculture policy in 1994-95 the oil seed sector was impacted
negatively by the opening of markets for oil imports. Consumers benefited
from cheap imports of palm oil, but the small inefficient producers could
not withstand the inflow of cheap oil imports and went out of business.

From being self sufficient in oil seed production and also a major exporter
in the 1990’s, India became the largest importer of oil seeds in the world.
In the survey conducted (Pahariya 2006) in the oil seed producing districts
of Rajasthan it was found that farmers’ earnings were very low and 60%
of them lived below the poverty line. The policy measures taken at the
national level to keep in line with international agreements have led to
both winners and losers. To keep up with the commitment of farm reforms
made by India in 1995, Indian consumers gained from cheap oil. Prices
have declined in the market, but the farmers have lost.

This section tries to address the situation of inequality within India. Post-
reform growth has been unequal in India. Economic reforms are expected



to accelerate growth rates and play an important role in alleviating
poverty and help the population at large to achieve a minimum standard
of living. Growth rates increased but the 1990’s saw a slowdown in rural
employment growth and a slowdown in growth momentum in rural non-
agricultural activities. These affected rural poverty and aggravated rural-
urban disparities. The widening rural/urban poverty gap has coincided
with widening inequality in urban expenditure between different groups.
The per capita expenditure of the top 30% increased at 3.31% per year,
while that of the bottom 30% increased at just 1.70%.

In the 1990’s rural inequality was on the decline. Improvement in real
wages with growth in agriculture supported a considerable part of the
population. Growth in the food processing industry led to growth in
agriculture. Apart from agricultural growth there have also been poverty
alleviation programmes run by the Indian government. However, despite
these efforts growth is concentrated only in specific regions, thereby
giving rise to regional disparity that seems to be widening with time. Bihar
and Uttar Pradesh are the two largest and poorest northern states with
25% of total population and per capita GDP in 2002-03 less than half the
national average (Devarajan and Nabi, 2006). Rural poverty declined in
the agriculturally prosperous states of Punjab, Haryana and the Southern
states. Some of the better off states such as Maharashtra, West Bengal
and Gujarat also have a high share of rural poverty. Apart from inter-state
poverty differences, there is also a relatively higher share of rural poverty
among the backward communities of India. The tribal communities are
a deprived group among Indian citizens, lacking ownership to assets
required for livelihood such as land, capital and livestock. Moreover lack
of educational facilities, inability to access information on commercial
activities etc. push them further towards penury.

The reforms have increased the growth rate of Indian economy, led to
increasing opportunities and increased competition and in turn led to
higher incomes for educated people. The urban centres are flourishing
with a variety of job opportunities for the educated youth, but the
reforms have not addressed the livelihood concerns of the uneducated,
unskilled populace. In fact employment elasticity in the 1990’s reflects
the deceleration of employment growth in this period, while GDP growth
continued to accelerate. Much of the slowdown in total employment growth
was due to development in two important sectors; agriculture including
forestry and fishing and community social and personal services. These
sectors, accounting for almost 70% of total employment, experienced no
growth in employment in the period 1993-94 to 1999-2000.
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The following section outlines the inequality aspects in these five South
Asian countries and tries to understand the possible reasons behind
increasing inequality despite a high rate of economic growth as a result
of liberalisation.

3 The I nequality Dimension

Experiences in the South Asian countries have been similar; traditionally
these economies had high levels of rural, uneducated poor people with little
or no assets. Over the last two decades these economies have struggled
to accelerate growth rates. Internal conflicts, wars across borders and
the traditional problem of a massive rural populace are slowing down the
growth process.

The distribution of the benefits of rising economic growth rates have been
extremely skewed. As pointed out in the World Bank Report on Economic
Growth in South Asia,

“Poverty is not just endemic, but increasingly concentrated
in particular, lagging regions. Not only are these regions
poorer, but their growth rates are substantially slower than
the better-off regions.”

In India increasing income and regional inequalities have become more
acute and inequality has caused social and political instability. It is difficult
to pinpoint the reasons for this inequality. Employment generation avenues
have increased, as in Bangladesh, employment has increased as have
export revenues, but increased revenues have not been translated into
income distribution justice.

Shifts in the labour market, rising migrant remittances and demographic
effects may have been responsible for the recent rise in inequality. Over
the years, there has been a decrease in labour’s share of total income
vis-a-vis the capital share. This is evident from the declining share of
agriculture. The majority of the people in the five countries are dependent
on agriculture but the share of agriculture in GDP is declining over the
years as manufacturing industries and services are gaining prominence.
In India for example, around 60% of people are dependent on agriculture,
whereas agriculture currently contributes only around 20% of GDP.



What are the possible reasons for this increasing inequality? A major
reason for rising inequality is the unbalanced growth in these economies.
The growth pattern in these economies can be described as pocketed
growth, where specific areas are benefiting from the rapid growth in
certain economic activities. Economic activities tend to be concentrated in
and around urban areas where educated people are benefiting from gains
in incomes. The rural poor in South Asian countries are characterised by
a number of common general, economic and social factors; lack of access
to land, capital and equipment, low levels of education, lack of timely
information on market opportunities etc., all of which prevent them from
accessing economic opportunities.

The income inequality that has been discussed in this paper can be
attributed to different employment activities which are linked to education
and skill sets, i.e an educated person in a skilled manufacturing job will
get paid more than an unskilled farm labourer. The poor find it difficult
to improve their skill sets because of a lack of capital, opportunities etc.
This type of poverty could be aided by constructive steps by governments
such as building educational institutions, developing infrastructure so
that people remain well connected, giving easy access to inputs such as
credit, equipment etc. to help the farmers raise productivity and income.
Infrastructure development is vital for sustained economic development in
far flung areas such as the mountainous areas in Nepal and remote areas
in India which are unable to develop due to lack of proper connectivity
with the developed regions.

As growth takes place, because of adjustment costs such as labour
displacement etc., there will initially be a temporary rise in inequality.
With the increase in manufacturing industries and the services sector, and
the ever increasing demand for land there will be land transfers. These
transfers for development might lead to labour displacement if farm lands
are taken away. Temporary labour displacement is an inevitable adjustment
in the economic development process and may cause more inequality as
displaced labour may be unable to find jobs in the interim period. This can
be addressed by government initiatives to develop labourers’ skills, develop
educational, vocational institutions, etc. Although governments are keen
on infrastructure development and employment generation schemes for
poverty eradication, such schemes will only succeed if the opportunities
are available to those who need them most. In many cases such schemes
are not accessible to the poor because of a lack of information.
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Comparison is often drawn between the growth rates of South Asia and
East Asia. It is opined that if South Asian countries attain the growth rates
of East Asian countries poverty could be reduced to a greater extent. East
Asian growth rates were driven by high growth of the manufacturing sector
supported by infrastructure facilities and a skilled labour force. East Asian
countries made massive investments in technical education to develop
this skilled labour force, supported by investments in infrastructure such
as power and telecommunications. East Asian growth was boosted by all
round investments in education, training, infrastructure, etc. Investments
are being made in South Asian countries but they are concentrated only
in certain geographical areas where economic development is already on
the way.

There are a number of reasons behind the persisting inequality in South
Asia despite the sustained moderate growth rates of these countries.
Most of the reasons are traditional and structural. These have to be
addressed first. Currently the growth is driven by expansion of urban
areas. Economic growth initiatives have to begin in the rural areas, only
then will the rural population benefit. East Asia’s growth story was driven
by simultaneous surplus labour shifts from agriculture to manufacturing
as reforms progressed. In the South Asian case, surplus rural labour shifts
to the manufacturing industry or semi-skilled sectors have not happened.
This may be because of governance issues as well as a lack of adequate
infrastructure leading to delays in labour shifts, thereby aggravating
income inequality.

4 Conclusion

South Asian countries attained a high growth level over the past decade.
To continue at a steady pace certain common initiatives have to be taken
by the countries. Wherever there is a successful growth story in South
Asia, such as the telecom sector in Pakistan or RMG sector in Bangladesh,
it is because of a sustained government initiative in framing growth-
promoting policies and developing supporting institutions. Growth of any
sector is dependent on a number of supporting institutions, starting from
the basic raw material stage to the time it reaches its destination consumer
or country. In this regard, lack of any input, be it in the form of foreign
exchange restriction, poor and stringent labour laws, or unavailability of
electricity, will hinder the growth process.



One major point that comes out of this study is that, whether it is the
garment industry in Nepal or the oil seed sector in India, the sectors that
have been negatively impacted after trade liberalisation could not cope
because of a lack of institutional support which has to be provided by the
government. Given the huge labour supply in these South Asian countries
that can be recruited at low wages, government initiatives should be
aimed at generating sectors or boosting existing sectors that can generate
employment. It is vital that efforts are made to ensure that increasing
income inequality does not counter pro-growth initiatives. Massive
investments have to be made by governments and private entrepreneurs
in the areas of education, health services and infrastructure so that the
vast resource of labour can be transformed into valuable human capital
and usher in development for the region as a whole.
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