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Abstract: The contrasting cases of Sri Lanka as relatively ‘high human development’ and Pakistan as relatively ‘low human development’ countries provide the scope for exploring the role that human capital differences play in shaping long-term inequality between leading (urban) and lagging (rural) regions. We use the Household Income Expenditure Surveys (HIES) of 1990/91 and 2001/02 for Sri Lanka, and the HIES for 2001/02 and 2005/06 for Pakistan, to study inequality in the living standards between leading (urban) and lagging (rural) areas. A quantile decomposition technique is used to analyze the inter-regional gap in welfare. We use real per capita household consumption expenditure as measure of welfare. Three results stand out. First, the educational returns in leading regions are always higher, regardless of quantile, country and year. Second, the educational returns tend to be higher for the upper quantiles compared with the lower quantiles. Third, while differences in covariates such as education, ethnicity, demographics, and geography play an important role in both the countries and survey periods, the observed gap in welfare is primarily driven by the differences in returns to covariates between the leading (urban) and lagging (rural) areas.

I.
Unbalanced Growth, Balanced Development: Role of Human Capital and Labor Mobility 
Inter-regional gap in living standards—as measured by real per capita consumption expenditure—is expected to decline in the process of ‘inclusive economic growth’ (defined here as growth that ensures broad-based access to human capital and ease of labor mobility between sectors and regions).
 Persistent or even rising regional inequality have come to characterize many growth episodes where the last two conditions—human capital and labor mobility--were absent. The lagging regions may suffer from a variety of sources: there may be differences in quality of education; lack of connectivity to growth centers can constrain labor mobility; there may be social (language/ ethnic) divisions in the pattern of employment, or immobility may be influenced by policy-induced distortions in the land market, holding back the pace of potential migration—all leading to low returns to human capital in the lagging regions. Relatively high labor immobility—as evidenced from low internal migration rate--can also be shaped by diverse institutional-historical circumstances such as chronic poverty traps in the estate sector in Sri Lanka or ‘agrarian feudalism’ in rural Sindh and parts of Southern Punjab.  

In this paper we examine the relevance of these factors of labor immobility—education, connectivity, urbanization, ethnic division, migration--in explaining persistent regional gap in welfare in Sri Lanka and Pakistan. For Sri Lanka, the term ‘regional gap’ will refer to the differences between the Western and non-Western Provinces; for Pakistan, it refers to the gap between urban and rural areas.
The paper finds that both in relatively high (as in the case of Sri Lanka) and low (as in the case of Pakistan) human capital contexts, the inter-regional gap in living standards is persistent; in fact, the gap has widened in the process of economic growth. The paper finds that while economic reform has improved the returns to endowments, not all the regions and income groups benefitted equally from higher growth. The leading region and the non-poor groups benefitted much more than the lagging region and the poor. Higher returns to human capital for upper consumption quantiles have been an important source of rising inequality in the distribution of personal income (expenditure) witnessed in both the economies. 

In many ways, the country examples chosen for the paper--Sri Lanka with only 20 million of population, and Pakistan with 162 million--provide more contrasts than parallels. The comparison is motivated by two considerations. First, we wanted to see how human capital differences unfold and shape inter-regional inequality in contrasting (initial) conditions. This can be judged by the comparative status of a few key economic and social indicators. The contextual contrasts in respect of per capita income, status of human development, and level of urbanization between the two countries make the cross-comparisons intriguing (Table 1). For example, Sri Lanka has about twice the level of per capita income compared with Pakistan. In contrast, the rate of urbanization is 39% for Pakistan compared with 15% for Sri Lanka. Even with potential definitional issues, Sri Lanka has a lower urbanization rate compared to the level predicted by its income level. On social programs, Sri Lanka has a much higher budgetary coverage of social transfer programs than in Pakistan. The advantage continues to be overwhelmingly in favor of Sri Lanka in respect of key human capital indicators: the adult literacy rate is assessed at 91% in Sri Lanka and 50% in Pakistan, with the rate of under-five mortality being 13 and 97 deaths per thousand live births, respectively. 

Second, the period under consideration represents a decent growth performance for both the economies, average growth rate of the economy being slightly higher in Pakistan in 2000-07 (average 5.8 vs. 5.3 percent per year). However, there are intriguing contrasts between the two economies in terms of poverty and inequality dynamics. Sri Lanka has lower level of (dollar-a-day) poverty but higher inequality in the distribution of personal consumption. More importantly, there has been a sharper rise in consumption inequality in Sri Lanka—much more than in Pakistan. What role human capital played in shaping relatively higher consumption inequality in Sri Lanka (and relatively lower inequality in Pakistan) is also an important factor for the country case study choices.
In this study we adopt a quantile regression framework to explore this issue. The latter allows for covariates to have marginal effects (returns) that vary with household’s position in the welfare distributions, which cannot be revealed, for instance, by the Oaxaca-Blinder decomposition method. We do not have currently data to conduct a matched analysis for mapping long-term changes in welfare in Pakistan comparable to Sri Lanka data. Thus, in case of Sri Lanka, analysis is done for a period roughly covering a decade (1990/91 and 2001/02), while for Pakistan it spans about a five-year period (2001/02 and 2005/06). To this end we shall use primarily HIES data for 1990/91 and 2001/02 for Sri Lanka and the PIHS/ PSLM data for 2001/02 and 2005/06 for Pakistan. 
II.
Regional Gap in Per Capita Consumption Expenditure 
The income (expenditure) gap between the leading and lagging regions has not only persisted over time, it appears to have widened in recent years as per the available survey data. The gap between leading (Western province) and lagging (non-Western provinces) areas in Sri Lanka in average living standard (as measured by real per capita expenditure) has increased appreciably during the 1990s—from 32% in 1990/91 to 48% in 2001/02.
 

What explains this sharply rising regional inequality? In this paper we consider three possible sources. First, the advantage of the leading region also lies in higher economic density of activities. The level of urbanization was historically much higher in the Western province, with Colombo district as the leader of urban growth. Since the mid 1970s, the two other districts (Gampaha and Kalutara) also started urbanizing rapidly, partly to avoid congestion in the already highly dense Colombo city. This, however, may not have happened on a similar scale and magnitude elsewhere outside the Western province. We expect to get a high correlation between the extent of urbanization and welfare gains. 

Second, notwithstanding the spread of basic human development across regions in Sri Lanka the quality of human capital (schooling quality) may be higher in the Western province, resulting in more remunerative occupational choice for people educated there. Migrants from other provinces with lower quality of human capital would not be employed in the relatively high paying jobs in the Western province. 
Third, even with similar quality of human capital migrants from non-Western provinces may be reluctant to migrate out to Western region because of other disincentives. These disincentives may have diverse sources. Lack of physical proximity--adequate connectivity--to the centre of higher economic growth is a well-known example. In case of Sri Lanka, one also needs to consider the special case of the estate sector. Here one is confronted with another socio-political reality, estate workers having the least physical and inter-generational mobility among all social groups. All these sources may have led to low returns to human capital in the lagging regions and hence, the persistent regional gap in average consumption expenditure (income).
III.
Urban Proximity and Expenditure Inequality
The global evidence on the enhanced welfare effects of living in the proximity to areas of higher economic density is also borne out by the Sri Lanka and Pakistan data. The evidence suggests the importance of economic density, as typified by urbanization. Workers and businesses migrate closer to higher economic densities, as seen in the growth of cities. Many others can benefit from urban agglomeration economies by at least temporarily migrating to cities for economic livelihoods—often on a daily basis--even if they do not reside directly in these areas.
 With increased                                                                                                                                     economic distance from growth centers welfare of people residing in lagging areas can drop considerably. This global evidence is also valid for a relatively small country such as Sri Lanka. After allowing for the usual individual/ household level controls we find that ‘distance from Colombo city’ is inversely correlated with the welfare gains in 2001/02 (Table 1.2; model a and model b).
  The evidence is consistent with the poverty map done for Sri Lanka indicating not just the lower poverty incidence of the Western region (especially Colombo) but also of larger geographic concentration of poor people as preferred place of residence (Yoshida et al 2007). 
The other indicator which shows the positive impact of urbanization relates to the welfare effects associated with the urban residence itself. In 1990/91, the average welfare gains in terms of real per capita expenditure of an urban resident was about 15-16% higher after allowing for usual controls (data not shown). The matched effect for urban residence appears to have increased to 16-20% by 2001/02 (Table 1.2).
In case of Pakistan, similar positive effects of residing in urban areas have been noted. The average urban-rural gap has increased from 16% to 20% between 2001/02 and 2005/06.

IV.
Educational Human Capital and Expenditure Inequality
4.1
Quantity-Quality Differentials in Human Capital
Although Sri Lanka has attained well-known initial success in providing broad-based basic education, significant quality differentials in education persist between leading and lagging regions. The average year of education was about 30% higher in the Western province in 1990/91 compared to the rest of the country (Table 1.3). There has been an improvement in the expansion of education between the survey periods—data is indicative of educational convergence in sheer quantitative terms—indicating a positive policy response to the problem of lagging regions through accumulation of human capital. The gap in years of education has dropped from 30.1% to 11.3% for the region as a whole, and from 28.3% to 11.9% for the rural sector; the matched regional gap has nearly disappeared for the estate sector. For the urban sector, the corresponding gap has been negligible throughout, suggesting that the regional difference in human capital is mainly driven by differential accessibility of the rural/ estate sector. The positive policy response seems inadequate on closer scrutiny, however. The level of English language proficiency is much less in the lagging region. This comes through both inter-provincial and inter-urban comparisons. This implies that, for a given level of educational qualification, graduates in the Western province have greater employable skills compared to the non-Western provinces (Aturupane 2007).

4.2
Returns to Human Capital by Leading/ Lagging Regions
Both Sri Lanka and Pakistan data suggest that returns to human capital are higher in leading regions (urban areas). In case of Sri Lanka, household human capital has been measured by the number of years of schooling attained by the household head. Returns to education for each extra year of schooling have increased for the entire sample over the 10-year period covered by these surveys. The incremental gains are higher in the Western province—earning an additional 3% return compared to the average pay-off in non-Western provinces in both the survey periods (Tables 1.4a and 1.4b). The extra pay-off to human capital in the leading province is related to the greater productivity of educated individuals living in more urbanized setting (and, possibly, the effects of residing in the close proximity to the main state-agencies). 
As in other developing countries, the premium to higher education is noticeably greater compared with primary education in Pakistan as well. Households with primary education earned 9% higher consumption compared with 89% for post-secondary (11 grades and above) education in 2001/02. During 2001-2005 the educational returns have increased virtually for all levels of education. The Pakistan data additionally confirm that the education returns are higher for urban areas, regardless of quantile, province and year.
4.3
Differential Returns to Education across Consumption Quantiles 
Human capital is one of the main sources of expenditure (income) inequality across quantiles in Sri Lanka. The returns to education are much lower for the bottom quantiles compared to the top quantiles in both the years, rising, for example, secularly from 4% for the 5th percentile to 9% for the 95th percentile in 2001/02 (Table 1.5). 
The above pattern is further borne out once the returns to human capital by quantiles are calculated separately by leading/ lagging regions. First, the higher returns to human capital for the leading region are noticeable for all the quantiles and are valid for both the survey periods. For example, in 2001/02, for the 5th percentile the return to education was about 8% compared with 4% in the lagging region; for the 25th percentile, the corresponding figures are 9% and 6%; and for the 95th percentile, they are 11% and 9%, respectively (Table 1.6).  Second, as in the case of overall sample, the pattern of increasing returns to human capital at the upper quantiles is found valid for both the regions, and for both the periods. 
In Pakistan, returns to primary education are similar across consumption quantiles both in 2001/02 and 2005/06. However, returns to post-secondary education are noticeably higher for upper quantiles in 2005/06, once the interaction effects with provinces are taken into account. In Punjab upper quantiles have higher educational returns compared to Sindh, Baluchistan and NWFP. This confirms the edge of the leading region in educational returns in both Sri Lanka and Pakistan.
4.4
Migration and Expenditure Inequality
The evidence for both Sri Lanka and Pakistan suggests that migration to the main growth centers can be an important channel for addressing the challenges of inclusive development for the lagging region. First, the returns to domestic migration are important for all the quantiles in both lagging and leading regions in 2001/02 (Table 6); this was not the case in 1990/91. This indicates the rising importance of domestic migration for improving household welfare. Second, in 2001/02, the return to economic migration is higher for the 5th and the 95th percentiles in the lagging region. However, in the middle class segment–from 50th to 75th percentiles—the matched returns are higher for the leading regions. This essentially reflects more gainful economic migration from nearby districts within the Western province to the Colombo city. Third, the pattern of international migration is not dictated by the internal growth dynamics alone; many from the lagging districts have been able to migrate abroad. As a result, the returns to international migration for each quantile are similar across leading vs. lagging regions. The other noteworthy aspect is that returns to international migration are relatively stable way up the distribution ladder (up to the 75th percentile), rising only sharply for the top-most 95th percentile.

V.
Ethnicity and Expenditure Inequality

Higher returns to belonging to the majority social (ethnic) identity are important components of the persistent divide between the leading and lagging regions in Sri Lanka. Similar to distance, division (borders, ethnic divide) can be deterrent to the integration between the leading and lagging regions. Ethnic variation in poverty status has been well-documented in the Sri Lanka literature (Gunewardena 2003; World Bank 2007). Returns to belonging to the ethnic majority vary substantially by the survey period and across quantiles. First, the base model with OLS shows that the Sinhala majority is better off controlling for other factors of interest (Table 1.2). Second, the ethnic gap is much more pronounced for the top most quantile. In 2001/02, returns to belonging to ethnic majority are about 7-10% higher than those observed for the ethnic minorities at the 25th, median and 75th percentile, but the matched difference rises sharply to 24% at the 95th percentile (Table 1.5). Third, the matched advantage to belonging to ethnic majority is greater in the leading region in 2001/02 across the quantiles (Table 1.6). 
Higher returns to belonging to ethnic majority may have a more recent growth origin. This may be due to two reasons. First, the period under consideration coincides with the sharpening of ethnic strife in Sri Lanka, leading to the migration overseas of a sizeable portion of the better educated individuals among the minority ethnic communities. As the surveys do not capture the Sri Lankans living overseas, the finding in this section would under-estimate the returns to human capital investment for minority ethnic communities. Second, policies can also reproduce social divisions in the pattern of employment. HIES 19901/91 and 2001/02 also show that, for a given level of education, Sinhala majority had greater access to public employment.
VI.
Return Effects vs. Endowment Effects 
Using Machado-Mata technique we decompose the inter-regional gap (Western/ non-Western for Sri Lanka, and urban-rural for Pakistan) into returns effect and covariate effect (Nguyen et al 2007). An increasing share of the overall gap in living standard between the leading and lagging regions in both Sri Lanka and Pakistan is attributable to higher returns to endowments. Market reforms tend to enhance the productivity of the available resource endowments; as a result, the return effects become increasingly important source of regional divergences in living standard. The second wave of economic reform towards liberalization started in Sri Lanka around 1990/91 (Kelegama and Parikh 2003). Our evidence suggests that the return effects were far outweighed by the endowment effects in 1990/91 (see, Fig. 1).
 Only for the top 10-20% of households in the distribution the return effects had any noticeable weight, amounting to about one-third of the total differences in welfare between leading and lagging regions. In contrast, for the bottom 10-20%, the overall weight of the return effects did not exceed 10% of the total welfare gap across regions. This pattern no longer holds for Sri Lanka. The return effects have become much more pronounced across the quantiles by 2001/02, accounting for higher share of inter-regional welfare differences (see, Fig. 2).
In Pakistan, the variation of the expenditure gaps among quantiles stems mainly from the returns effects in both 2001/02 and 2005/06. The return effects are found larger for upper quantiles for both years.
VII.
 Lessons for Development Policy
It is not uncommon to draw incorrect policy conclusions from right diagnostics. Development discourse on Sri Lanka has been historically marked by tensions between the two tendencies of populist redistribution and market-liberal growth policies. In case of Pakistan, the idea of regionally inclusive development hardly found its place at the centre of development discourse. What is, however, clear is that to make a turn-around on issues of persistent regional inequality one needs to pursue a new thinking. A shift to a new paradigm of inclusive growth shaped around the vision of “unbalanced growth and balanced development” may be helpful to rethink the long-term policy challenges facing both these economies. Of course, such a reorientation needs to take specific country circumstances into account such as tolerance to inequality, social inclusion, and susceptibility to external shocks.
The evidence collected here indicates several policy implications. The key idea is to promote mobility over time, across space, between sectors. The results re-stress the point of fostering growth in the leading (urban) region as the main centre of gravity for economic activities while at the same time improving labor mobility from the lagging (rural) region. The first set of policies would require fostering growth in the leading region as well as investing further in improving the quality of human capital to improve the employable skills of population, especially in the lagging region. This will enhance labor mobility and migration from the lagging to the leading region as well as increase further the returns to human capital across the ladder of distribution. The second set of policies would require subsequent improvements in the connectivity of the lagging regions with larger urban centers and strategic growth poles. This idea is certainly worth exploring in the context of Sri Lanka marked with high initial human development but relatively low urbanization.

There is however problem in mechanically suggesting the same recipe for Pakistan through such framework. Household response to such public investments in education and connectivity may turn out to be modest in the lagging region because of perceived risk and uncertainty. After all, upward mobility along the educational ladder requires sustained household investment in human development, which may not take place in the context of widespread risk and uncertainty. Households/ firms may prefer low return investments with low volatility rather than high return investments with high volatility.

The model of unbalanced growth-balanced development based on the model of deliberate human capital accumulation—as often argued in the development literature--thus anticipates initial investments in reducing risk and uncertainty in the lagging region. Food security as a pre-condition for human capital, for instance, is a case in point. Ensuring food security, which in turn would require measures for fertility control and enhanced agricultural productivity, can pave the way for exit from traditional rural and faster labor mobility occupations in the lagging region.
Table 1.1: Sri Lanka and Pakistan: A Comparison

	
	Sri Lanka
	Pakistan

	Per capita GNI, $  (2007)
	1540
	870

	GDP growth rate p.a. (2000-07)
	5.3
	5.8

	Agriculture’s share of GDP (2007)
	12
	20

	Openness Index (2007)
	57.5
	34.8

	Urbanization (2001)
	15
	39

	Adult literacy rate (2005)
	91
	50

	Population growth rate
	0.4
	2.3

	Population density per sq. km (2007)
	309
	211

	Under-five mortality
	13
	97

	Gini for consumption inequality
	0.40 (2001/02); 0.32 (1990/91)
	0.27 (2001/02); 0.30 (2004/05)


Sri Lanka Tables (1.2 through 1.6)

Table 1.2: OLS regression of real per capita expenditure (2001/02)
[image: image1.emf]Dependent: Household real 

per capita expenditure

Variables

Coef. Coef. Coef.

sex

-0.100

***

0.017 -0.058

***

0.017

-0.057 *** 0.016

age

0.004

**

0.002 0.004

**

0.002

0.004 ** 0.002

age

2

0.00002 0.000 0.00001 0.000

0.00001 0.000

education (years)

0.242

***

0.040 0.237

***

0.040

0.227 *** 0.039

single dummy

0.005 0.020 0.029 0.020

0.021 0.020

widowed dummy

-0.053 0.040 -0.028 0.039

-0.035 0.039

separatd dummy

0.083

***

0.001 0.079

***

0.001

0.074 *** 0.001

urban dummy

0.226

***

0.026

0.174 *** 0.026

rural dummy

-0.094 0.023

-0.106 *** 0.023

west dummy 0.225 *** 0.013

sinhale dummy

0.140

***

0.016

0.112 *** 0.016

remittance abroad dummy

0.280

***

0.025

0.270 *** 0.024

remittance domestic dummy

0.116

***

0.023

0.139 *** 0.023

logged distance to Colombo

-0.023

**

0.001 -0.010

***

0.002

0.004 0.002

constant

7.271

***

0.060 7.062

***

0.061

6.927 *** 0.060

observations 16924 16924 16924

model c.

Robust 

Std. 

Err.

model a.

Robust 

Std. Err.

model b.

Robust 

Std. Err.


Source: Household Income and Expenditure Survey 2001/02 by Sri Lanka Department of Census and Statistics (DCS)

Note: Distance to Colombo is the straight line distance from the centroid of the Colombo district to the household’s residing DS (District secretariat)’s centroid. 

*** Significant at 1% level, ** Significant at 5% level, * significant at 10% level.

Table 1.3: Education in Western and Non-Western provinces (1990/91-2001/02)

[image: image2.emf]National

Urban Rural Estate Total Urban Rural Estate Total

Years of 

education

7.93 7.19 4.49 7.65 7.51 5.61 3.94 5.88 6.35

observation 3261 1648 49 4958 2961 9361 1182 13504 18462

percentage 17.7% 8.9% 0.3% 26.9% 16.0% 50.7% 6.4% 73.1% 100.0%

Years of 

education

9.77 9.30 8.12 9.45 9.86 8.31 8.11 8.48 8.76

observation 1758 2956 113 4827 1483 9531 1083 12097 16924

percentage 10.4% 17.5% 0.7% 28.5% 8.8% 56.3% 6.4% 71.5% 100.0%

HIES 2001/02



Western province (Leading)  Non-Western province (Lagging)

HIES 1990/91


Source: Household Income and Expenditure Survey by Sri Lanka Department of Census and Statistics (DCS)

Table 1.4a: OLS regression of Household real per capita expenditure in Western and Non-Western provinces (1990/91)
[image: image3.emf]Dependent: Household real per 

capita expenditure

Variables

Coef. Coef.

Robust 

Std. Err.

sex

-0.033 0.031 -0.022 0.016

age 0.005 0.004 -0.0003 0.002

age2 0.000005 0.000 0.00005 ** 0.000

education (years) 0.073 *** 0.004 0.044 *** 0.001

single dummy 0.146 *** 0.051 0.240 *** 0.033

widowed dummy 0.089 ** 0.035 0.082 *** 0.018

separatd dummy -0.275 *** 0.089 0.061 0.046

urban dummy 0.075 ** 0.038 -0.064 *** 0.023

sinhale dummy 0.013 0.027 -0.105 *** 0.012

remittance abroad dummy 0.042 ** 0.018 0.029 ** 0.012

remittance domestic dummy -0.008 0.024 0.027 ** 0.011

education*urban 0.011 ** 0.005 0.030 *** 0.003

constant 6.932 *** 0.101 7.303 *** 0.054

observations 4958 13504

Western provinces Non-Western provinces

Robust 

Std. Err.


Source: Household Income and Expenditure Survey 1990//91 by Sri Lanka Department of Census and Statistics (DCS)

Note:    Household real per capita expenditure at constant 2002 price 
*** Significant at 1% level, ** Significant at 5% level, * significant at 10% level. 
Table 1.4b: OLS regression of Household real per capita expenditure

in Western and Non-Western provinces (2001/02)

[image: image4.emf]Dependent: Household real per 

capita expenditure

Variables

Coef. Coef.

sex

-0.038 0.033 -0.068 *** 0.019

age

0.000 0.004 0.006 *** 0.002

age

2

0.000 0.000 0.000 0.000

education (years)

0.089 *** 0.004 0.063 *** 0.002

single dummy

0.234 *** 0.066 0.223 *** 0.047

widowed dummy

0.019 0.039 0.027 0.023

separatd dummy

-0.095 0.077 -0.011 0.044

urban dummy

0.104 * 0.054 -0.020 0.046

sinhale dummy

0.168 *** 0.027 0.051 *** 0.015

remittance abroad dummy

0.276 *** 0.040 0.268 *** 0.031

remittance domestic dummy

0.160 *** 0.058 0.131 *** 0.024

education*urban

0.017 *** 0.006 0.036 *** 0.005

constant

7.013 *** 0.119 6.953 *** 0.063

observations

4827 12097

Western provinces Non-Western provinces

Robust 

Std. Err.

Robust 

Std. Err.


Source: Household Income and Expenditure Survey 2001/02 by Sri Lanka Department of Census and Statistics (DCS)

Table 1.5: Quantile regression of household real per capita expenditure (2001/02)
[image: image5.emf]Variables Coef. Coef. Coef. Coef. Coef.

Bootstrap 

Std. Err.

sex

-0.049

**

0.020 -0.047

***

0.017 -0.067

***

0.017 -0.073

***

0.024 -0.016 0.029

age

0.003 0.003 0.001 0.001 0.002 0.002 0.007

***

0.002 0.011

*

0.006

age

2

0.00000 0.000 0.00003

**

0.000 0.00004

**

0.000 0.00000 0.000 -0.00002 0.000

education (years)

0.042

***

0.002 0.060

***

0.001 0.071

***

0.001 0.082

***

0.002 0.093

***

0.003

single dummy

0.078 0.053 0.098

*

0.055 0.279

***

0.048 0.332

***

0.041 0.501

***

0.091

widowed dummy

-0.043 0.036 0.018 0.019 -0.001 0.023 0.052

*

0.026 0.094

**

0.038

separatd dummy

-0.024 0.041 0.003 0.040 -0.031 0.029 -0.038 0.061 0.203 0.151

urban dummy

-0.053 0.037 0.038 0.035 0.062

**

0.031 0.110

***

0.036 0.229

***

0.064

sinhale dummy

0.017 0.026 0.066

***

0.012 0.084

***

0.013 0.106

***

0.016 0.234

***

0.031

remittance abroad dummy

0.254

***

0.034 0.260

***

0.021 0.256

***

0.024 0.256

***

0.041 0.400

***

0.077

remittance domestic dummy

0.098

**

0.038 0.085

***

0.022 0.112

***

0.021 0.132

***

0.036 0.105

*

0.061

education*urban

0.040

***

0.005 0.033

***

0.003 0.031

***

0.004 0.027

***

0.004 0.016

**

0.007

constant

6.462

***

0.078 6.772

***

0.040 6.959

***

0.053 7.112

***

0.061 7.357

***

0.136

observations= 16924

95th Percentile

Bootstrap 

Std. Err.

Bootstrap 

Std. Err.

Bootstrap 

Std. Err.

Bootstrap 

Std. Err.

5th Percentile 25th Percentile 50th Percentile 75th Percentile


Source: Household Income and Expenditure Survey 1990/91 and 2001/02 by Sri Lanka Department of Census and Statistics (DCS)

Note:    *** Significant at 1% level, ** Significant at 5% level, * significant at 10% level.

Table 1.6: Quantile regression of household real per capita expenditure in Western and Non-Western Provinces (HIES 2001/02)

[image: image6.emf]Westerm Province

Variables Coef. Coef. Coef. Coef. Coef.

Bootstrap 

Std. Err.

sex

-0.013 0.043 0.76 -0.001 0.049 -0.008 0.035 -0.028 0.045 0.033 0.048

age

-0.005 0.006 0.39 0.005 0.005 0.002 0.004 0.000 0.006 -0.001 0.012

age

2

0.00008 0.000 0.18 -0.00001 0.000 0.00003 0.000 0.00005 0.000 0.00006 0.000

education (years)

0.077

***

0.007 0.00 0.092

***

0.004 0.097

***

0.003 0.097

***

0.005 0.107

***

0.008

single dummy

0.070 0.130 0.59 0.184 0.149 0.316

***

0.092 0.313

***

0.091 0.430

***

0.139

widowed dummy

-0.009 0.083 0.91 0.054 0.054 0.030 0.036 0.083

*

0.044 0.021 0.085

separatd dummy

-0.042 0.095 0.66 -0.045 0.079 -0.111

**

0.054 -0.111 0.101 0.207 0.305

urban dummy

0.280

***

0.034 0.00 0.273

***

0.019 0.247

***

0.027 0.260

***

0.031 0.239

***

0.064

sinhale dummy

0.065 0.045 0.15 0.138

***

0.036 0.142

***

0.039 0.163

***

0.040 0.242

***

0.073

remittance abroad dummy

0.252

***

0.060 0.00 0.265

***

0.042 0.249

***

0.047 0.258

***

0.064 0.384

***

0.109

remittance domestic dummy

0.045 0.122 0.72 0.120

*

0.066 0.173

***

0.058 0.213

***

0.054 0.044 0.252

constant

6.409

***

0.179 0.00 6.440

***

0.170 6.808

***

0.098 7.229

***

0.154 7.696

***

0.275

observations= 4827

Non-Western Provinces

Variables Coef. Coef. Coef. Coef. Coef.

Bootstrap 

Std. Err.

sex

-0.062 0.038 0.10 -0.058

***

0.016 -0.098

***

0.023 -0.089

***

0.032 -0.053 0.042

age

0.006

*

0.003 0.07 0.002 0.002 0.003 0.002 0.008

**

0.004 0.014

**

0.007

age

2

-0.00001 0.000 0.75 0.00003 0.000 0.00003

*

0.000 -0.00001 0.000 -0.00006 0.000

education (years)

0.041

***

0.001 0.00 0.056

***

0.002 0.065

***

0.002 0.075

***

0.002 0.089

***

0.003

single dummy

0.127

**

0.062 0.04 0.126

***

0.043 0.254

***

0.052 0.315

***

0.058 0.595

***

0.098

widowed dummy

-0.077

*

0.043 0.08 0.017 0.023 -0.020 0.025 0.034 0.038 0.099

**

0.050

separatd dummy

-0.038 0.083 0.65 -0.014 0.062 -0.016 0.037 -0.037 0.055 0.251 0.169

urban dummy

0.186

***

0.031 0.00 0.275

***

0.023 0.326

***

0.014 0.400

***

0.026 0.365

***

0.050

sinhale dummy

0.009 0.021 0.66 0.040

***

0.011 0.053

***

0.018 0.078

***

0.020 0.202

***

0.042

remittance abroad dummy

0.251

***

0.058 0.00 0.255

***

0.029 0.227

***

0.037 0.220

***

0.041 0.400

***

0.104

remittance domestic dummy

0.103

***

0.030 0.00 0.101

***

0.030 0.129

***

0.034 0.134

***

0.042 0.136

**

0.059

constant

6.398

***

0.077 0.00 6.776

***

0.045 6.993

***

0.059 7.108

***

0.081 7.299

***

0.158

observations= 12097

95th Percentile
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Err.
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Figure 1.1: Returns and Covariate effects for Western (leading) –Non-Western (lagging) Gaps in Sri Lanka (HIES 1990/91)
[image: image7.emf]0.00

0.05

0.10

0.15

0.20

0.25

0.30

0.35

10% 20% 30% 40% 50% 60% 70% 80% 90%

Returns (Coefficients)

Covariate

(Characteristics)


Figure 1.2 Returns and Covariate effects for Western (leading) –Non-Western (lagging) Gaps in Sri Lanka (HIES 2001/02)
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Pakistan Tables and Figures (to be inserted later)
	Table 2.1: Quantile decomposition in 2001/02 (base model)

	 
	 
	coefficient
	exponentiated
	 
	 

	Quantile 0.1
	Raw
	0.13
	1.14
	
	

	
	Characteristics
	0.04
	1.04
	
	

	
	Coefficients
	0.08
	1.09
	
	

	
	
	
	
	
	

	Quantile 0.2
	Raw
	0.16
	1.18
	
	

	
	Characteristics
	0.05
	1.05
	
	

	
	Coefficients
	0.11
	1.12
	
	

	
	
	
	
	
	

	Quantile 0.3
	Raw
	0.19
	1.21
	
	

	
	Characteristics
	0.06
	1.06
	
	

	
	Coefficients
	0.13
	1.14
	
	

	
	
	
	
	
	

	Quantile 0.4
	Raw
	0.21
	1.24
	
	

	
	Characteristics
	0.07
	1.07
	
	

	
	Coefficients
	0.14
	1.15
	
	

	
	
	
	
	
	

	Quantile 0.5
	Raw
	0.24
	1.27
	
	

	
	Characteristics
	0.08
	1.08
	
	

	
	Coefficients
	0.16
	1.17
	
	

	
	
	
	
	
	

	Quantile 0.6
	Raw
	0.27
	1.31
	
	

	
	Characteristics
	0.09
	1.09
	
	

	
	Coefficients
	0.18
	1.20
	
	

	
	
	
	
	
	

	Quantile 0.7
	Raw
	0.31
	1.36
	
	

	
	Characteristics
	0.10
	1.10
	
	

	
	Coefficients
	0.21
	1.24
	
	

	
	
	
	
	
	

	Quantile 0.8
	Raw
	0.37
	1.45
	
	

	
	Characteristics|
	0.11
	1.11
	
	

	
	Coefficients|
	0.26
	1.30
	
	

	
	
	
	
	
	

	Quantile 0.9
	Raw
	0.48
	1.62
	
	

	
	Characteristics
	0.12
	1.13
	
	

	 
	Coefficients
	0.36
	1.44
	 
	 


	Table 2.2: Quantile decomposition in 2005/06 (base model)

	
	
	coefficient
	exponentiated

	Quantile 0.1
	Raw
	0.16
	1.18

	
	Characteristics
	0.06
	1.07

	
	Coefficients
	0.10
	1.10

	
	
	
	

	Quantile 0.2
	Raw
	0.19
	1.22

	
	Characteristics
	0.08
	1.08

	
	Coefficients
	0.12
	1.13

	
	
	
	

	Quantile 0.3
	Raw
	0.22
	1.24

	
	Characteristics
	0.08
	1.09

	
	Coefficients
	0.13
	1.14

	
	
	
	

	Quantile 0.4
	Raw
	0.24
	1.27

	
	Characteristics
	0.09
	1.10

	
	Coefficients
	0.15
	1.16

	
	
	
	

	Quantile 0.5
	Raw
	0.27
	1.31

	
	Characteristics
	0.10
	1.11

	
	Coefficients
	0.17
	1.18

	
	
	
	

	Quantile 0.6
	Raw
	0.30
	1.35

	
	Characteristics
	0.11
	1.12

	
	Coefficients
	0.19
	1.21

	
	
	
	

	Quantile 0.7
	Raw
	0.36
	1.43

	
	Characteristics
	0.13
	1.14

	
	Coefficients
	0.23
	1.26

	
	
	
	

	Quantile 0.8
	Raw
	0.43
	1.54

	
	Characteristics
	0.14
	1.14

	
	Coefficients
	0.30
	1.34

	
	
	
	

	Quantile 0.9
	Raw
	0.57
	1.78

	
	Characteristics
	0.15
	1.17

	
	Coefficients
	0.42
	1.52

	 
	 
	 
	 


* The paper partially draws on the results of the on-going analysis carried out by the author at the World Bank. The current version only presents the Sri Lanka results. Results for Pakistan will be integrated later. The author is grateful to Virginia Robano, Wei Xiao, and Sachiko Miyata for research support and to Somik Lall, D.H.C. Aturupane and Gajanand Pathmanathan for helpful comments. The usual disclaimer applies.





� The matched gap between urban and rural areas (excluding the estate sector) has increased at an even sharper pace—from 47% to 63% during the same period.





� This is especially true of Sri Lanka with relatively high rental value for house in cities such as Colombo. Many government employees commute from outside the Colombo city while residing in the Western province. Many even commute from other provinces where there is a convenient transport communication such as commuting via rail (The popular Daily Galle Express is a case in point).





� In fact, inclusion of Western province as separate fixed effects along with the distance variable renders perverse sign for the latter due to very high multicollinearity between the two (see, Table 1.2; model c). This also means that much of the advantages of residing in the Western province are related to living in close proximity to the Colombo city compared to the other provinces. Due to high multicollinearity we drop the distance variable in the subsequent exercises.





� Note these are combined return effects to all the covariates used in the quantile regression (as, for instance, in Table 5). The results for 1990/91 are not shown in the table.
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