Chapter 6
PRICES AND WAGES

6.1 Prices

Though the economy experienced a rising trend in
consumer prices throughout 2001, due to the combined
effects of multiple factors predominantly related to the
supply side, the demand pulled inflationary pressure was
contained by a tight monetary policy stance which permitied
only a moderate monetary expansion. In the meantime, a
vicious circle of a wage price spiral was also averted by a
less than full adjustment of wages in the private sector to
rising prices.

Price developments in 2001 marked a continuation of
the rising inflation that began in mid 2000 following on a
continuous gradual decline since late 1998. The inflation
rate, by the end of the year, was the second highest over
the last decade. The accumulated impact of a myriad of
factors contributed to this development. Among them, the
prominent factors were the following: temporary weaker
supply conditions due to a prolonged drought, the direct and
indirect effects of administered price adjustments in late
2000 and in 2001, international price increases of some key
consumer and intermediate goods imports, currency
depreciation, imposition of an import surcharge of 40 per
cent on most items since mid February and the adjustments
in open market prices to cover increased costs of
production. Although prices of certain food items dropped
in some months following the usual seasonal patterns, albeit
to a lesser extent, their impact was swamped by the rising
trend of price increases due to other factors.

Price increases in 2001, in contrast to the developments
in 2000, were mainly due to the deleterious factors affecting
domestic production and supply. In the year 2000, domestic
food production expanded and contributed favourably to
maintain price stability by dampening the mounting pressure
on domestic prices emanating from import prices.
Conversely in 2001, a drop in the domestic production of
staple food items was a major factor that fuelted inflation.
Paddy preduction, which recorded a bumper harvest in the
previous year, fell by around 6 per cent in 2001, leading
to a price increase of around 13 per cent for paddy by the
end of the year. The control of rice imports thro.gh an
import licensing system disrupted market forces.
Accordingly, the prices of all varieties of rice were higher
compared to the previous year. Rice prices reached record
high levels towards the end of the year, reflecting delays
in allowing imports to fill the shortage in the domestic
supply. Coconut recorded a drop of around 10 per cent in

production and a consequent price increase of around 14
per cent, in contrast to a production increase of 9.5 per cent
and a price drop of 25 per cent in the previous year. High
impett duties on substitutes of coconut oil such as vegetabie
oils discouraged the substitution shift of demand and
exerted further pressure, thereby allowing coconut prices to
increase sharply. Unfavourable weather affected the
production of mest varieties of low country, and some
varieties of upcountry vegetables. The impact was reflected
in vegetable prices, which were significantly higher in 2001
compared to the previous year and, in certain cases, against
reductions in the previous year. Prices of subsidiary food
crops too were higher than in the previous year due to low
production. As in the previous year, fish prices rose in
2001, following a drop of around 4 per cent in production
due to distuptions to fishing activities,

Increases in administered prices during the year, though
to a lesser degree than in the previous year, of essential
food and non-food consumer goods and intermediate goods,
contributed to rising prices in 2001 as well. The spillover
of the administered price increases of prime intermediate
goods such as petroleum products towards the end of the
previous year too had a significant impact on price

TABLE €.1
Annual Average Price Changes (%)

YEAR CCPI GCPI CDCPI WP GNPD GOPC
1940 261 - - 337 18.2 181
1981 8.0 - - 17.0 206 206
1982 10.8 - - 55 102 99
1983 14.0 - - 25.0 147 4.6
1984 16.6 - - 256 17.4 171
1985 1.5 - - 152 08 09
1986 8.0 - - 2.9 55 58
1987 77 - - 13.4 638 6.7
1988 14.0 - - 17.8 15 1.5
1989 116 - . 9.0 9.7 96
1990 2.5 248 - 222 20.0 200
1991 12.2 1.5 - 9.2 1.2 11.0
1992 114 94 - 8.8 10.0 10.0
1993 n.7 9.4 - 7.6 9.5 95
1994 8.4 4.8 - 5.0 9.4 93
1995 7.7 39 - B8 84 84
1996 159 14.7 - 205 12.2 121
1997 96 71 7.4 6.9 B.7 86
1998 9.4 6.9 73 6.1 8.4 8.4
1999 47 38 38 0.3 4.4 4.4
2000 6.2 3.2 36 1.7 6.7 87
2001 14.2 11.0 103 "y 12.9(a} 13.0{a)
{a} Provisional Sources:  Department of Census & Statistics

Central Bank of Sni L.anka

Central Bank of Sri Lanka Annual Report - 2001

125



Part |

Chapter & — PRICES AND WAGES

TABLE 6.2
Administered Price Revisions in 2000 and 2001

Iem Unit Ptice before Change Price after Change  Absolute Changs % Change Date of Revision

Price ravisions in 2000

Bread 450 gm. (Loaf) 9.00 7.50 «0.50 6.3 o1/07/00
Bread 450 grn. {Loal) 7.50 B.50 1.00 133 28/M11/00
Bus fare (CTB) per section {a} 200 3.00 1.00 50.0 17106100
Cigarettes (Gold Leal) per cigarette 6.00 6.50 0.50 83 11/05/00
Cigarettes {Gold Leaf) per cigaretie €.50 7.00 0.50 7.7 17111500
Coconut arack 750 ml, 250.00 260.00 10.00 40 11/05/00
Coconut arrack ’ 750mil. 260.00 270.00 10.00 39 1910/00
Diesel 1M 13.20 16.20 .00 227 OvA02/00
Diesel 10 16.20 19.50 3.30 204 0612/00
Diesel 1 Hr. 19.50 21.50 2.00 10.3 16111/00
Diesel 1. 21.50 24 50 3.00 14.0 28M12/00
Electricity (domestic-first 30 units) unit 2.20 240 0.20 9.1 A08/00
Furnace oil 500 seconds 1 tir. 7.80 10.80 3.00- - 385 12/06/00
Fumace oil 500 seconds 1 Mtr, 10.80 14.40 3.60 333 171100
Furnace oil 500 seconds 1 kr. ) 14.40 15.90 1.50 10.4 2712100
Kerosene 1 ltr. 10.40 15.40 500 481 0710200
Kerosene ’ 1 ltr. 15.40 17.40 200 120 1611700
Kerosene 1 |tr. 17.40 18.40 1.00 58 2812100
L.P. gas {domestic) 12.5 kg.{b) 335.00 365.00 30.00 9.0 Q7402100
L.P. pas {domestic) 12.5kg. 365.00 470.00 105.00 288 01/06/00
L.P. gas {domestic) 12.5kg. 470.00 509.00 39.00 8.3 28112000
L.P.gas (economy) 37.5kg. 1603.13 1850.87 247.74 15.6 15f11/00
Wheat flour 1 Kg. 17.95 14.95 -3.00 -16.7 01/07/00
Wheat flour 1Kkg. 14.95 16.95 200 134 20/11/00
Price revisions in 2001 i :

Bread 450 gm. (Loaf) B.50 9.00 0.50 5.9 26M10/01
Bus fare fare unit 5.00 6.00 1.00 20.0 07/02101
Bus fare fare unit 6.00 7.00 1.00 16.7 070301
Bus fare fare unit 6.50 7.50 1.00 15.4 07/04/01
Coconut Arcack 750 mi. 27000 280.00 10.00 37 (204101
Diesel 1 itr. 24,50 27.50 00 122 16/04/01
Diesel 1 Hr. 27.50 26.50 -1.04} 3.8 320
Etectricity (Domestic) 25% Fuel Adjustment Surcharge.for all units used o 01/03/01
Fumace oif1000 seconds 14 14.60 16.50 1.90 13.0 16/04/01
Fumace oil1 500 seconds 1 Hr. 14.00 1580 1.80 129 16/04/01
Furnace oil 3500 seconds - 1 Itr. 12,40 1410 ' 1.70 137 16/04/01
Kerosene 10 18.40 19.40 1.00 54 16/04/01
Kerosene - 1) 19.40 17.40 -2.00 -10.3 1611/
Lion Lager 25ml. 50.00 55.00 500 10.0 G403/01
Water fixed charge 35.00 40.00 5.00 14.3 18/01/01
Water first 10 unéts free 10.00 18/01401
Water next 15 units 48.75 60.00 11.25 231 18/01/01
Water next 20 units 62.50 85.00 22.50 36.0 18/01/H
whe_at fhour| Prima) 1kg. 15.00 18.00 3.00 20.0 2812/

{a) Lowest bracket

Source: Central Bank of Sri Lanka

(b} Weight of the L.P gas cytinder (domestic) was reduced by (.5 kg. with effect from 27.01.2000.

increases, especially during the early part of the reference
year. Within the last two months of 2000, the price of
diesel was raised by five rupees per litre, an increase of
26 per cent, which was the required adjustment to cover
the increase in the cost of production. During the same
perod, prices of kerosene and LP gas were raised by 19
per cent and § per cent, respectively. Continuation of higher
prices of crude oil led to a further upward price revision
of diese! and kerosene in the early part of 2001. Though
international oil prices dropped towards the latter part of
the year, accumulated losses of the previous years did not
permit a comimensurate reduction in domestic prices to
pass the entire benefit of low prices over to the consumer.
However, some reduction was made in the prices of

kerosene and diesel in mid November and end December,
respectively. The imposition of a fuel surcharge on the
electricity tariff due to the increase in thermal power
generation with the falling capacity of hydro power
generation, along with price revisions of bus fares, water
supply, alcoholic beverages and some varieties of milk foed,
- also intensified the pressure on prices.

Along with some pressure from the external secior on
~domestic prices through international commodity prices and
currency depreciation against the US dollar of around
eleven per cent from December to December, the imposition
of specific duty rates and surcharges on imported items
exerted further pressure on domestic prices.
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All available measures of price movements reflected the
rising trend in prices throughout the year. The Colombo
Consumers’ Price Index (CCPI}, the official index of consumer
price inflation, computed and published by the Department of
Census and Statistics (DCS), and covering low income
households in the Colombo Municipal area, registered an
annual average increase of 14.2 per cent for 2001. This increase
is significant when compared with the corresponding increase
of 6.2 per in 2000 and 4.7 per cent in 1999. The Greater
Colombo Consumer Price Index (GCPI), an alternative
measurement of the aggregate price level with a broader
geographical coverage than the CCPI, registered an annual
average increase of 11 per cent compared to the corresponding
increase of 3.2 per cent in the previous year. The Colombo
District Consumer Price Index (CDCPI) too, another measure
of the aggregate price level computed by the Central Bank of
Sri Lanka (CBSL) with an even wider geographical coverage
than the GCPI, registered similar price developments as the
other two indices. The annual average increase of the CDCPI
was 10.3 per cent in 2001 as against the comresponding increase
of 3.6 per cent in 2000. The above three indices measure the
retail price movements of consumer items and are each
confined to a selected consumption basket. The Wholesale
Price Index (WPI) measures the price movements at primary
market level and covers both intermediate and investment
goods in addition to consumer items. The price developments
indicated by the WPI were also consistent with those reflected
in the consumer price indices. The annual average increase of
the WPI was 11.7 per cent for 2001, compared with 1.7 per cent
in 2000. The GDP deflator, a more representative indicator of
overall price movements as it covers overall economic activity,
too reflected the price developtnents indicated by all other
indices. The GDP deflator registered an increase of 13 per cent
in 2001 compared to its increase of 6.7 per cent in the previous
year,

Colombo Consumers’ Price Index (CCPI)

The CCPI registered an annual average increase of 14.2 per
cent in 2001. The index started its rising trend in May
2000 and continued throughout 2001. The point to point

change of the index, which measures the change in the
index in a particular month compared to the comresponding
index value of the previous year, marked higher increases
for the reference year than for the previous year in afl
months. The point to point increase ranged from 10.8 per
cent to 16.6 per cent in 2001 compared to the range of 0.3
per cent to 10.8 per cent in 2000. This trend indicated that
price pressure prevailed throughout the year. Among the sub
indices of the CCPi, the Food sub index registered the
highest annual average increase of 15.2 per cent. The
cotresponding increase of the index in the previous year
was 4.5 per cent. The Fuel and light index, which registered
the highest annual average increase of 18.6 per cent in
2000, mainly due to administered price increases of
kerosene, increased at a relatively high rate, 14.3 per cent,
due to successive administered price increases in 2001 too.
The sub index for Miscellaneous items too indicated a
similar pattern to the Fuel and light sub index due to
inclusion of items whose prices were raised administratively
in both 2000 and 2001. It registered an annual average
increase of 11.7 per cent in 200} as against 9.6 per cent
in 2000.

The Food sub index, which has a share of around 62
per cent in the representative consumer basket of the index,
contributed to around 77 per cent of the overall price
increase in the reference period. The corresponding
contribution of the sub index in the previous year was
around 52 per cent. The contribution of the Fuel and Light
sub index, which was unusually high at 21 per cent in
2000, was 8 per cent in 2001. The sub index on
misceilaneous items, which contains such items as transport,
heaith care, betel, arecanut, liqguor and tobacco, contributed
to around 14 per cent of the overall price increase in 2001,
compared to the cotresponding contribution of 26 per cent
in 2000. The two sub indices of Fuel and light and
Miscellaneous items are relatively more sensitive to price
changes related to the external sector, due the inclusion of
imported items such as petroleum products and medicines
in those indices. The Food sub index is dominated by

TABLE 6.3
Colombo Consumers’ Price Index (1952=100)

Average Index Annual Average Point to Point Percentage Contribution
Percentage Change Change 10 Increase in (%)
itemn Weights . _— : :
2000 22003 2000 ﬁatxﬁa L Dec'00 2000 001
Al > : :
All items 100.0 2,539.8 i 6.2 2 108 100.0
Commodity -wise £
Food 61.9 28158 ¢ 4.5 2 97 52.4
Clothing 9.4 8729 8096 1.1 27 0.6
Fuel and light 43 46609 =i Jirke 18.6 7.4 21.0
Rent 57 109.8 - - .
Miscellaneous 18.7 28024 96 108 26.0

—ml& S "&
Source: Department of Census & Statistics.
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domestically produced items such as rice, coconut, fish and
vegetables. Hence, the movements in that sub index are
more affected by changes in domestic production. The drop
in domestic agricultural production was a significant feature
in 2001, and a reversal of what was experienced in the
previous year. Accordingly, the price increases related to
domestic production were dominant in the reference period.
The contribution of the Clothing sub index to the overall
price increase was negligible at | per cent. The Rent sub
index did not have any impact, since it is historically fixed.

Greater Colombo Consumers’ Price Index
(GCPI)

The GCPI registered an annual average increase of 11 per
cent in 2001. The Food and drink sub index, with a share
of around 69 per cent, increased by 11.3 per cent in 2001
compared to a marginal increase in 2000. The highest
annual average increase of 21.5 per cent was registered by
the sub index of Transport and communication, which has
a relatively lower weight. In 2000 too, this sub index
registered a high increase. The administered price increases

Lk b pe s g e

ST shiv

in bus fares in both years was the main reason for such
behaviour. The sub indices en Fuel and light and Liquor,
tobacco, betel and arecanui indicated pattems simitar to the
Transport and communication sub index for reasons similar
to those discussed for the CCPL. The sub indices of
Personal care, health services and household goods and
services, Miscellaneous items and Clothing and footwear
registered relatively higher increases in their annual
averages in 2001 than in 2000, These changes indicate the

[ ; Chart ¢ imen ! impact of subsequent price adjustments of such items to
I" s pr AT chlg?gii% 5t Price Index: ciad  rising costs of production since mid 2000, The Housing
[t SO0 < sub index, which has a fairly high share of around ¢ per
|g§ o cent, did not have any significant price increase in either
& 3/\/,\,_/—— 2000 or 2001. The registered increase was marginal.
o= :
Gy _ i  Colombo District Consumer Price Index
= "]
R | | (CDCPT)
200 T h - i . .
= ! o Z The CDCPI registered an annual average increase of 10.3
/. 1999 — —2000 2001 b per cent for 2001. The Foo_d index, which is more sepsjtive
2 m 3 to domestic supply conditions and weather conditions,
27 ) F M A M J 4 A & 0 N D} . .
: Month : registered an increase of 11.8 per cent, when compared to
B TR i e e e T s T et SR a marginal increase in the previous year. As with the CCPI
TABLE 6.4
Greater Colombo Consumers’ Price Index {January to June 1989=100)
Annual Average Paint Yo Point Percentage
ltem Weights Average Index Percentage Change
2000 TTIB06E 2000 erignoiors
All items 1000 2520 2795 ¢ 32 e
Commuodity wise : : e =
Food and drink 63.3 260.8 SN0 g 14 piEseig oy
. Liguortobacco . T : i
and bete) and arecanut as 396.1 i 130 SEhimiinees
Housing 89 110.2 Sih Ry e 0.1 g
Fue! and light 5.4 280.4 SR 146 ianiniadgs
Clothing and footwear 28 ° 2508 LDBTE 20 L
Personal care and ’ Siisits
health services, household i
goods and services 49 266.7 800 33 e
Transport and communication 2.8 246.1 20901 204 Pt DT
Miscellangous 21 2006 FRannosE 12 s i R s
Source. Department ol Census & Statistics.
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and GCPI, the increases in administered price of certain
items in 2001 that followed similar increases in 2000, led
to some sub indices registering annual average increases
closer to the respective increases in the previous year. Such
indices are Fuel and light, Liquor, tobacco, betel and
arecanut and Transport. As with the GCPI, Clothing and
footwear, Personal care and health care, Education and
recreation, and Miscellaneous items registered higher price
increases in 2001 than in 2000,

The CDCPI too indicated the shift in importance of the
contribution of different sub indices in 2001 compared to
2000. The Food sub index, which has a share of around
39 per cent, contributed to around 66 per cent of the overall
price increase. The corresponding coatribution in the
previous year was around 28 per cent. The sub indices of
Fuel and light, Liquor, tobacco, betel and arecanut and
Transport, which contributed significantly in 2000, had
relatively low contributions in 2001

Wholesale Price Index (WPI)

The WPI measures the price movements at the primary
market level and can be used as an indicator of future price
movements. The WPI registered an annual average increase
of 11.7 per cent in 2001 compared to 1.7 per cent in 2000.
This trend was consistent with the trends indicated by the
consumer price indices discussed earlier in this section. All
sub indices of the overall index recorded increases in 2001,
in contrast to 2000, where marginal declines were recorded
by some sub indices, including the Food sub index, which
has the highest share of around 68 per cent. The annual
average increase in the Food sub index in 2001 was 13.1
per ceni. In the previous year this sub index registered a
drop of around 2 per cent. The Petroleum products sub
index, which represents the second highest share in the
overall index, recorded an annual average increase of 22.5
per cent. In the previous year too, the index registered a
similar increase. The Chemicals and chemical products sub
index, with a share of 5.2 per cent, increased by 11.9 per
cent against a low increase in the previous year. The
Alcoholic drinks sub index with a relatively low share
increased by 7.5 per cent. The other sub indices that
marked higher annual average increases are Electrical
appliances and supplies, Transport equipment and
Machinery. However, their impact on the overall index was
not significant due to their lower weights.

The WPI measures price movements under two
different sector-wise classifications of goods. One
classification is based on the origin of goods and contains
the three categories of Domestic group, Import group and
Export group. The other classification is based on the use
of goods and contains the three categories of Consumer
goods, Intermediate goods and Investment goods. According
to the otigin of goods classification, the domestic group
registered an annual average increase of 11 per cent in

TABLE 65

Colombo District Consumer Price Index
(Oct 1996 - Sep 1997=100)

Average Index Annual Average Point to Point Percentage Contribution to
ltem Weights increase in (%)
2000 2000 i
All temns 1000 1178 1000
Commodity wise ’
Food and drink 58.7 115.7 278
Housing 13.2 1124 9.3
Fuel and light 49 138.3 23.0
Clothing and footwear 6.2 108.0 26
Liquew, tobacco
and betel and arecanut 4.4 1523 18.5
Personal care and
health services 38 118.2 4.4
Education and recreation 28 106.5 15
Transport 3.7 1188 135
Miscellangous 23 8.2 FErhe . 06

Source: Central Bank of Sri Lanka
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TABLE 6.6
Wholesale Price Index (1974 = 100}

Average Index Annual Average Percentage  Point to Point Percentage
Change Change
ltem Weights —
2000 2001(BY 2000 000
Al iterns 100.0 a2 B 1.7
Commodity wise i
Food T 67.8 1.187.1 20
Alcoholic drinks 29 1,750.1 6.1
Textile and footwear 4.0 6329 0.3
Paper products 1.4 1.050.0 124
Chemicals and chemical
products 52 2282 2.5
Petroleum products 6.4 1,859.6 211
Non metallic products L8 27624 3 06
Metal products 09 33 o L9
Transport equipment 08 68 - 35
Elecirical appliances and
supplies 1.0 8436 0.7
Machinery 1.3 679.5 -1.7
Fuel and Light 13 2,853.4 59
Miscellaneous 48 2,687.3 7.5
Sectorwise no.l
Domestic'group 50.3 L1760 F57 28
Import group 712 10447 55 120
Export group 225 1.961.3 5.3
Sectorwise no. [1
Consumer goods 75.3 1,265.8 i.l
Intermediate goods 205 1,364.5 113
Investment Goods 42 1,517.9 06 25, :
(a) Provisional Source: Central Bank of Sri Lanka
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2001. The comesponding increase was low in 2000. These
price changes reflect the setback in domestic production in
2001 discussed in previous sections. The Import group
registered high increases in both 2000 and 2001. Price
increases of major intermediate and investment items in the
reference period contributed to such price developments.
The export group registered a price increase of 9.2 per cent
in 2001 against a decline of 5.3 per cent in the previous
year. The increase in the export prices of coconut, coconut
oil and tea were the main contributors to this increase.
According to the use of goods classification, the Consumer
goods index increased by 12.1 per cent in 2001, in contrast

to a marginal drop in 2000. The factors that contributed to
the significant increases in the consumer price indices
discussed above explain these increases. The two categories
of Intermediate goods and Investment goods registered
higher price increases in the reference year compared to the
corresponding increases in the previous year. These two
categories mainly contain imported items and hence, the
factors that affected the import group in the origin of goods
based classification affected the price movements in these
two categories as well.

District-wise Inflation Rates

An effort was made by the Central Bank to measure the
consumer price movements in three different regions of the
country through the respective regional price indices, as all
other available consumer price indices measure the price
movements in Colombo-centered geographical regions.
Accordingly, three regional price indices, namely, the
Anuradhapura Consumer Price Index (APCPI), the Matale
Consumer Price Index (MLCPI) and the Matara Consumer
Price Index (MRCPI) were computed monthly to monitor
such price movements. These price indices reflect the price
movements of the consumption basket of the lowest 40 per
cent of income receivers in these distncts taken from the
Consumer Finance and Socio-economic Survey (CFS) 1996/
97 conducted by the Central Bank. All three regional
indices reflected price movements similar to the Colombo-

134
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TABLE 6.7

District-Wise Consumer Price Indices
(Oct.1996-Sep. 1997=100)

. Indices Percentage
District change
1999 2000 2000 2001
Colombo 1134 1175 38
Anuradhapura 1148 1152 0.3
Matale 1122 1131 0.8
Matara 1144 1146 0.2

based price indices. They registered much higher annual
average inflation rates for 2001 compared to the respective
rates in 2000. The inflation rates registered in 2001 by the
APCPI, MLCPI and MRCPI are 13.7 per cent, 13 per cent
and 10.9 per cent, respectively, in comparison to less than
1 per cent for all three indices in 2000.
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Regional Price Variations

Price variations of different products among different
regions followed a similar pattern to the past. Availability
conditions as well as quality differences led to such price
differences. Meanwhile, as indicated by these three regional
price indices and prices in other regions as well, price
changes, especially of agriculture commodities, have
followed a similar pattern in general; falling through 1999
and the early part of 2000 and rising in the second half of
2000 and throughout 2001. Within this general pattern,
other regional prices seem to have changed faster than in
Colombo centered regions in both directions. Compared to
producing areas, the non-producing areas have relatively
better supply channels from various producing areas.
Therefore, the impact of a supply glut or shortage in a
particular producing area on the prices in non-producing
areas could be cushioned by the supply from other
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TABLE 6.8
Retail Prices of Selected Food Hems
(All Island)
ftem Unit 2000
{Rs}

producing areas. This could have been a key reason for the
observed variations in price changes. Further improvements
in distribution channels, communications and transport
networks and encouraging farmers and traders to use
modern techniques of handling, storing and packaging goods
could reduce such price variations further, in the future.

Rice (ordinary par bolled} kg. 2350

Bread, 450 9. Loaf 815

Eggs (ordinary) Each 6.2 Wages

© Coconut (medium size Nut .

Vegetablés ' ) ! Developments in employment and wages are analyzed under
Bitter gourd k. two main categories, namely, the public sector and the
g;'r’r';?sges . private sector. The private sector is again disaggregated into
Green beans . two sub secters, namely the formal sector and the informal

Potans sector. Wage developments with rising inflationary pressure

Red onions (Medium) “ in 2000 and 2001 took two different directions with respect

Dried chillies (Gr. I} " to' the public sector and the private sector during this

Sea Fish fiod, A f ifable indices, the |
Ketawalla kg. period. As seen from available indices, the lower wage
Mullet . categories of the public sector employees enjoyed a
g;;”‘:f . * considerable increase in real wages in both years, while the

e private sector, in general, suffered real wage losses.

(a) Provisional Source: Central Bank of SriLanka  Although the loss in real wages with rising inflation could

TABLE 8.9
Average Retail Prices of Selected Food ltems in Selected Markets in 2000 and 2001({a) (Rs.fkg.}
ltem Colombo Matara Anuradhapura Bambulla
2000 2000 300 2000

Samba rice 31.16 29.45 27.63 27.04

Kekulu rice 28.18 21.98 23.85

Beans 45.25 39.03 39.56

Cabbages 30.45 26.20 23.08

Brinjals 35.42 21.28 2165

Pumpkins 2403 2093 19.06

Red onjons 64.79 8273 58.65

Big onions 31.72 31.17 3284

Potatoes 30.71 30.96 3278

Dried chillies 112,67 119.77 125.63

Kelawalla 186.00 195.33 211.32

Hurulla 76.88 81.33 101.83

£ggs(each) 3.83 456 416

Coconut {each) 10.68 8.47 8.74

(a} Provisional

TABLE 6.10
Average Retail Prices of Selected Food ltems in 2001 - Difference from Colombo and Dambulia{a)
' Per cent
stern Ditterence from Colombo Ditterence from Dambulla
Kandy Matara Anuradhapura | Dambulia Kandy Matara Anuradhapura

Samba rice 0.02 -2.88 1015 -11.68 13.24 9.96 172

Kekulu rice 5.14 -12.28 £.61 -10.46 595 2,03 4.30

Beans 7.97 699 -11.30 10,11 238 3.47 1.33

Cabbages -13.36 560 -15.52 13.43 0.09 9.04 241

Brinjals 1916 -33.48 -36.72 -23.00 5.00 -13.60 -17.82

Pumpkins 11.77 0.87 -17.24 7.53 20.87 9.08 -10.50

Red onions 11.96 135 268 671 493 5.02 377

Big onions 20,26 1178 16.33 21.71 119 -8.16 -4.42

Potatoes 13.55 13.04 12.86 16.13 222 -2.66 282

Dried chillies 6.49 5.31 9.44 212 428 312 717

Kelawalla 14.29 11.06 18.48 -21.62 45.81 41.69 51.15

Hurulia 37.30 24,19 4234 18.90 15.46 -36.24 19.71

Eggs (each) 8.42 24,35 10.23 14.46 527 8.64 -3.69

Coconut (each) -10.57 -11.73 19.02 -23.71 17.22 1570 615

{a) Provisionat Source: Centrat Bank of Sri Lanka
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have mounted some pressure for compensating wage
adjustments, the poor economic environment, which posed
some threat of layoffs of employees, would have dampened
the pressure to some extent. Accordingly, taming inflation
should be given high priority in the coming year to avoid
triggering any labour union pressure for higher wages that
would result in a vicious circle of inflation and wage
increases.

Public Sector

Public sector wage developments are monitored by the
movement of the Wage Rate Indices (WRI) separately
computed for Central Government Employees and
Govemment School Teachers. However, it is important to
understand the limitations of this index when drawing
conclusions based on movements of the index. Despite its
titte, the index does not cover the wage movements of all
central government employees. Rather, it covers non-
executive and minor employees, but not executive
employees. The overall WRI for Central Government
Employees registered a nominal increase of around 21 per

cent in 200} compared to a nominal increase of 8.3 per
cent in 2000. The impact of the two wage increases in
August and October of 2000, and the increase of Rs. 1,200
granted tn November 2001 to all government employees
was reflected in this higher increase in the index in 2001.
The two main sub indices of the overall index, Non
Executive Officers and Minor Employees, registered similar
changes for 2001. The respective increases are 19 per cent
and 23 per cent. The different employee categories under
the former sub index registered nominal increases from 17
to 20 per cent. For the Minor Employees category, the
tncreases ranged from 22 to 24 per cent. As these nominal
wage increases exceeded the annual average inflation rate
for 2001 as measured by the CCPI (14.2 per cent), all non-
executive categories of employees of the central govemment
enjoyed real wage increases during the year.

Formal Private Sector

The wage developments in the formal private sector are
monitored through the Minimum Wage Rate Indices in trades
coming under Wages Boards. The overall minimum wage rate
index comprises three sub indices covering major activities,
namely Agriculture, Industry and commerce and Services.
Each sub index covers various activities under the main
category. The overall minimum wage rate index for Wages
Boards registered an annual average increase of 4.9 per cent
in nominal terms for 2001. The corresponding increase for
2000 was 2.3 per cent, This was due to the revision of the
mintmum wages of several Wages Boards during the year.
Such revisions were introduced for Wages Boards under all
three categories of activities and were reflected in the increases
registered by the three sub indices: The increase for Agriculture
was 2.9 per cent, Industry and commerce was 7.3 per cent and
Services was 17.5 per cent. In 2000, the sub indices of
Agricuiture and Industry and Commerce experienced lower
mcreases (2.4 per cent and 3.4 per cent, respectively), whereas

TABLE 6.11

Wage Rate Index Numbers
(December 1978=100)

; | Perceniage Change
Employment Category Nominal Rea
1999 2000  2001(# 7 1999 2000
1. Government employees :
Ceniral government employees 10014 1,0847 A 100.2 1021
Non-exceculives 9596 1,031.3 96.0 971
Minct employees 10291 11258 103.0 1059
Government school teachers 805.5 865.1 BB 814
2. Workers in wages boards trades
Al wages boards trades 776 11,0004 97.8 24.3
Workers in agriculiure 11160 11,1427 111.7 107.7 ¢
Workers in industry and commerce 8232 857.2 830 208
Workers in services 5587 559.7 S56.0 528
(a) Provisicnal Sources : Department of Labour
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Services did not have any increase at all. When these nominal
increases are deflated by the annual average inflation rate based
on the CCPI, only the Service sector employees had
experienced a real wage increase during the year, while the
organised private sector as a whole reflected a loss in

tetnuneration for their services in real terms. It should be .

emphasised that the minimum wages do not represent the actual
remuneration packages enjoyed by organised private sector
employees. Some categories of employees, especially of higher
grades, receive compensation in different forms, which is
normally adjusted to reflect consumer price inflation.
Accordingly, in contrast to movements of minimum wage
statistics, some categories of employees in the formal private
sector could have maintained their real wages or even enjoyed
some increases duting the refererice year.

Informal Private Sector

The informal private sector has the highest enrolment in
economic activity, and is around 70 per cent of the overall
employed workforce. These workers are not covered by
minimum wage regulations. Employees in this sector do not
have collective bargaining power for wage negotiations,
However, individual efforts to gct an adjustment to their
daily wages seemed to have some impact. Further, the
wages in this sector tend to fluctuate with the changes in
labour demand conditions which are closely related to
production, especially in the agriculture sector. Wages also
tend to respond to the market price of the product. For
example, when tea prices are high there is a tendency to
demand, as well as to accept, a higher daily wage to
employees in that sector.

Wages of the informal private seétor are collected
under the Country-Wide Data Collection System (CWDCS)
of the Central Bank. This information is collected for two
main activities in the informal private sector, namely
agriculture and construction. Under agriculture, wage
information is collected for the cultivation of paddy,
coconut, tea, and rubber. Under construction, information is

collected for carpentry and masonry. All employee
categories under these main sectors recorded nominal wage
increases at different rates in 2001. In the paddy sector the
increases ranged from 8 per cent to 13 per cent. The
respective ranges for wage increases of other sectors were
11 per cent to 19 per cent. for coconut cultivation, 13 per
cent to 14 per cent for tea cultivation and 6 per cent for
rubber. The construction sector experienced wage increases
within the range of 9 per cent to 12 per cent. Unlike in
2000, where all employee categories secured higher nominal
wage increases than the inflation rate, thereby enmjoying
increases in real wages, a large number of employee
categories suffered losses in real wages in 2001. Only some
employees in the coconut cultivation sector enjoyed a real
wage increase. As in the formal private sector, poot
economic conditions, mainly due to the prolonged drought,
could have prevented a full adjustment in nominal wages
through falling labour demand, despite the higher inflation
in 2001 compared to 2000,

When overall wage developments are considered,
government sector wage increases should draw special
attention. Successive increases in real wages without
apparent improvements in productivity could lead to
distortions in the labour market in the long term. Such

"increases could give wrong sighals to job aspirants

regarding their perceptions of the labour market, with a bias
against the private sector and towards the public sector.
These developments could disrupt efforts to create flexible
labour markets that cater to the modern open market
economy, which has been a long felt need. It is timely now
to introduce, without further delays, a remuneration system
which links wages to produciivity for employees in the
public sector. Wages are already related to productivity, to
some extent, in the private sector. A national policy, that

_ encompasses both the public and private sector to create a

dynamic and productive labour market to meet the
challenges of increasing globalisation is an urgent need in
the country today.
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