
T
I he rate of increase in the general price leuel, as

indicated by the Colombo Consumers' Price Index

(CCPI), commenced a decelerating patb since

February 2007 and continued tillJune. The upward

reuision of tbe administered prices thereafter caused the

CCPI to rise sharply by 17.6 per cent in July 2007 on a

point to point basis, wbicb howeuer decelerated to 77.3 per

cent by August and remained unchanged at the same level

in September 2007. Howeuer, the annual average inflation

will end at a higher rate in 2007 than in 2006, despite

tbe moderation of tbe point to point inflation towards the

end of the year. Tbere were some demand side pressures on

inflation during the first balf of 2007 from tbe real wage

increases in the public sector at tbe beginning of the year,

mainly due to the payment of the remaining portion of tbe

salary reuisions efected in 2006. Favourable developments

in relation to employment generation continued further,

witb tbe unemployment rate remaining at 6.5 per cent in

the first half of the year, unchanged from the year 2006.

With tbe projected expansion in the economy and

anticipated favourable developments in the security

situation, it is likely that employment opportunities will

continue to expand,leading to a decline in

unemployment in 2008. Foreign employment, wbich

reytresented around 78 per cent of the total employed

during the frst half 2007, was signrfcant as a source of

employment and foreign excbange earner in 2007,
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Developments in 2OO7

Prices

o The rate of inflation, indicated by the point to

point change in the CCPI, decelerated to 13.0

per cent by the end of the frrst half of 2OO7

from 20.5 per cent recorded at the beginning of

the year. However, in July 2007, the index

registered a 17.6 per cent increase due to

administered prices being raised, but declined to

77.3 per cent in Septemb er 2007. The rising point

to point increases observed from the second

quarter of 2006 continued into the beginning of

2007 and reversed thereafrcr and decelerated over

the second quarter. This pattern was consistently

observed among all available Consumer Price

Indices (CPIs). The Sri Lanka Consumers'Price

Index (SLCPI) fell from L7.8 per cent in January

2007 to 16.6 per cent inJune, on a point to point

basis, though the index rose by 2L7 per cent

thereafter in August. The annual everage increase

of the CCPI rose gradually over the first half and

continued thereafter with lower intensity to reach

17 .5 per cent by September 2007, and would

register a higher rate than in2006 by the

year end.
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Price increases of domestically produced goods

as well as imported goods contributed to the

overall increase in the general price level during

the first half of the year. The overriding influence

was, however, exerted by domestically produced

goods, which represent about 78 per cent of the

total consumption basket in the CCPI. It was due

to a setback in agricultural production, especially

the lower Maha paddy yield in2007 compared to

the previous year and the delayed harvest of other

6eld crops such as vegetables, due to late cultiva-

tion following the adverse weather conditions that

prevailed during the latter part of 2006. This was

Table 4.1

Movements of CCPI and SLCPI 2006-2007
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exacerbated by the disturbances to distribution of

agricultural products, following the adverse

security developments in the Northern and

Eastern provinces and the lower supply on

account of extreme weather conditions aggravated

by the earth slips in the highlands and floods in

the down south. This contributed to the increase

in the price levels from the supply side,

particularly in the first quarter of 2007.

Prices of major imported consumer goods and

intermediate goods too increased owing to high

international prices, coupled with the

depreciation of the exchange rate. The import

group sub index increased at a faster rate on a

point to point basis, recording a30.9 per cent

increase in September 2007. Domestic fuel prices

were revised upwards several times during the 6rst

half of the year in response to high international

prices of crude oil which rose from US dollars

56.09 per barrel inJanuary 2007 to US dolIarsT2

per barrel in Augu st 2007. As a result, the prices

of petrol, diesel and kerosene increased by 17.0

per cent, I3.I per cent and 42.9 per cent,

respectively, in September, on a point to point

basis. These price revisions contributed to a

one-time increase in the generalprice level and

had an indirect impact on subsequent price

increases through higher transport and other

input costs. This raised the overall cost structure

of most consumer and intermediate goods, adding

pressure on prices, particularly during the second

quarter. In addition, prices of most other

consumable imports too were higher during the

first half of the yeer, except for sugar, due to high

international prices , aggreveted by the impact of a

depreciating local currency. The rupee has

depreciated by around 5 per cent by September

2007 when compared with L.6 per cent in the

same period of 2006.

There were several government initiatives to

curtail the rising cost of living to some extent. A

duty waiver was granted for several key food

imports till mid February 2007 and the

governments programme to stabilize the prices of

certain essential food items during the second

quarter of the year contributed to contain the

overall price level to some extent. A further

measure to bring down the escalating prices was

the reduction of VAT and dury on a few items

and the temporary removel of duty on certain

other essential items during the latter part of the

second quarter.

The wage revisions exerted pressure on prices

from the demand side. Public sector wages were

increased fromJanuary 2007, while minimum

wages of workers in Wages Boards Trades also

rose by I2.4 per cent and 17.4 per cent in Mry

andJune 2007, respectively. However, the demand

side pressure exerted by thes e wege increases was

contained to some extent by the continuous tight

monetary policy stance adopted by the Central

Bank.

Poor performance of the agricultural sector and

external developments are expected to exert

upward pressure on prices during the second

half of theyeanThe anticipated drop in

agricultural production in YaIa2007, compared to

that of 2006, especially the production of paddy

and certain subsidiary food crops, would adversely

impact the domestic supply situation, particularly

towards the end of the year, which will require
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increased reliance on imports especially for

subsidiary food crops. On the other hand,

vegetable and fish production is expected to be

favourabl e in 2007, with increased contribution

from the Eastern province as well, although with a

risk of an adverse impact from the rising fuel

prices on 6sh prices. The direct and indirect

impact of the recent fuel price hike on the overall

price level and high international prices of certain

key imports will be felt during the rest of the year,

which would be further exacerbated by the

depreciating local currency. However, the

combined impact of the price increases during the

second half of 2007 may not be as sharp as during

the second half of 2005, with the overall price

level as measured by the CCPI, on a point to

point basis is estimated to increase 6y I4-I5 per

cent by the year end. These estimates are higher

than originally projected at the beginning of the

year, mainly due to the adverse developments in

the external sector. The demand driven infation is

kept at bay with the persistence of the tight

monetary policy stance which has led to a

containment of private sector credit expansion.

However, complementary 6scal performance

during the second half of the year is imperative for

a slower growth in monetery eggregates.

. The shortcomings of the CCPI as a

representative price index for the whole counrry

and its outdated weightage assigned to different

categories have created the necessiry for a better

and updated price index for Sri Lanka. To

address this issue, the Departmenr of Census and

Statistics has been insrructed ro come up with a

new price index with a more recenr 6ase yeaL

more realistic weightage and e greeter counrry

representation. This index is currently under

PreParation.

Wages

. Wages of public sector employees were raised

by 17 per cent inJanuary 2OO7, following the

2005 Budget proposals of the government.

These increases included the remaining 50 per

cent of the salary increase granted based on the

difference between the new salary scales

implemented with effect from January I,2006 and

the salaries paid in December 2005 inclusive of all

allowances. According to this revision, public

sector employees were initially granred a cost of

living allowance (COLA) of Rs. L,000/- per

month in January 2006, with a provision ro revise

upward every six months by Rs. 375/- (risen upro

Rs.2,L25 / - by July 01, 2007), which resulted in a

significant increase in their salaries during the first

half of 2007 as compared with the 6rst half of

2006. This increase in public secror wages had a

positive impact on both the nominal and rcalwage

rate indices of all categories of public sector

employees, as reflected in the wage rate indices for

non-executive employees, school teachers and

minor employees.

2006
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. The wage increases in the formal private sector

were infuenced by the wage increases of

individual contrac ts, collect iv e agr eements,

unilateral decisions by employers and minimum

wage decisions of Wages Boards. The Minimum

Wage Rate Index of workers governed by the

Wages Boards tades rose by I2.4 per cent and

17 .4 per cent in M"y and June 2007 , respectively,

This had a significant impact on the wage rate

index in the first half of 2007 which increased by

9.4 per cent as compared to 2.5 per cent during

the corresponding period of 2006 mainly due to

the increases in the sub indices of workers in

Industry and Commerce and Services. The rise in

the Wage Rate Index in May 2007 was entirely

due to the raise in the minimum wage rate for

workers (who eern amonthly salary and are

governed by the Wages Boards Trades), to Rs.

5,000/ -, with effect from M"y 0I,2007. Similarly,

the increase in the Minimum Wage Rate Index of

workers inJune 2007 was a result of the Collective

Agreement entered into between the Plantation

Companies and Trade Unions on December 19,

2006, being extended to cover all employees

engaged in Tea and Rubber Growi ng and

Manufacturing tades governed by the Wages

Boards tades. This was entirely due to a26 per

cent increase in the index of workers in

Agriculture. However, the private sector workers

suffered real wage losses of around 7 per cent

during the reference period.

The wage information collected under the

Country Wide Data Collection System

(CWDCS) of the Central Bank revealed that

Informal sector wages in the Agriculture and

Construction sectors in the first half of 2007

had recorded increases in a range of 8 - L6 per

cent. Nominal wages in these sectors are

determined in a more market oriented

environment than the formal sector wages. The

everage daily wages of sub categories in the

Agriculrure sector, viz.Peddy, Coconut, Tea and

Rubber increased by 16.2 per cent,I3.5 per cent,

11.8 per cent and 7 .7 per cent, respectively and the

wages of the workers in the Construction sector

increased by around 13 per cent in the first half of

2007.Within the Agricultural sector, the rates of

increase in daily wages of most of the sub catego-

ries, varie d part\y due to the diversity among the

different activities.

Employment

. According to the Quarterly Labour Force

Survey (QLFS) conducted by the Department

of Census and Statistics (DCS), the labour

force declined by aroundz,5 per cent to7,4

million in the first half of 2OO7 compare d to 7 .5

million in the corresponding period of the last

yeehAs in 2006, the Northern and Eastern

provinces were not covered by the QLFS of 2007

due to the prevailing uncertain conditions in some

districts of those provinces. On the basis of the

recent developments in the labour market, the

labour force, excluding the North and the East, is

projected to rise marginally by around 1 per cent

in2007 compared to 2006.Meanwhile, the labour

force participation rate is estimated to remain

more or less at the current level of around 50 per

cent in 2007.

o fn terms of the QLFS for the first half of 2007,

the unemployment rate remained unchanged at



@ CENTRAL BANK,F sRI LANKA

6.5 per cent as recorded in2OO6, indicating a

steady declining trend observed over the past

few years. This was mainly due to the healthy

growth experienced especially in the industry and

services sectors which created new employment

opportunities in the labour market. The total

number unemployed was estimated as 482,000 for

the first half of 2007 which was marginally higher

than that of 475,000 in the corresponding period

of the previous year. An increase in

unemployment across eLI age groups was recorded

in the reference period. The continuation of youth

unemployment, especially among women, was

evident from the QLFS. Accordingly,the

unemployment rate among females was more than

double that of males, though there was no

significant difference in the respective rates when

compared with the corresponding period of the

last year. Similarly, the unemployment rate

among the age groups of 15-19 years increased

marginally rc 24.6 per cent by the first half of

2007 as against 23.3 per cent in the corresponding

period of 2006 while it increasedto 16.2 per cent

from 15.3 per cent among the age group of 20-29

years between these two periods. The more

serious and notable feature was the higher

unemployment rate among the educated youth

than the others while the problem was more acute

among the educated females than the educated

males. The persistent mismatches between job

opportunities in the market and aspirations of the

unemployed may have parrly caused this problem.

The significance of foreign employment in terms

of its impact on reducing unemployment in

Sri Lanka has been increasingrecently, despite

the 4.5 per cent drop in foreign employment

in the first half of 2OO7 compared to the

corresponding period of 2O06,The total number

of departures for foreign employment was 97,854

during this period compared to 102,450 of the

same period of last year. Nevertheless, the total

Table 4.2

Labour Force, Employment and Unemployment

Item 2005r.r 2006(h) 2007(b)

Year HI H2 01 02 P ro je ctio r

Household Population
(Aged 10 years and above)'000

Labour Force, '000

Employed,'000

Unemployed,'000

Labour Force Participation Rate

(% of Household Population)

Unemployment Rate

(% of Labour Force)

16,871

8,1 41

7,518

623

48.3

11

14,838

7,312

6,788

524

493

1a
LL

14,834

7 6qq

7,105

493

at.1

6.5

14,779

7,549

7,074

476

51.1

6.3

14,967

7,6?9

7,150

419

5'1.0

6.3

15,007

7,471

7,008

462

49.8

6.2

15,029

7,362

6,BBO

482

49.0

6.5

15,030

7,500

7,028

412

49.9

63

(a) OLFS was conducted as a one-off survey in August 2005

(b) Excluding Northern and Eastern provinces

Sources: Departnent of Census and Statistics

Central Bank of Sri Lanka
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remiffances for the period amounted to US

Dollars I,3L3,5 million, recording an 18 per cent

growth over the corresponding period of last year.

The drop in foreign employment could be mainly

attributed to the lack of technical skills to meet

the standards required by the international

markets, especially for housemaids and skilled

workers. However, the unskilled category recorded

an increase for the period. The temporary setback

in the outflow of workers overseas towards the

latter part of 2006 with the adverse security

developments in the Middle Eastern region had

begun to pick up gradually, especially since the

second quafter of 2007. There was a 14 per cent

growth in departures in this quarter, over the first

quarter of the year. During this period, departures

to new destinations such as Malaysia and Korea,

following negotiations with thes e governments,

seemed to have suffered a temporary setback,

which however is expected to improve duringrhe

second half of the vear.

There has been a steady increase in overseas

employment over the last ten years which has

become a vital source of foreign income to the

country. Sri Lankan migrant population is

approximately 1.5 million, according ro the Sri

Lanka Bureau of Foreign Employment (SLBFE)

and the annual outfow ac present is over 200,000.

The Middle Eastern region still dominates the

foreign employment market, which accouncs for

more than 90 per cent of the total migrant work

force, with the majority consisting of housemaids.

However, this dominance had diluted over the

years, with increased opportunities for other

categories of labour, where the share of

housemaids had declined from 56 per cent in

1997 to 49 per cent in the first half of 2007.

Consequently,the female share too had dropped

to 55 per cent from 75 per cent between these two

periods. The positive developments in certain

trades such as the construction sector, which had

commenced an apprenticeship training

programme, leading to an internationally accepted

certifrcation and also similar training in hospitality

tradewould enhance the employability of the

workforce in catering to these sectors in the global

market. Hence, an improvement in overseas

employment could be reasonably expected during

the second half of 2007.

o The number of strikes in the private sector

declined to L2 in the first half of 2OO7

comparedto 27 in the first half of 2006,

Continuadon of collective agreements between

employers and trade unions have helped bring

down the number of strikes. The total man-days

lost in the first half of 2007 also declined by about

three times to 22,822 compared to 64,053 in the

corresponding period of 2006 creating more

industrial harmony.

Prospects for 2OO8

Prices

o Infation is expected to moderate towards 2008,

in line with the expected favourable

developments in demand and supply factors

aided by conducive monetary and fiscal policies.

Improvement in agricultural sector performance

benefiting from favourable weather conditions is

expected to exert lower pressure on prices in 2008.

This may be further complemented by improved
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distribution and transportation activities, with the

likely favourable developments in the security

front. On the other hand, the likely threat of a rise

in international commodicy prices and crude oil

prices, which however is expected to be less

volatile, coupled with depreciation of the rupee are

some areas of concern. However, the impact from

imports on inflation is expected to be lower in

2008 than in20O7. With the persistently tight

monetary policy stance and complementary fiscal

performance, infation is expected to be at a single

digit level in 2008.

Wages

. Subsequent to the third consecutive increase in

wages in the public sector, based on the new

salary scale in2OOT,followed by the increases in

2OO5 and 2006, a further wage hike in 2008 is

unlikely, except for the proposed increases in

the monthly cost of living allowances due in

January andJuly 2008. The wage increase in the

private sector may depend on the outcome of

negotiations.

Unemployment

o In line with the declining trend experienced in

the past few years, the downward movement in

the unemployment rate is expected to continue

in 2008 too. The projected expansion in the

economy, anticipated favourable developments in

the security situation and the full implementarion

of new infrastructure projects proposed by the

government would enhance employment

opportunities in the domestic economy leading to

a further decline in the unemployment rate. The

SLBFE jointly with the Minis ty of Foreign

Affairs and the Ministry of Labour Reforms and

Foreign Employment explores job potentials

outside the Middle East, which would lead to an

improvement in overseas employment.


