
I nflation and inflation expectations remained subdued in 2010.  
Inflation, as measured by the Colombo Consumers’ Price Index (CCPI) 
(2002=100), decelerated to 5.8 per cent on a year-on-year basis,  

in September 2010 from 6.5 per cent recorded in January 2010.  The 
reduction in inflation during the first nine months of the year was 
mainly attributable to the prudent monetary policy stance pursued 
by the Central Bank, the improvements in the  domestic supply 
conditions, adjustments in import duties, and downward revisions in 
administered prices. The annual average inflation, which had been 
decelerating since November 2008, reversed its trend in March 2010 
and increased gradually to reach 5.0 per cent in September 2010.  
Inflation, in terms of both year-on-year and annual average bases,  
is expected to remain subdued, at single digit levels during the remainder  
of the year. Meanwhile, the annual average core inflation has also been  
decelerating since June 2009 and  stabilised by September 2010, recording  
6.3 per cent  for the fourth consecutive month.

Nominal wages in the formal private sector and informal private sector  
increased substantially during the first eight months of 2010. Overall, real 
wage increases were also recorded for employees in both these sectors. During 
the first eight months of the year, there was no upward revision in the wages of 
public sector employees. However, due to the adjustment in the Cost of Living 
Allowance (COLA) in November 2009, their nominal wages were higher  
during the first eight months of this year when compared to the same period 
of 2009. Real wages however declined marginally for this category during  
this period. There were favourable developments in the area of employment  
generation in the opening months of the year with unemployment  declining 
to 5.2 per cent in the  first half of 2010 when compared to  5.9 per cent in the  
first half of the previous year. Foreign employment, which continued to be  
a major source of foreign exchange earnings  for the country, also increased  
significantly  during the first half of 2010.

Prices, Wages, 
emPloyment and 

Productivity

4
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Developments in 2010

Prices 

•	 The rate of inflation, which increased to 6.9 per 
cent in February from 4.8 per cent in December 
2009, on a year-on-year basis, declined 
steadily thereafter reaching 4.3 per cent in 
July 2010. However,	 it	 increased	 gradually	 to	
reach	 5.8	 per	 cent	 in	 September	 2010.	 The	
annual	 	 average	 rate	 of	 inflation	 stood	 around		
5.0	 per	 cent	 by	 September	 2010.	 Increased	
supplies	 of	 domestic	 agricultural	 produce,	
particularly	 from	 the	 Northern	 and	 Eastern	
provinces,	 and	 reduction	 in	 the	 import	 duty	
of	 key	 food	 items	 (i.e.	 rice,	 dhal,	 potatoes,	 big	
onions	 and	 canned	 fish)	 by	 the	 government	
helped	 to	 contain	 prices	 during	 the	 reference	
period.	 	The	increase	 in	the	price	of	 fuel	 in	the	
international	market,	 especially	during	 the	first	
four	months	of	2010,	did	not	exert	any	pressure	
directly	on	the		CCPI,	as	the	domestic	price	of	
fuel	remained	unchanged	since	the	reduction	in	
the	price	of	petrol	at	the	end	of	2009.	

•	 The price of rice, which was on an increasing 
path at the beginning of the year in response 
to the lower supply in the market, began to 
decline gradually with the commencement 
of reaping the bumper paddy harvest in the  
Maha season, particularly from the Eastern 
Province.	 As	 a	 result,	 there	 was	 a	 substantial	
decline	 in	 the	 price	 of	 rice	 in	 the	 range		
of	 27-31	 per	 cent,	 from	 January	 to	 September	
2010.	

•	 Prices of several other domestically produced 
food items increased despite supply  increases.	
Local	supply	of	potatoes	from	Nuwara	Eliya	and	
red	onions	 from	Jaffna	and	Puttalam	 increased	
during	the	first	quarter	of	the	year,	but	declined	
thereafter.	The	 average	 price	 increases	 of	 most	
varieties	of	vegetables	were	substantial	especially	
towards		mid	2010,	on	account	of	lower	supply	
from	 main	 producing	 areas,	 as	 a	 consequence	
of	 adverse	weather	 conditions.	 	 In	 spite	 of	 the	
production	of	fresh	fish	registering	a	growth	of	
10.5	per	cent,	on	average,	during	the	first	half	of	

2010,	especially	due	to	the	enhanced	fish	catch	
from	the	Northern	and	Eastern	provinces,	prices	
of	 most	 varieties	 of	 fish	 increased	 by	 around	
7	 per	 cent	 during	 the	 first	 nine	months	 of	 the	
year	 as	 compared	 to	 the	 corresponding	 period	
of	the	previous	year,	mainly	due	to	unfavourable	
weather	 conditions	 for	 fishing	 that	 prevailed	
during	mid	2010.	

		• The stable price of fuel in the domestic market 
was one of the major factors in containing the 
overall cost structure and thereby inflation 
in the economy.	The	import	price	of	crude	oil,	
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Chart 4.1 
Movements of the CCPI (2009-2010)
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Year-on-Year  
Change %

Annual Average  
Change %

 Headline             Core   Headline            Core

 Sources: Department of Census & Statistics
  Central Bank of Sri Lanka

Period

2002=100

2009 January 10.7 15.5 21.6 14.3
 February 7.6 14.1 20.3 14.8
 March 5.3 14.2 18.6 15.2
 April 2.9 13.5 16.7 15.5
 May 3.3 13.5 14.7 15.8
 June 0.9 7.7 12.5 15.2
 July 1.1 6.0 10.4 14.2
 August 0.9 6.4 8.5 13.2
 September 0.7 5.4 6.6 12.1
 October 1.4 5.1 5.2 11.0
 November 2.8 5.1 4.1 9.9
 December 4.8 5.9 3.4 9.2
       

2010 January 6.5 7.9 3.1 8.6
 February 6.9 8.0 3.1 8.1
 March 6.3 6.7 3.2 7.5
 April 5.8 6.4 3.4 7.0
 May 5.3 6.5 3.6 6.4
 June 4.8 6.7 3.9 6.3
 July 4.3 5.9 4.2 6.3
 August 5.0 5.5 4.5 6.3
 September 5.8 5.7 5.0 6.3

Table 4.1
Movements of the CCPI (2009-2010)
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which	increased	from	US	dollars	77.79	per	barrel	
in	January	to	US	dollars	85.02	per	barrel	in	April,	
declined	gradually	to	US	dollars	76.14	per	barrel	
in	 August	 2010,	 enabling	 the	 continuation	 of	
current	 prices.	 The	 reduction	 in	 the	 price	 of	
petrol	 by	 Rs.	 15	 per	 litre,	 effective	 from	 end	
December	2009,	has	had	some	favourable	impact	
on	prices.	

•	 The downward revision in the price of a 12.5 
kg cylinder of LP gas of  Laugfs by Rs. 60 (4.1 
per cent) to Rs. 1,421 from end December 
2009 also had a favourable impact on the 
CCPI during the first four months of 2010.		
However,	in	line	with	the	increase	in	the	LP	gas	
prices	in	the	international	market,	the	domestic	
price	of	Shell	gas	was	revised	upward	by	14.1	per	
cent	to	Rs.	1,769	and	the	price	of	Laugfs	gas	by	
22.7	per	cent	to	Rs.1,744		w.e.f.		May	07,	2010.				
In	 addition	 to	 the	 direct	 impact,	 this	 revision	
had	 an	 indirect	 impact	 on	 the	 CCPI	 through	
increased	 prices	 of	 meals	 purchased	 from	
outside.	

•	 Import duty revisions, effected during the 
period under reference, too had an impact on 
the CCPI.  The	reduction	of	 import	duties	for	
wheat	 flour	 by	 Rs.	 10	 per	 kg	 w.e.f.	 December	
22,	2009	and	milk	powder	by	Rs.50	per	kg	w.e.f.	
December	 01,	 2009	 led	 to	 a	 corresponding	
decline	 in	 their	 domestic	 prices.	 Meanwhile,	
owing	 to	 the	 upward	 revision	 in	 import	 duty	
on	wheat	 flour	 on	 two	 occasions	 in	April	 and	
June	 2010,	 prices	 of	 the	 same	 in	 the	 domestic	
market	 rose	 by	 around	 14.3	 per	 cent	 from	
January	to	September	2010.	Accordingly,	 there	
was	 a	 corresponding	 	 increase	 in	 the	price	of	 a	
450g	 loaf	 of	 bread	by	 around	Rs.	 4	 during	 the	
period	 under	 consideration.	 Although	 the	
total	 recoverable	 taxes	 on	 importation	 of	milk	
powder	decreased	from	Rs.	100	to	Rs.	50	per	kg	
from	February	16,	 2010,	 the	price	of	 the	 same	
increased	 by	 Rs.	 19	 per	 400g	 w.e.f.	 June	 20,	
2010.	 Sugar	 prices	 increased	 substantially	 due	
to	the	increase	in	international	prices	as	well	as	
an	 increase	 in	 the	 import	duty	by	Rs.	5	per	kg	
w.e.f.	June	21,	2010.	The	price	of	dhal	decreased	

considerably	as	 a	 result	of	price	declines	 in	 the	
international	 market.	 The	 net	 impact	 of	 the	
above	 international	 price	 developments	 and	
duty	 changes	 led	 to	 a	 decrease	 in	 the	 prices	
of	dhal,	milk	powder	 and	wheat	flour	by	18.0,	
8.6	 and	 6.9	 per	 cent,	 respectively,	 between	 the	
comparative	two	periods	of	the	first	nine	months	
of		2009	and	2010.	In	contrast,	the	average	price	
of	sugar	and	a	loaf	of	bread	increased	by	18.5	per	
cent	and	2.0	per	cent,	respectively,	between	the	
two	corresponding	periods.	

•	 The year-on-year core inflation, which is 
derived by excluding food and energy items 
from the CCPI basket, also declined from 7.9 
per cent in January to 5.7 per cent by September 
2010. 	 In	 the	 core	 inflation,	 the	 contribution	
of	 education	 and	 health	 sub	 groups	 increased	
significantly,	 during	 the	 first	 nine	 months	 of	
2010	due	to	the	increase	in	tuition	fees,	higher	
education	 fees	 and	 charges	 for	 private	medical	
services	 including	 medicine,	 and	 medical	
consultation	fees.		However,	the	communication	
sub	 group	 contributed	 negatively	 to	 the		
year-on-year	core	inflation	from	May	2010,	as	a	
result	of	the	decline	in	prices	of	mobile	phones.

•	 Wage increases in both the public and private 
sectors exerted some pressure on prices from 
the demand side. During	the	first	eight	months	
of	 the	 year,	 wages	 of	 public	 sector	 employees	
increased	 by	 4.0	 per	 cent,	 compared	 to	
corresponding	period	of	2009,	while	minimum	
wages	of	workers	in	Wages	Boards	rose	by	30.3	
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per	cent	mainly	due	to	the	increase	in	wages	of	
workers	in	the	Agriculture	sector.	 	The	increase	
in	 nominal	 wages	 for	 workers	 in	 the	 informal	
private	sector,	whose	wages	are	determined	in	a	
more	market	oriented	manner	than	in	the	formal	
private	sector,	was	reported	to	be	12.1	per	cent	
when	compared	to	that	of	the	first	eight	months	
of	2009.		

Wages

•	 The increase of Rs.750 in the monthly COLA 
for public sector employees from November 
2009, resulted in a 4.0 per cent increase in  
their nominal wage rate indices during the 
first eight months of 2010. With	this	increase,	
monthly	 COLA	 payable	 to	 public	 sector	
employees	 rose	 to	 Rs.	 5,250	 in	 November	
2009	 and	 remained	 at	 the	 same	 level	 during	
the	 reference	 period	 in	 2010.	Accordingly,	 the	
nominal	 wage	 rate	 indices	 of	 non-executive	
officers,	 minor	 employees	 and	 government	
school-teachers	rose	by	3.8	per	cent,	4.2	per	cent	
and	4.0	per	cent,	respectively,	on	average	during	
the	 first	 eight	 months	 of	 2010	 compared	 to		
increases	in	the	range		of	9-11	per	cent	registered	
during	the	same	period	of	2009.

•	 Real wages of public sector employees  
however,  decreased by 1.5 per cent, since the 
nominal wage increase was more than offset 
by the increase in the price level. Category-
wise,	real	wages	of	non-executive	officers,	minor	
employees	 and	 government	 school-teachers	
decreased	by	1.7	per	cent,	1.3	per	cent	and	1.5	per	
cent,	respectively,	during	the	first	eight	months	
of	 2010	 compared	 to	 the	 real	 wage	 increases		
in	 the	 range	 of	 5.4	 –	 6.6	 per	 cent	 in	 the	
corresponding	period	of	2009.	

•	 Movement of wages of the formal private 
sector are monitored through the minimum 
wage rate indices that cover only the minimum 
wages of categories of employees whose wages 
are administered by regulations under the 
Wages Boards.	 In	 nominal	 terms,	 the	 overall	
minimum	wage	rate	index	of	the	formal	private	
sector	 increased	 significantly	 by	 30.3	 per	 cent	

in	 the	 first	 eight	 months	 of	 2010	 over	 the	
corresponding	period	of	2009,	as	a	result	of	the	
increases	 in	minimum	wages	 of	workers	 in	 the		
Agriculture	sector	since	January	2010,	Industry	
and	Commerce	 sector,	 and	 the	 Services	 sector	
w.e.f.		July	2010.	Accordingly,	the	minimum	wage	
rate	 index	 of	 the	 employees	 in	 the	Agriculture	
sector	 increased	 substantially	 in	nominal	 terms	
by	 41.5	 per	 cent	 in	 the	 first	 eight	 months	 of	
2010,	while	 that	of	 	 employees	 in	 the	 Industry	
and	Commerce,	 and	 Services	 sectors	 increased	
marginally	by	2.1	per	cent	and	by	2.5	per	cent,	
respectively,	during	the	period	under	review.	

•	 When minimum wage rates are adjusted for 
inflation, on the basis of CCPI (2002=100), 
formal private sector employees enjoyed an 
overall increase of 23.4 per cent in their real 
wages  during the first eight months of 2010, 
as compared to the first eight months of 2009. 
This	was	purely	due	to	the	increase	in	wages	of	
the	Agriculture	sector	employees	who	enjoyed		a	
real	wage	 increase	of	33.9	per	cent.	Real	wages	
of	Industry	and	Commerce	sector,	and	Services	
sector	employees	decreased	by	3.3	per	cent	and	
by	3.0	per	 cent,	 respectively,	 during	 the	period	
under	review.	

•	 The information on the daily wages collected 
on major economic activities revealed that 
the informal private sector wages in the  
Agriculture  and Construction sectors during 
the first eight months of  2010 increased by 
13.0 per cent and 8.6 per cent, respectively, 
over the same period of 2009. Nominal	wages	
in	the	informal	private	sector	are	determined	in	
a	more	market	 oriented	 environment	 than	 the	
formal	private	sector.	There	is	also	a	tendency	for	
informal	private	sector	wages	to	become	adjusted	
to	compensate	for	the	movements	in	the	cost	of	
living.	At	 the	 same	 time,	 the	 increase	 in	wages	
in	 the	 formal	 private	 sector,	 particularly	 the	
plantation	 sector,	 also	 pushed	 up	wages	 in	 the	
informal	private	sector.	The	average	daily	wages	
of	 sub	 categories	 in	 the	Agriculture	 sector,	 viz.	
Paddy,	Coconut,	Rubber	and	Tea,	 increased	by	
12.5	per	cent,	10.5	per	cent,	13.8	per	cent	and	13.4	
per	cent,	respectively,	in	the	first	eight	months	of	
2010	compared	to	the	corresponding	period	of	
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the	previous	year.	Within	the	Agricultural	sector,	
the	rate	of	increase	in	daily	wages	of	most	of	the	
sub	categories	varied	partly	due	to	the	diversity	
among	 different	 activities.	 Meanwhile,	 the	
average	daily	wages	of	carpentry	and	masonry	in	
the	Construction	sector	also	recorded	increases	
of	 8.2	 per	 cent	 and	 9.0	 per	 cent,	 respectively,	
compared	 to	 the	 corresponding	 period	 of	 the	
previous	year.

•	 An increase in the real wages of  employees in all 
the sub categories of the informal Agriculture 
and Construction sectors were observed  
in the first eight months of 2010. Accordingly,	
daily	 real	 wages	 of	 sub	 categories	 of	 Paddy,	
Coconut,	 Rubber	 and	 Tea	 in	 the	 Agricultural	
sector,	 increased	 by	 6.5	 per	 cent,	 4.6	 per	 cent,	
7.7	 per	 cent	 and	 7.4	 per	 cent,	 respectively,	 on	
average,	 	during	the	first	eight	months	of	2010	
compared	 to	 the	 corresponding	 period	 of	 the	
previous	 year.	Meanwhile,	 wages	 for	 carpentry	
and	masonry	in	the	Construction	sector	recorded	
modest	increases	of	2.5	per	cent	and	3.2	per	cent,	
respectively,	in	real	terms.	

Employment

•	 According to the Quarterly Labour Force 
Survey (QLFS) conducted by the Department 
of Census and Statistics (DCS), the total 
labour force (excluding the Northern province) 
increased marginally  by 0.4 per cent to 8.09 
million in the first half of 2010 compared to 
8.06 million in the corresponding period 
of the last year. However,	 the	 labour	 force	
participation	 rate	 dropped	 to	 48.1	 per	 cent	 in	
the	first	half	of	2010	compared	to	48.8	per	cent	
in	 the	 corresponding	 period	 of	 the	 last	 year.	
The	QLFS	is	yet	to	commence	in	the	Northern	
province	after	the	end	of	the	conflict.	Therefore,	
the	 labour	 force	 data	 excluding	 the	 Northern	
province	 are	 used	 in	 this	 analysis	 for	 detailed	
comparison,	if	not	stated	otherwise.	

•	 According to the DCS, employment increased  
marginally  by 1.1 per cent to 7,670,000 in 
the first half of 2010 compared to 7,588,000 
during the same period of the previous year.	

The	 composition	 of	 employed	 population,	
among	 the	 major	 industry	 group	 recorded	 a	
change	in	the	first	half	of	2010,	with	a	marginal	
increase	 registered	 in	 the	 shares	of	 the	Services	
sector	 from	 42.0	 per	 cent	 to	 43.0	 per	 cent,		
and	 a	 decrease	 in	 the	 share	 of	 the	 Industry	
sector	 from	 25.1	 per	 cent	 to	 24.2	 per	 cent,	
compared	to	the	corresponding	period	of	2009.		
Meanwhile,	 the	 employment	 share	 of	 the	
Agriculture	 sector	 remained	 unchanged	 at	
32.9	 per	 cent	 between	 the	 two	 corresponding	
periods.	 The	 Services	 sector	 indicates	
its	 continued	 dominance	 in	 producing		
employment	opportunities	in	the	labour	market.	
In	terms		of	employment	status,	the	share	of	the	
own	account	workers	 increased	 in	the	first	half	
of	 2010,	 while	 that	 of	 the	 other	 categories	 of	
workers	 declined	 compared	 to	 the	 first	 half	 of	
2009.		Employment	in	the	private	sector,		which	
has	 the	major	 share	of	41.8	per	 cent	 as	 against	
14.2	 per	 cent	 in	 the	 public	 sector,	 continued	
its	 dominance	 in	producing	more	 employment	
opportunities	during	the	period	under	review.

•	 According to the DCS, the unemployment 
rate declined to 5.2 per cent during the first 
half of 2010, compared to 5.9 per cent in 
the corresponding period of the last year. 		
The	 total	 number	 unemployed	 was	 estimated	
at	421,000	for	the	first	half	of	2010,	which	was	
lower	than	that	of	473,000	in	the	corresponding	
period	 of	 the	 last	 year.	 Unemployment	 which	
was		at	a	high	level	of	6.2	per	cent	in	the	second		
quarter	 of	 2009,	 	 declined	 thereafter	 and	
reached	 5.2	 per	 cent	 in	 the	 first	 half	 of	 2010.		
The	 implementation	 of	 various	 infrastructure	
development	 projects,	 reconstruction,	
resettlement	 and	 rehabilitation	 programmes,	
creation	of	self	employment	opportunities,	and	
increased	agricultural	activities	have	contributed	
to	 the	 generation	 of	 more	 employment	
opportunities	during	the	period	under	review.	

•	 A steady increase in foreign employment has 
been observed since the second quarter of 
2009, contributing significantly to foreign 
exchange earnings and reducing the pressure 
on the unemployment problem in Sri Lanka. 
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The	departures	for	foreign	employment	showed	
a	 slight	 slowdown	 in	 the	 first	 quarter	 of	 2009	
but	recovered	well	from	this	temporary	setback	
since	the	second	quarter	2009.	The	total	number	
of	 departures	 for	 foreign	 employment	 in	 the	
first	 half	 of	 2010	 increased	 by	 15.0	 per	 cent	
to	 134,670	 compared	 to	 117,069	 departures	
during	 the	 corresponding	 period	 of	 2009.	The	
increase	 in	 overseas	 employment	was	 observed	
in	 the	 categories	 of	 Professional,	 Clerical	 and	
related,	 Skilled	 and	 Unskilled	 labourers,	 and	
Housemaids.	 Meanwhile,	 foreign	 employment	
continued	to	be	an	important	and	stable	source	
of	 foreign	 currency	 inflows	 to	 the	 country.		
Total	 foreign	 remittances	 received	 from		
migrant	 workers	 from	 January	 to	 June,	 2010	
increased	by	13.5	per	cent	 to	US	dollars	1,820	
million,	 from	 US	 dollars	 1,602.9	 	 million	
received	during	the	corresponding	period	of	the	
previous	year.

•	 Both the number of strikes and the total 
workers involved in the private sector 
strikes declined during the first half of 2010 
compared to the corresponding period of last 
year. Accordingly,	 the	number	of	 strikes	 in	 the	
private	 sector	 declined	 to	 7	 from	 8	 and	 total	
workers	involved	in	the	strikes	declined	to	1,660	
from	 5,020	 between	 the	 two	 corresponding	
periods.	 However,	 the	 total	 man-days	 lost	 in	

the	private	sector	strikes	in	the	first	half	of	2010	
increased	 significantly	 to	 20,495,	 compared	
to	 7,665	 in	 the	 same	 period	 of	 2009,	 mainly	
due	 to	 the	 engagement	 of	 plantation	 workers	
in	 an	 industrial	 action	 during	 the	 first	 half	 of	
2010.	 In	 the	 plantation	 sector,	 the	 number	 of	
strikes	 increased	 to	 3	 in	 the	 first	 half	 of	 2010	
compared	 to	 	 2	 	 in	 the	 corresponding	 period	
of	 2009.	Moreover,	 the	 total	 workers	 involved	
in	 these	 strikes	 increased	 from	 300	 to	 1,073	
and	the	loss	of	man-days	increased	significantly	
from	 300	 to	 19,869	 between	 the	 two	 periods	
under	review.	In	contrast,	the	number	of	strikes	
in	 the	rest	of	 the	private	 sector	during	 the	first	
half	 of	 2010	 declined	 to	 4	 as	 compared	 to	 6		
in	the	corresponding	period	of	the	previous	year.			
The	 total	 workers	 involved	 and	 the	 total	
man-days	 lost	 in	 these	 strikes	 too	 declined	
dramatically	from	4,720	to	587	and	from	7,365	
to	626,	respectively,	during	the	first	half	of	2010	
as	 compared	 to	 the	 corresponding	 period	 of	
the	previous	 year.	 In	 general,	 this	development	
was	 a	 combined	 result	 of	 various	 factors	 such	
as	 better	 relationships	 among	 parties,	 greater	
transparency	in	management	practices,	subdued	
price	pressures,	 and	maintaining	a	better	 social	
dialogue	at	the	workplace	to	improve	industrial	
harmony.	The	continuous	maintenance	of	 such	
a	 sound	 environment	 is	 essential	 for	 increasing	
investment	and	productivity	of		the	country.

  

Table 4.2
Labour Force, Employment and Unemployment (a)

Item
H1     H2    Projections     Q1  Year    Q2   H1(b) 

2009

2008

2010

Household Population ' 000   16,320  16,578  16,531  16,626  16,851 16,810 16,831 16,835
 ( Age 10 years  and above )        
Labour Force,  ' 000    8,082  8,074  8,061  8,087  8,130 8,051 8,091 8,080
 Employed, ' 000     7,648   7,602  7,588  7,593  7,726 7,613 7,670 7,650
 Unemployed, ' 000     434   471  473  470  404 437 421 430
         
Labour Force Participation Rate    49.5   48.7  48.8  48.6  48.2 47.9 48.1 48.0
 (% of Household Population)        
Unemployment Rate     5.4   5.8  5.9  5.8  5.0 5.4 5.2 5.3
 (% of Labour Force)        

(a)    Excluding Northern province         
(b)    Provisional

Sources: Department of Census and Statistics
     Central Bank of Sri Lanka
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•	 Overall labour productivity continued to 
improve in the first half of 2010,  following 
the trend experienced over the last few years.	
Labour	 productivity,	 measured	 as	 the	 GDP		
per	 worker	 (at	 constant	 prices	 of	 2002)	
increased	 by	 6.8	 per	 cent	 in	 the	 first		
half	of	2010	 	over	 the	corresponding	period	of	
the	 	 previous	 year	 to	 Rs.	 166,700	 per	 worker.				
All	 three	 sectors	 contributed	 to	 the	 growth	 in	
productivity	 during	 the	 period	 under	 review.	
Accordingly,	 the	 productivity	 in	 Agriculture,	
Industry	 and	 Services	 sectors	 increased		
by	6.3	per	cent,	10.9	per	cent	and	4.5	per	cent,	
respectively.	

Prospects for 2011

Prices

•	 The opening up of the Northern and Eastern 
provinces for economic activities since May 
2009 with the ending the conflict resulted 
in an expansion in the production of paddy, 
vegetables, fruits, onions and fish.	 This	 is	
expected	 to	 further	 expand	 rapidly	 during	
the	 period	 ahead	 with	 the	 aid	 of	 on-going	
development	 projects	 in	 the	 area.	 This	 will	
contribute	 positively	 towards	 containing	
inflation.

•	 However, with the recovery in the global 
economy, there could be pressure on  
commodity prices in the international  
market. 	 Recently,	 wheat	 prices	 temporarily	
escalated	due	 to	production	 shortfall	 in	Russia	
as	 a	 consequence	 of	 weather	 conditions.			
Such	 crop	 failures	 due	 to	 adverse	 weather	
conditions	 both	 domestically	 and	 abroad	
could	 also	 cause	 temporary	 upsurges	 in	 prices	
in	 the	 future.	 	 	 In	addition,	 the	 threat	of	 a	 rise	
in	 international	 crude	 oil	 prices	 could	 exert	
pressure	on	domestic	prices	in	2011.	This	could	
be	 curtailed	 through	 the	prudent	management	
of	aggregate	demand	and	inflation	expectations	
of	the	public.

Wages

•	 If a significant wage increase is granted to the 
public sector employees in the government 
by the budget for 2011, that could add to 
demand pressure in the market.	 	An	excessive	
wage	 increase	 without	 an	 effective	 programme	
to	 promote	 commensurate	 improvements	 in	
productivity	 will	 have	 an	 adverse	 impact	 on	
prices.	This	would	lead	to	an	increased	demand	
for	 private	 sector	 wages,	 thereby	 adversely	
affecting	 export	 competitiveness	 through		
higher	input	costs.	

Unemployment

•	 With the increased level of livelihood activity, 
particularly in the North and the East,   
a notable increase in self employment 
opportunities is expected. Further	 expansion	
of	 tourism	 is	 likely	 to	 generate	 both	 direct	
and	 indirect	 employment	 opportunities	 in	
the	 Services	 sector.	 	 In	 order	 to	 ensure	 that	
young	 people	 entering	 the	 workforce	 are	
equipped	 with	 the	 skills	 that	 are	 in	 demand	
in	 the	marketplace,	 there	 is	 a	need	 to	promote	
demand	 driven	 skills	 development	 at	 all	 levels	
of	 education.	 	 In	 this	 respect,	 particular	 focus	
should	 be	 paid	 to	 those	 in	 conflict	 affected	
areas,	 who	 are	 in	 need	 of	 rehabilitation	 and		
skills	 development.	 Lower	 labour	 force	
participation	 should	 be	 addressed	 cautiously		
as	 it	 reduces	 the	 supply	 of	 labour	 in	 the	 long	
run,	which	in		turn	has	a	negative	impact	on	the	
growth	momentum.

 Productivity

•	 The increase in labour productivity helped 
the growth in all key sectors of the economy. 
Enhancing	 agricultural	 productivity	 should	
be	given	higher	priority	as	 there	 is	 tremendous	
room	to	increase	its	productivity	through	use	of	
improved	 seed	 varieties,	 new	 technologies	 and	
innovations,	 and	 mechanisation.	 	 This	 could	
be	 promoted	 through	 farmer	 awareness	 by	
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way	 of	 an	 effective	 extension	 service.	 	 Further,	
increase	 in	 value	 addition	 through	 promoting		
agro-based	 processing	 industries	 would	 also	
help	 increase	 productivity	 and	 income	 levels.			
In	 addition,	 proper	 usage	 of	 fertilizer,	
rehabilitation	 of	 irrigation	 networks	 and	
infrastructure	facilities,	and	training	would	also	
help	increase	the	productivity.

•	 The improvement of productivity in the 
Industry sector should also be accorded high 
priority.  Given	 the	 fact	 that	 Sri	 Lanka	 is	 no	
longer	 a	 low	 cost	 producing	 centre,	 if	 it	 is	 to	
be	 globally	 competitive	 its	 Industry	 sector	
needs	 to	upgrade	 technology,	 labour	 skills	 and	
move	 towards	 value	 added	 niche	 products.		
Also,	 there	 should	 be	 grater	 emphasis	 on	
research,	 development	 and	 innovation.	 A	 cost	
effective	way	of	 improving	the	 level	of	research	
and	 	 development	 would	 be	 to	 upgrade	 the	
research	 capacities	 of	 	 universities	 and	 related	
research	institutions	and	link	them	to	industrial	
clusters.	 Fiscal	 incentives	 may	 also	 be	 granted		
for	 skills	 upgrading.	 It	 is	 also	 necessary	 to		
improve	 infrastructure	 facilities,	 particularly	
the	 provision	 of	 uninterrupted	 power	 	 supply	
to	eliminate	non-productive	time	of	machinery.		
High	 quality	 transport	 facilities	 would	 help	
improve	 worker	 punctuality	 and	 thereby	
minimise	unproductive	worker	time.	

•	 The country has further potential to expand  
the Services sector and to move gradually  
towards  a service based economy. 	In	the	future		
Sri	 Lanka	 is	 to	 primarily	 focus	 on	 five	 areas	

or	 hubs	 which	 are	 all	 service	 oriented.		
The	 efficiency	 of	 the	 Services	 sector	 depends	
largely	 on	 the	 availability	 of	 advanced		
technology	and	the	ability	of		the	workforce	to	
handle	 related	 activities	 effectively.	 Therefore,	
an	 educated	 and	 highly	 skilled	 labour	 force	
is	 a	 prerequisite	 to	 having	 a	 sustainable	 and	
competitive	 Services	 sector	 in	 the	 economy.		
For	 the	 purpose	 of	 improving	 productivity	
in	 the	 overall	 Services	 sector,	 it	 would	 be	
necessary	 to	 identify	 growing	 areas	 in	 the	
future.	 Two	 such	 key	 areas	 are	 tourism	
and	 business	 process	 outsourcing	 (BPO).			
In	 preparing	 to	 successfully	 cope	 	 with	 the			
expected	inflow	of	tourist	traffic,	the	hospitality	
industry	 needs	 to	 be	 provided	 with	 skilled	
labour.		With	respect	to	BPO,	it	is	necessary	to	
attract	 higher	 value	 BPO	 activities	 for	 greater	
productivity.		To	prepare	for	this,	training	could	
commence		at	secondary	school	level	by	making		
arrangements	 to	 improve	 computer	 education	
and	 language	 skills.	 A	 national	 level	 certificate	
examination	 for	 English	 and	 Information	
Technology	 should	 be	 introduced	 for	 those	
aspiring	 to	 enter	 the	 BPO	 field.	 	 Establishing	
links	 with	 international	 universities	 and		
technical	 colleges	 would	 also	 help	 improve	
technical	 skills	 in	 this	 field.	 	 A	 certification	
system	 for	 the	 presently	 available	 computer	
training	 facilities	 is	 	 important	 	 to	 ensure	 that	
such	 facilities	 are	 of	 an	 acceptable	 standard.	
Similarly,	professionals	in	the		IT	sector	should		
be	 encouraged	 to	 acquire	 internationally	
recognised	 certifications	 in	 relevant	 fields	 and	
subjects.	


