
RECENT ECONOMIC DEVELOPMENTS    HIGHLIGHTS OF 2016 AND PROSPECTS FOR 2017

T he general price level followed an overall increasing trend, with mixed movements during 
the first nine months of 2016. The movement of the general price level in terms of both the 
National Consumer Price Index (NCPI) and the Colombo Consumers’ Price Index (CCPI) 

was largely in line with the price movements of the Food category. Inflation in the Non-food category 
also increased with the changes in government taxes in May 2016. The subsequent suspension of 
changes introduced to the government taxes moderated the impact from the Non-food category on 
inflation in recent months. Inflation, as measured by the year-on-year change in both the NCPI and 
the CCPI, followed an increasing trend during the period observed.  The year-on-year producer price 
inflation also increased and largely followed the overall increasing trend of the Agriculture sub-index 
during the period. On the demand side, the expansion in credit to the private sector and the increase 
in wages in the economy exerted some pressure on the prices during the period. Both NCPI and 
CCPI core inflation exhibited an increasing trend during the period, signaling the demand pressure in 
the economy. Meanwhile, inflation expectations showed some degree of response to recent monetary 
and fiscal policy changes and broadly remained anchored. Wages in the public and the informal 
private sectors increased in both real and nominal terms. During this period several significant policy 
changes were introduced with respect to wages in the public and private sectors. The unemployment 
rate declined in the first half of 2016 compared to the corresponding period of the previous year. 
However, unemployment rates among youth, educationally qualified persons and females continued 
to remain high reflecting a structural issue in the labour market. Meanwhile, foreign employment 
continued to be one of the leading foreign exchange earners for the country although departures 
for foreign employment declined during the first half of 2016. On the productivity front, labour 
productivity as measured by value added (at 2010 prices) per hour worked increased moderately 
during the first half of 2016.

Prices, Wages, emPloyment and 
Productivity
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NCPI inflation increased further in May and 
June 2016 due to the impact of the continued 
increase in food prices and the increase in 
non-food prices resulting from the changes 
introduced to government taxes. Nevertheless, 
year-on-year NCPI inflation declined in July and 
August 2016 mainly due to the decline in food 
prices. Suspension of the change in taxes in July 
also had a marginal impact towards this decline. 
With the increase in both food and non-food 
prices, year-on-year NCPI inflation increased 
in September 2016. Meanwhile, annual average 
NCPI inflation declined during the first three 
months of 2016 and increased thereafter until 
September 2016.

CCPI Inflation

 y Inflation as measured by the year-on-year 
change in the CCPI moved on an increasing 
trend till June 2016 and declined thereafter. 
Year-on-year CCPI inflation remained benign  
below mid-single digits during January to May 
2016, but crossed the mid-single digit level in 
June 2016 due to the increase in both food and 
non-food prices and in July 2016 due to the 
base effect. With the sharp drop in prices in 
the Food category, year-on-year CCPI inflation 

Developments in 2016 

Prices

Movements in the General Price Level

 y The general price level, as measured by the 
movements in both the NCPI (2013=100), and 
the CCPI (2006/07=100) followed an overall 
increasing trend, with mixed movements 
during the period observed. Both price indices 
largely followed the movements of the Food 
category, which declined from January 2016 to 
March 2016, increased thereafter until July and 
subsequently declined until September 2016. 
The NCPI, which covers the price developments 
in the entire island, was 112.0 index points in 
January and increased to 113.5 index points in 
Septermber 2016. The CCPI which covers the 
price developments in the urban areas of the 
Colombo district, was 184.9 index points in 
January and increased to 188.5 index points in 
September 2016. 

Headline Inflation

NCPI Inflation

 y Inflation as measured by the year-on-year 
change in the NCPI, followed an increasing 
trend during the first nine months of 2016.  
Year-on-year NCPI inflation was negative in 
January 2016, due to the decline in food prices 
and the high base. Even though the food prices 
continued to decline during February and March 
2016, year-on-year NCPI inflation increased 
from February 2016 onwards due to the low 
base in the corresponding period of 2015.  Food 
prices started to increase from April 2016 due to 
seasonal demand and adverse weather conditions 
leading to a sharp increase in year-on-year NCPI 
inflation in April 2016. Thereafter, year-on-year 
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Chart 4.1 Movements of Headline Inflation (2015-2016)
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declined thereafter. Meanwhile, annual average 
CCPI inflation exhibited an increasing trend 
throughout the first nine months of 2016.

Core Inflation

 y Both NCPI and CCPI core inflation remained 
relatively high during the period, signaling the 
demand pressure in the economy. Furthermore, 
subsequent to the changes in government taxes1 
in May 2016, prices of several key subgroups in 
the core basket increased, further increasing the 
upward pressure on prices. NCPI core inflation 
increased from 3.0 per cent in January 2016 to 
5.7 per cent in September 2016 on year-on-year 
basis. Annual average core inflation moved on 
an increasing trend from 4.3 per cent in January 
2016 to 5.7 per cent in September 2016. Year-on-
year CCPI core inflation also moved from 4.6 per 
cent in January 2016 to 4.2 per cent in September 
2016, exhibiting mixed movements. Meanwhile, 
annual average CCPI core inflation increased 
from 3.3 per cent in January to 5.0 per cent in 
September 2016, continuing the increasing trend 
that was observed from October 2015.

Supply Side Developments

Price Movements in the Food Category

 y Prices of food items with volatile prices 
(Volatile Food2) exhibited mixed movements, 
contributing largely towards the increase in 
food inflation during the period. Prices of 
vegetables increased at a higher rate during 
the first nine months of 2016 compared to 
the corresponding period of the previous year 
largely due to adverse weather conditions. Prices 
of fresh fish also increased at a higher rate during 
this period compared to the same period of the 
previous year. This was due to a combination 
of factors including the shortage of supply to 
the domestic market caused by the increase in 
exports with the removal of the ban imposed 
by the European Union on fish imports from 
Sri Lanka. Adverse weather conditions that 
prevailed during April to May and the decline 
in production due to unsustainable fishing 
practices also contributed to the increase in 
fish prices. Nevertheless, rice prices recorded a 
modest decline during the first nine months of 
2016 compared to the corresponding period of 
the previous year, contributing to moderate the 
pressure on volatile food prices. 

 y Domestic prices of imported food items 
increased during the first nine months of 
2016. The increase was mainly due to the 
moderation of the declining trend of prices in 
the international markets and the weakening of 
the Rupee, as reflected by the changes in trade 
indices compiled by the Central Bank. The 
prices of sugar, dhal and wheat flour increased 
in the domestic market during the first nine 
months of 2016 compared to the same period of 
2015. The price of a loaf of bread also increased, 
subsequent to the price increase in wheat flour. 

1. Three main changes in government taxes were implemented in May
i. The increase in the Value Added Tax (VAT) rate from 11 per cent to 15 per cent
ii. The removal of the VAT exemption on certain goods and services
iii. The removal of the Nation Building Tax (NBT) exemption on certain goods 

and services
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Chart 4.2 Movements of Core Inflation (2015-2016)

2. Volatile Food includes rice, meat, fresh fish and sea food, coconuts, fresh fruits,             
vegetables, potatoes, onions and selected condiments.
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The impact of the changes in government taxes 
in May 2016 on the increase in food prices was 
marginal. 

Food Inflation

 y Year-on-year food inflation exhibited an 
overall increasing trend during the first nine 
months of 2016. This increase could be largely 
attributed to the increase in Volatile Food prices 
while the prices of imported food also increased 
during the period.  Food inflation remained 
benign during the first two months of 2016 
due to the decline in Volatile Food prices, with 
improved supply conditions and the high base 
that prevailed in the corresponding period of 
2015. From March 2016 onwards, food inflation 
increased until June 2016 due to continued 
weak domestic food supply conditions coupled 
with the low base effect. Food prices declined 
gradually with the arrival of the harvest to the 
market and food inflation began to subside from 
July 2016.

Price Movements in the Non-food Category

 y Price behaviour of sub groups in the Non-food 
category exhibited mixed directions. Prices in 
Clothing  and Footwear; Health; Communication; 
Recreation and Culture; and Education sub-
groups recorded significant increases during first 
nine months of 2016 compared to the same 
period of the previous year. Increases in Health 
and Communication sub-groups could be 
largely attributed to the changes in government 
taxes implemented in May 2016. Meanwhile 
Furnishings, Household Equipment and Routine 
Household Maintenance; Transport; and 
Miscellaneous Goods and Services sub-groups 
recorded marginal increases. Nevertheless, 
Housing, Water, Electricity, Gas and other 
Fuels sub-group recorded a marginal decline. 

This was due to the downward revision of the 
administered prices of LP Gas and Kerosene on 
several occasions during the latter part of 2015. 
Meanwhile, bus fares were also revised upward 
by 6 per cent with effect from 01 August, 2016.

Non-food Inflation

 y Year-on-year non-food inflation moved on 
mixed directions during first nine months of 
2016. Non-food inflation increased in February 
2016 mainly due to low non-food prices that 
prevailed during the same period of 2015. 
Thereafter, non-food inflation moderated 
until April 2016. Non-food inflation increased 
with the changes in government taxes in May 
2016. This increase was prominent in items in 
the Health and Communication sub-groups. 
Nevertheless, subsequent to the suspension 
of the changes in government taxes in July, 
prices of items in Health and Communication 
categories declined.

Producer Price Inflation 

 y Producer price inflation exhibited an overall 
increasing trend during the first half of 2016, 
albeit mostly remaining in the negative 
territory. Producer price inflation is measured by 
the year-on-year change in the Producer’s Price 
Index (PPI) (2013 Q4=100), which is compiled 
by the Department of Census and Statistics. 
The year-on-year changes in the Agriculture and 
Manufacturing sub-indices exhibited overall 
increasing trends with some volatility. Year-on-
year producer price inflation largely followed 
the trend of the Agriculture sub-index during 
the period, which was also observed in consumer 
price inflation. Meanwhile, the year-on-year 
change in Electricity and Water (Utilities) 
sub-index moved on an increasing trend from 
January 2016 to April 2016 and declined 
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thereafter where the decline in June 2016 was 
substantial. This decline in June 2016 was 
mainly due to the base effect where the cost 
of production increased with the high level of 
thermal power generation in the Production, 
Collection and Distribution of Electricity 
sub category. 

Impact of Fiscal Policy Measures on Prices

 y There were several fiscal policy measures that 
exerted a direct impact on consumer prices 
during the period under review. The Value 
Added Tax (VAT) rate was increased from 
11 per cent to 15 per cent in May 2016. With 
this increase, the VAT exemptions for several 
sub categories in the consumer price index 
baskets including Health, Communication 
and Education were removed. This caused the 
prices in these sub categories to increase and this 
increase was observed in the relevant subgroups 
of Health and Communication subgroups 
of both the CCPI and the NCPI. However, 
subsequent to the Supreme Court interim 
order, the VAT increase was suspended in July 
2016. Nevertheless, a full downward adjustment 
in prices was not observed in response to the 
suspension of the VAT increase. Meanwhile, 
to mitigate the effect of the increase in cost 
of living, the government announced ceiling 
prices for 16 essential food items through the 
Ministry of Industry and Commerce in mid July 
2016. Moreover, the Special Commodity Levy 
(SCL) of several imported food commodities 
were revised on several occasions to balance 
supply side developments. SCL on imported 
commodities such as potatoes, red onions and 
big onions were increased to discourage imports 
during the harvesting seasons for the benefit 
of local farmers. Furthermore, the SCL on 

imported sugar was reduced substantially when 
the price ceiling was announced, to maintain 
prices in the retail market.

Demand Side Developments

 y The expansion in credit to the private sector and 
the increase in wages in the economy, leading 
to a rise in real incomes, particularly during 
2015 and the early part of 2016 contributed 
to some degree of demand side pull on prices. 
Credit to the private sector grew at higher rates 
in the past couple of years in response to  the 
conducive monetary policy environment that 
prevailed since late 2012. Wages in the economy 
also increased at higher rates, particularly in the 
public sector during 2015. Wages in the informal 
private sector also followed the trend in public 
sector wages. 

Inflation Expectations 

 y Inflation expectations showed some degree of 
response to monetary and fiscal policy changes 
introduced during the first nine months of 
2016. Near term inflation expectations remained 
stable and low within the corporate sector 
surveyed during the year. Within the household 
sector, near term inflation expectations remained 
comparatively higher but at a stable level. Near 
term inflation expectations of both categories of 
respondents increased in response to the changes in 
government taxes in May 2016. The imposition of 
the ceiling price for 16 essential items in July 2016 
had no significant effect on reducing inflation 
expectations, albeit stabilising expectations. 
Inflation expectations surveyed for 6 to 12 month 
periods ahead for the corporate sector continued 
a moderately increasing trend from the last quarter 
of 2015. Nevertheless, with the policy rate changes 
introduced in February 2016 and July 2016, 
corporate sector expectations on 12 months ahead 
inflation appear to have moderated. 
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Wages

 y Wage pressures in the economy show signs 
of moderation subsequent to significant 
increases observed in wages during 2015 
and the early part of 2016. Growth in wages, 
amid low unemployment levels signal that the 
labour market is operating close to its potential. 
However, high rates of unemployment among 
youth and educationally qualified persons signal 
that there are some structural deficiencies in the 
labour market.

 y There were significant policy changes 
introduced with respect to wages in the public 
and private sectors during the period under 
review. A new public sector salary circular3  was 
issued to implement new salary scales and the 
addition of the Rs. 10,000/- interim allowance 
introduced in 2014 and 2015 to the basic 
salary in five phases starting from 01 January 
2016. The actual changes in public sector 
wages were observed from March 2016. For 
the private sector, a National Minimum Wage4  
of Rs. 10,000/- was legalised with effect from 
01 January 2016. Furthermore, the coverage of 
the workers eligible for the Budgetary Relief 
Allowance5  was also expanded by increasing 
the ceiling from Rs. 20,000/- to Rs. 40,000/- 
in 2016.

 y The average nominal wage rate index of public 
sector (2012=100) employees increased by 
5.8 per cent during the first eight months of 
2016. This increase in wages was due to the 
stepwise increase in the interim allowance to 
Rs. 10,000/- effected during the first eight 
months of 2015 and the inclusion of a portion 
of the interim allowance to the basic salary, which 
yielded a higher average wage index for the first 

eight months of 2016 compared to the same period 
of 2015. Meanwhile, the real wages of public sector 
employees also increased by 2.0 per cent during the 
first eight months of 2016. It is noteworthy that 
nominal and real wages in the public sector grew 
by 31.8 per cent and 26.9 per cent respectively, 
during the corresponding period of 2015.

 y Wages of private sector employees increased 
during the first eight months of the year. 
Nominal wages of informal private sector 
employees increased by 7.0 per cent during the 
first eight months of 2016 compared to the 
7.9 per cent increase recorded during the same 
period of 2015, as measured by the informal 
private sector wage rate index (2012=100). 
Nominal wages of the three main economic 
activities namely; Agriculture, Industry and 
Services increased by 5.5 per cent, 7.8 per cent 
and 6.9 per cent respectively, during the first 
eight months of 2016. Meanwhile, real wages in 
the informal private sector increased by 3.2 per 
cent during the first eight months of 2016. Real 
wages of employees in Agriculture, Industry 
and Services activities increased by 1.7 per cent, 
4.0 per cent and 3.1 per cent respectively, during 
the first eight months of 2016. Meanwhile, 
wages in the formal private sector also increased 
during the first half of the year, as revealed by 
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the Business Outlook Survey conducted by 
the Central Bank. This increase in wages was 
observed across all three economic activities.

Labour Market Trends

 y Labour market indicators signal an improvement 
in employment and persistent gaps in required 
skill levels. Low unemployment rates with 
increasing wage pressures taken alone indicate 
that the labour market is operating close to its 
capacity. On the other hand, business sentiment 
surveys conducted by the Central Bank indicate 
that there is a persistent shortfall in the availability 
of both skilled and unskilled labour for private 
sector firms. Employers’ intention to hire labour 
was mostly positive over the past couple of years, 
while the employment level existing in firms fell 
short of the desired level to carry out routine 
operations. These developments along with the 
high unemployment rates among youth and 
educationally qualified persons indicate that there 
is a structural issue in the domestic labour market. 

Labour Force 

 y According to the Quarterly Labour Force 
Survey (QLFS) conducted by the Department 
of Census and Statistics (DCS), covering the 
entire island, the labour force, which consists 

of the economically active population aged 
15 years and above, increased by 0.4 per cent 
to 8.256 million persons in the first half of 
2016, from 8.223 million in the corresponding 
period of 20156. Increase in the labour force was 
mainly due to the increase of male entrants to the 
labour force. This increase in the economically 
active male population was due to increased 
participation in Urban and Rural sectors, 
while the economically active male population 
declined in the Estate sector.  Female labour 
force participation in all three sectors, namely; 
Urban, Rural and Estate declined during the 
observed period. 

 y The labour force participation rate (LFPR), 
which is the ratio of the labour force to the 
household population aged 15 years and 
above, decreased marginally to 53.7 per cent 
in the first half of 2016 compared to 53.9 per 
cent in the corresponding period of 2015.  
The decrease was mainly due to the decrease in 
female LFPR from 36.4 per cent in the first half 
of 2015 to 35.7 per cent in the first half of 2016 

(a) In July 2016, the Department of Census and Statistics published a re-weighted 
 and revised labour force data series for 2011 onwards.  
(b) Provisional  
(c) Revised  

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

Item
2015 (c) 2016

H1 Year H1 Projections 

Household Population, ‘000
(Age 15 years and above ) 15,266 15,282 15,383 15,420

Labour Force, ‘000 8,223 8,214 8,256 8,172
Employed, ‘000 7,844 7,831 7,892 7,805
Unemployed, ‘000 379 383 364 368

Labour Force Participation Rate (% of Household Population) 53.9 53.8 53.7 53.0
Unemployment Rate (% of Labour Force) 4.6 4.7 4.4 4.5

Table 4.1 Labour Force, Employment and Unemployment (a) (b)

6. Subsequent to the Census of Population and Housing conducted by the Department 
of Census and Statistics (DCS) in 2012 covering the entire island, the Labour Force 
Survey (LFS) estimates were re-weighted for the first time in Sri Lanka by the DCS, 
using rebased Mid-Year Population Estimate (MYPE) published by the Registrar 
General Department (RGO). The intention behind re-weighting was to keep LFS 
estimates in line with the latest population data as practiced by many other countries. 
The analysis is based on the said re-weighted LFS Estimates.
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while male LFPR increased from 74.3 per cent in 
the first half of 2015 to 75.2 per cent in the first 
half of 2016. 

Employment

 y The number of employed persons increased 
marginally by 0.6 per cent to 7.892 million in 
the first half of 2016 compared to 7.844 million 
in the corresponding period of 2015. The increase 
in the number employed was mainly due to the 
4.5 per cent increase in the number engaged 
in Industry activities and 4.1 per cent increase 
in the Services activities, compared to the first 
half of 2015. With the growth in Industry and 
Services sector activities during the first half of 
2016, the capacity to absorb additional labour 
increased in these sectors. Nevertheless, the 
number employed in Agriculture activities 
declined by 8.1 per cent in the first half of 2016 
compared to the same period of 2015, with the 
decline in the economic growth of agriculture 
related activities driven by adverse weather 
conditions. The Services sector continued to be 
the foremost employment generator accounting 
for a 46.6 per cent share of total employment. 
Agriculture and Industry sectors contributed 
to 26.8 per cent and 26.5 per cent of total 
employment, respectively. 

 y In terms of employment status, the number employed 
in the employer and private sector categories 
increased while those in the self-employed, public 
sector and contributing family worker categories 
declined. The number employed in the private 
sector increased by 3.9 per cent, while the number of 
employers increased by 2.1 per cent in the first half 
of 2016 compared to the same period of the previous 
year. The self-employed and public sector employees 
categories declined by 1.1 and 2.4 per cent respectively. 
The number of contributing family workers declined 
by 3.8 per cent. This is due to the deceleration in 
economic activities in the Agriculture sector, in 

which the majority of persons considered under 
the contributing family worker category are 
employed. Except for contributing family workers, 
more than 50 per cent of the number employed 
in all other categories were engaged in Non-
Agriculture related activities. 

 y As per the Semi-annual Public Sector 
Employment Survey conducted by the Central 
Bank of Sri Lanka, public sector employment 
stood at 1.386 million as at the end of the 
first half of 2016. The semi-government 
sector accounted for 17.4 per cent of the 
total public sector employment, while other 
types of government institutions accounted 
for the remaining 82.6 per cent. Ministries, 
departments and provincial councils accounted 
for 10.2 per cent, 40.2 per cent and 29.1 per cent of 
the total public sector employment respectively. 
District secretariats and divisional secretariats 
accounted for 3.1 per cent of the total public 
sector employment. 

Unemployment

 y The unemployment rate declined to 4.4 per cent 
in the first half of 2016 compared to 4.6 per cent 
in the corresponding period of the previous 
year. The total number of unemployed persons 
during the period under review was estimated 
at 0.364 million compared to 0.379 million 
recorded in the same period of the last year, 
recording a decline of 4.1 per cent. The male 
unemployment rate increased to 3.1 per cent 
during the period under review compared 
to 2.9 per cent in the same period of the 
previous year. The female unemployment 
rate in Sri Lanka continues to remain at high 
levels and is twice the male unemployment 
rate, amid comparatively low female LFPRs. 
This is due to the lack of opportunities to 
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work on a part-time basis or on flexible hours 
due to family commitments. Such options are 
rare in the Sri Lankan job market. 

 y Notable disparities were observed across 
age wise unemployment rates. Youth7  
unemployment continues to remain at a 
significantly high level of 21.8 per cent in the 
first half of 2016. Labour force participation by 
persons in this age group was substantial with 
over one million persons. The unemployment 
rate among persons in the 25-29 years age 
category was also 8.8 per cent. Nevertheless, age 
groups between 30-39 years and 40 years and 
above recorded relatively low unemployment 
rates of 2.4 per cent and 0.8 per cent respectively, 
during the first half of 2016.  

 y In terms of education level, the highest 
unemployment rate of 8.2 per cent was reported 
among persons with GCE (A/L) and higher 
level of educational attainment. It is pertinent 
to note that this group continuously records high 
unemployment rates of all categories. This can be 
attributed to issues of skills mismatch, variations 
in expected and actual remuneration packages, 
reluctance to accept employment opportunities 
which are considered to be unfitting with their 
social status and past breaks in the employment 

history.  It could also be the preference to be 
employed in the public sector with conventional 
social security arrangements and other benefits 
rather than seeking an opportunity in the 
private sector. Meanwhile, the unemployment 
rate among persons with 6-10 years of schooling 
increased to 3.4 per cent from 3.3 per cent, while 
it declined to 5.8 per cent among those who 
have passed GCE (O/L) from 6.5 per cent in the 
same period of the previous year. 

Foreign Employment

 y Foreign employment continued to be one of the 
main foreign exchange earners for the country 
despite a 10.2 per cent decline in departures for 
foreign employment observed during the first 
half of 2016, compared to the corresponding 
period of 2015. The geo-political situation 
in the Middle East, the economic slowdown 
in major oil exporting countries and also 
the measures taken to streamline departures 
under the housemaid category by government 
authorities led to the decline in departures for 
foreign employment. Female departures declined 
by 12.3 per cent, while male departures declined 
by 9.0 per cent during the first half of 2016.

 y With regard to skill categories, worker 
departures under the Professional and Middle 
Level categories increased while departures for 
all other categories declined. Compared to the 
first half of 2015, departures under the Middle 
Level category increased by 12.9 per cent, while 
departures under the Professional category 
increased by 7.6 per cent during the first 
half of 2016. Departures under Clerical  and 
Related; and Housemaid categories declined by 
21.7 per cent and 13.0 per cent respectively in the 
first half of 2016 compared to the same period of 
2015.  Measures taken to encourage departures 
under higher skill categories need to be further 
strengthened to sustain the growth in remittance 
inflows in future. 

Chart 4.4 Unemployment Rate (2012-2016)
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 y The Sri Lanka Bureau of Foreign Employment 
(SLBFE) issued licenses for 50 new foreign 
employment agencies and renewed 465 
licenses of existing agencies during the first 
six months of 2016. Nevertheless, the SLBFE 
statistics showed a considerable increase in the 
share of departures for foreign employment 
through private sources to 61.7 per cent during 
the first half of 2016 from 52.7 per cent in the 
previous year. If this trend continues, the process 
of monitoring, regulating the labour migration 
process and ensuring worker welfare would 
become a challenge in future. 

 y Furthermore, the SLBFE continues to 
implement measures under the National 
Labour Migration Policy. Measures were taken 
to combat human trafficking through setting up 
a Counter Human Trafficking Unit in 2016 and 
island wide awareness programmes are expected 
to be conducted by SLBFE. SLBFE conducted 
122 raids on illegal recruitment activities during 
the first six months of 2016 and filed 197 court 
cases against illegal and licensed agencies which 
violated the law in order to ensure trustworthy 
foreign employment for Sri Lankan migrants.

Labour Relations

 y As per the statistics on strikes reported to the 
Labour Department, labour relations improved 
in terms of the number of man-days lost due 
to strikes, which declined by 25.5 per cent to 
19,571 in the first half of 2016 from 26,258 in 
the corresponding period of 2015. The number 
of strikes in private sector firms also declined 
from 22 to 12 during the period. The decline 
in the number of strikes were observed in both 
Plantation and other sectors. Nevertheless, 
workers involved in strikes increased from 5,257 
to 7,418 in the first half of 2016 compared to the 
corresponding period of the previous year. 

 y In order to enhance industrial harmony, a 
number of programmes were implemented 
by the Ministry of Labour and Trade Union 
Relations during the period under review. 
Accordingly, the Ministry was continuously 
involved in activities to improve workplace 
co-operation and industrial peace in the 
private sector. Meanwhile, the National 
Minimum Wages of Workers’ Act, No 3 of 
2016 and the Budgetary Relief Allowance 
of Workers Act, No 4 of 2016 were passed in 
Parliament in March 2016. 

Labour Productivity 

 y As per the provisional National Accounts and 
Employment estimates, Labour productivity 
as measured by Value Added (in 2010 prices) 
per hour worked increased marginally by 
0.6 per cent to reach Rs. 460.91 in the first 
half of 2016 compared to Rs. 458.00 in the 
corresponding period of 2015. The Services 
sector exhibited the most efficient use of labour 
resources recording the highest productivity 
level of Rs. 556.84 per hour worked. The 
Industry sector recorded a productivity level of 
Rs. 497.34.  The Agriculture sector registered 
the lowest productivity level of Rs. 179.29 per 
hour worked during the period observed. 

Expected Developments

Prices

 y Inflation is expected to remain around mid-single 
digit levels during the remainder of 2016 and in the 
medium term. Well anchored inflation expectations, 
the forward looking approach of monetary 
management and favourable domestic supply 
conditions are expected to help maintain the 
general price level at benign levels. Nevertheless, 
against such favourable developments, there 
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is some degree of upward pressure on prices 
emanating from several factors. With the 
possible reversal of the declining trend in 
international prices of consumer goods and the 
weakening of the domestic currency, inflationary 
pressure caused by price movements of imported 
items could rise. Furthermore, if the suspension 
of the changes in government taxes is removed 
and the coverage of goods falling into the 
tax net is expanded, both food and non-food 
inflation will increase. Among the non-food 
categories, Health, Communication and utilities 
increased in May 2016 with changes introduced 
to the government taxes and declined with the 
suspension of the same measures. The possible 
weather related developments would also 
cause supply disruptions of fresh food items, 
particularly vegetables and fish, which could 
lead to an increase in volatile food inflation.    

Wages and Productivity

 y The weakening of domestic currency will 
have a favourable impact on the export 
competitiveness through the low cost 
advantage while growth in real wages of the 
domestic labour market could counter the 
advantage. Growth in real wages should be 
matched with growth in productivity over the 
long run to ensure cost competitiveness for 
producers. In order to cater to expanding access 
to international markets by domestic producers, 
production capacity and productivity have to 
be improved. Since production capacity cannot 
be expanded in the short term, the focus should 
be to improve productivity, particularly in 
the Agriculture sector. Hence, adjustments to 
wages need to be associated with productivity 
linked incentives to remain competitive in the 
international market. 

Labour Force and Employment

 y Increase in LFPR among elderly persons (age 
60 and above) points out active ageing, but 
it also signals, some degree of economic and 
social vulnerability. Along with the higher life 
expectancy of Sri Lankans in comparison to 
regional peers, the widely accessible and quality 
medical facilities and declining fertility rates 
contribute towards an ageing population. Lack 
of adequate superannuation benefits and the 
psychological barriers to retire, push the ageing 
population in to the labour force. This is a 
positive trend in terms of the benefits of utilising 
their experience and expertise in economic 
activities, while keeping the elderly persons active 
and relieving the economic and social burden of 
their welfare. Nevertheless, this trend also points 
out the economic and social vulnerabilities of 
the elderly, which would aggravate with the 
imminent ageing population phenomenon 
burdening the working population in future. 

 y The high level of unemployment among 
youth and females indicates the continuous 
availability of labour in the market for  
expansion in capacity utilisation, provided 
that adequate training and skill matching 
is available. The education system of the 
country should offer more avenues along with 
entrepreneurship and technical and soft skills 
development with the intention of producing 
a quality workforce. Entrepreneurial skills can 
be developed among students since school 
age through projects during vacations to instil 
confidence in them. Lack of access to capital is 
also another issue to be solved in promoting young 
entrepreneurs. Although the educated youth are 
equipped with novel ideas, the capital constraints 
they face deter their ideas from materialising. 
Successful entrepreneurships will eventually 
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increase the value addition in the economy, and 
also contribute to drain unemployment to a 
certain extent through the creation of multiple 
employment opportunities. Business startup 
assistance in financial and non-financial means 
would encourage new entrepreneurs to embark 
on their businesses with confidence.  With the 
introduction of measures to discourage foreign 
employment under the housemaid category, the 
number of females seeking opportunities in the 
domestic labour market could increase. Female 
unemployment could be reduced if employers 
are willing to offer part-time or flexible working 
hour options and other often required amenities 
for female employees such as safe transport and 
accommodation.

 y There is a deficiency in the supply of both 
skilled and unskilled labour in the domestic 
market for the operation of private sector 
firms.  Employers have highlighted this issue 
continuously in the Business Outlook Survey 
conducted by the Central Bank. This issue has 
risen due to the continuous skills and perception 
mismatch between the demand and supply that 
has become embedded as a structural issue in 
the domestic labour market. To overcome this 
structural deficiency, the education system of 

the country needs to be modernised with a 
long term vision. Furthermore, encouraging 
the decentralisation of the operations of labour 
intensive firms to areas that have a relatively high 
labour supply would also contribute towards 
overcoming the labour supply deficiency issue.

 y The very high prevalence of chronic illnesses 
among persons who are in the age group 
of 15-59 years could lead to efficiency 
deteriorations in the economy in the long run.   
According to the Self-Reported National Health 
Survey conducted by the DCS, the prevalence of 
chronic illnesses is high among the economically 
active population between 15-59 years of age. 
The health condition of economically active 
persons within the working age is important 
not only in one’s personal perspective, but 
also in terms of the impact on the economy 
and the society at large. It is a known fact that 
many long-term health conditions occur during 
the working age, due to changes in lifestyle, 
low levels of physical activity and inadequate 
nutrition. Assessment of the health status among 
working age persons should be encouraged so 
that preventive treatments could be sought to 
mitigate the adverse economic and social impact 
of an unhealthy workforce. 


