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ABSTRACT

Sri Lanka has become an example for a third world country, with high social
achievements. Despite the low-income level, Sri Lanka’s high achievements in the
health sector have been regarded as a puzzle in development studies and it challenged
the popular concept that social indicators follows economic growth. Compared to
majority of the other developing nations, Sri Lanka was maintaining a very high public
expenditure to GDP ratio for the health sector in the past. The objective of this study is
to analyse the relationship between public expenditure on health and infant mortality
rate. Three separate models have been constructed to cover the impact of per capita
health expenditure on infant mortality rate between 1951 and 2004. According to
constructed parsimonious models, there is a strong negative relationship between infant
mortality rate and per capita public health expenditure. The amount of units reduced in
infant mortality rate by investing one rupee in per capita public health expenditure
between 1951 and 1973 can be achieved only by investing 49 rupees in per capita GDP.
It is also found that the investment of 1 rupee on per capita public health to reduce the
infant mortality rate after 1974 is only equivalent to the spending 5 rupees in per capita
GDP. On the other hand the marginal effect of infant mortality rate of an increase of one
rupee in per capita GDP has been recorded as four times the increase after 1974.
Government involvement on health development is vital for the reduction of infant
mortality rate. Curtailing public health expenditure would result a massive damage to
the prevailing health services. By abolishing government funding on health for 1 year
would result at least in a loss of Sri Lanka’s past health achievements for 15 years,
which is a strong justification to claim sufficient amounts of public funding for health
development annually. Results of a questionnaire survey conducted for public sector
middle level managers show that there is a strong support from the public sector
managers for the continuation of public fund allocations for health sector development
in the future and also to promote the private healthcare facilities. But the majority of
managers except medical officers are satisfied with the present level of funds allocated
for public health.
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Chapter 1

Introduction

1.1 Background

Sri Lanka maintained high standards in the human development sector during the
last six decades. Population growth rate of the country has decreased from 3.3% in 1950 to
1.1% in 2004. Between 1953 and 2000, the adult literacy rate increased from 65% to 92%,
which is the highest at present in the developing world. Sri Lanka’s crude birth and death
rates have decreased by 55% and 52% respectively over the last sixty years. Infant mortality
rate of Sri Lanka in year 2004 was 12 per thousand live births. This has been reduced by

85% since 1950 (Central Bank annual report, 2007).

These statistics gives an indication of a successful story of a well-managed
healthcare system. Continuation of the free healthcare policy of successive governments by
investing public funds in healthcare, which was initiated as early as 1931, has been the main
reason behind this success. Sri Lanka’s success in healthcare development also shows that
even a poor country could achieve high standards in human development through the

political will, commitment and correct policy decisions (Samarasinghe, 1998).

Compared to the majority of other developing nations, Sri Lanka was maintaining a

good healthcare system in the recent past. Initiatives for healthcare development were taken



in the colonial era. Although development of basic infrastructure to support the plantation
industry was the highest priority of the colonial government, a considerable amount of
public funds has been allocated for the development of health and education. As a result, at
the time of independence. standard of the health of the population of Sri Lanka was much
ahead of her neighbours™ and other developing countries’ in the world (Administrative

report. 1948).

Government policies have changed drastically from a colonial and capitalistic to
socialistic and welfare orientation when the Sri Lanka Freedom Party (SLFP) came to
power in year 1956 with two other Marxist parties (Hettige, 2000). The highest priority of
the SLFP government was to improve the public welfare services. As a result, public
investments on welfare programmes were increased. Government also changed the role of
facilitator for private investment to a giant public investor to promote the economic sector
of the country directly. Government maintained a monopoly in the majority of the services
including rail, road and air transportation, ports, banks and other financial services,
distribution of essential commodities, posts and telecommunication, power and energy and
water supply. Although, frequent political changes took place in the post independence era,
impact of these changes on the continuation of social welfare policies of the government

was minimal until 1977.

Between 1956 and 1977, the bulk of public investment was allocated to Social

welfare including Human Resource Development, which accounted for about 40% of the



