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Chapter 1 

Introduction 
1.1 Introduction 

This book is an analysis of the formal-below-tertiary education system of Sri Lanka. 
University and other higher educational institutes, technical colleges and informal and 
non-formal education are beyond the scope of the present book. In other words, it deals 
with the education obtained in school. More specifically, the theme is education at public 
schools. This book concentrates on several aspects of the school education in Sri Lanka. 
The analysis concentrates upon the role of family and individual characteristics 
determining the school choice, enrolment decision and the length of schooling. The 
education production function and the effect of school quality on individual and school 
performance are the other issues explored in the remaining chapters. 

In fact, this is the substance of the current state of the literature on the economics of 
education. Therefore, although this book is a contribution to the literature on school 
education in Sri Lanka, it can also be considered as an application of the major theoretical 
ideas of the economics of education to Sri Lanka. 

1.2 An Overview: The Education System & Historical 
Evolution 

1.2.1 The System 

The formal education system of Sri Lanka is divided into two levels of general and higher 
education. The general education refers to the school level education and is of 13 years 
duration. In Sri Lanka the school going age begins at age 5; the population between 5 and 
18 years is considered to be the school going age population. The higher education system 
mainly refers to the University education. The duration of higher education depends on the 
type of programme that students follow. 

The general education system is again divided into three levels: primary (up to grade 5), 
secondary (from grades 6 to 11) and the collegiate levels (grades 12 and 13). At the end of 
each level there is a public examination. At the end of the primary level, there is the 
Scholarship exam, which appears to be one of the most important factors determining 
whether a particular child receives a place in a well-facilitated popular school. As will 

Throughout the book we refer to "he" instead of "he or she" when the gender is unspecified. Therefore, 
unless gender is specifically stated, all arguments and expressions referring to "he" are equally applicable for 
both genders. This is only for the sake of convenience. 
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soon be elaborated, due to the fact that the distribution of the quality and facilities of 
education are highly dispersed among schools, there is huge competition at the scholarship 
exam level. Only less than 20 percent of the candidates in this examination are qualified 
for scholarships. The result of this exam is not considered as a qualification for anything 
else, therefore from a credentialist's point of view, the effort and expenditure borne by the 
majority of parents and also by schools in terms of allocating special classes etc., are lost1. 
The secondary level education proceeds from grade 6. At the end of secondary school, 
there is another exam called the General Certificate in Education (Ordinary Level) or 
GCE (OL). This is also called the Secondary School Certificate (SSC). In this examination 
students are required to select eight subjects and are considered as passed if the candidate 
passes at least five subjects. The passing mark for each subject is 40 percent2. Then, based 
on the results of the GCE (OL), students can select one of the specialisations at the 
collegiate level. At this level students have to choose four subjects3. There are three 
streams and within each there are a number of options. The three streams are Arts, 
Commerce and Science. All social science subjects, fine-arts and languages are classified 
under the Arts stream. The Commerce stream consists of Commerce, Management, 
Applied Statistics and Economics. In the Science stream the two options are Physical 
science and Biology, where both differ only in two subjects. Chemistry, Physics, Zoology 
and Biology are offered in the Biology option and Pure and Applied Mathematics, plus the 
first two subjects in the Biology option are offered under the Physical science option. 
Students are also allowed to choose subjects offered under different subject streams. For 
example, one can follow two subjects from the Arts stream and two Math courses offered 
in the Science stream. 

At the end of the collegiate level, at grade 13, there is an examination which is called the 
General Certificate in Education (Advanced Level) (GCE AL) or, the High School 
Certificate (HSC). This is the conclusion of the general education and students are selected 
for universities based upon the results of this examination. 

All public schools in the country are divided into four administrative categories: 1AB 
schools, 1C schools, type 2 schools and type 3 schools. This classification is based on the 
educational opportunities available in schools. 1AB schools have the GCE (AL) science 
stream. Schools with GCE (AL) Arts and Commerce streams are classified into the 1C 

However, from a Human Capital point of view, this is not a loss at all. For example, presumably, 
preparation for such a competitive examination will train pupils to work under any strenuous conditions. 
2 This is only the minimum requirement to issue a certificate indicating that the particular candidate has 
passed the exam. Candidates can use this certificate in the job market. Apart from that, the GCE(OL) exam is 
also considered as the qualifying examination for Collegiate Level education. In order to continue education 
at collegiate level, students are required to pass six subjects with at least 3 credit passes, i.e., with a greater 
than 55 percent grade average. 
3 A very recent proposal suggests changing this system entirely. According to that proposal, there will be 
only three subjects from each stream. The fourth subject is replaced by an aptitude test [See National 
Education Commission (1997)]. 
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category. Schools having classes up to year 11 are type 2 schools, and all other schools are 
classified as type 3 schools. 

In 1996 there were 10,936 schools in the country, out of which 10,312 are public schools. 
There were 4,265,076 students enrolled in full-time education. Nearly 300,000 pupils enter 
the system annually. 

The higher education system of Sri Lanka consists of various institutions. Currently, there 
are 12 Universities, one Open University, a number of Affiliated University Colleges, the 
Law College and a number of technical colleges. However, the social demand is very high 
for placements in national universities. In these 12 universities, there were 32,800 students 
enrolled in 1996. Due to the limited facilities, nearly 10,000 new students are 
accommodated in each academic year. Some universities offer external degree 
programmes, but classes and library facilities are not provided for the external students. 
The Open University is now becoming popular and the affiliated university colleges are 
still at a very beginning level. All those who failed to enter national universities and are 
seeking further education could enter either of these institutions or follow external degree 
programmes conducted by the national universities. The Law College conducts its own 
entrance examination and technical colleges are also offering various programmes. In 1990 
there were 30 technical or vocational institutes run by the government and a total of 
18,572 students were enrolled on a full-time and part- time basis. These institutes offer 75 
different courses of 12 weeks to 4 years in length. Pupils qualified in the GCE (AL) can 
also follow Charted Accountancy and CIMA. These are international exams and the 
responsibility is held by their local authorities4. 

One of the notable features in this system is that there is no proper link between general 
education and the vocational training or technical colleges. The main stream is general 
education directed towards a university education. There is no possibility for a student to 
go back and forth between general and technical education. 

1.2.2 Historical Evolution 

Free education from kindergarten to university education, a pearl of great price, as the 
proponents of this policy once called it, is one of the great events of which Sri Lankans are 
proud. This luxury became a heritage of Sri Lankans in 1945 with the implementation of 
recommendations by the special committee on education reforms. This committee was led 
by C.W.W. Kannangara, who is considered by many Sri Lankans to be the father of free 
education, hence the committee is now called the Kannangara committee. 

This committee was appointed to propose recommendations for a national education 
policy. Particularly, the objective of this national education policy was to eliminate the 

4 There are several other options too. For example, Nurses training, Assistant Medical Practitioners (AMP), 
and Teacher training colleges. 
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social and family background effect on education decisions. For example, in one of the 
sessional papers of the special committee it is stated that 

... the individual must be helped to achieve the highest degree of physical, mental and 
moral development of which he is capable, irrespective of his wealth or social status5. 

In this early period, education was provided by two types of schools: fee-levying schools 
run by Christian denominational bodies and vernacular schools. In the former type of 
schools, English was the language of instruction; the education offered by these schools 
was based on western education traditions. In vernacular schools education was free and 
based entirely on the indigenous values. All government employment opportunities and 
opportunities for higher education were open only to the students from the fee-levying 
schools. The only economically gainful employment for a vernacular educated pupil was 
to become a schoolmaster in a vernacular school [De Silva in Century Volume (1969)]. 
Jayasuriya [in Century Volume (1969)] reports the following statistical evidence. In 1931 
there were 4,023 schools in the country. From that number only 7 percent (271) of the 
schools were fee-levying English schools. Out of the total estimated school-going 
population (553,701) only 11 percent (62,706) of the students were in fee-levying schools. 
However, out of the total government expenditure on education (Rs. 16.23 million), nearly 
38 percent (Rs. 6.17 million) was spent on them. Per-child expenditure on education in 
fee-levying schools was nearly Rs.100, whereas the same for vernacular schools was 
nearly Rs.20. In fact, this is an underestimation of the per-child expenses in fee-levying 
schools, because this amount of government expenditure is in addition to the tuition fees 
charged by the school. The Kannangara committee was appointed to find a solution to this 
social irregularity. 

The Kannangara committee developed several recommendations. Among them, the free 
education and the recommendations regarding the language of instruction became very 
popular. They further recommended that education be provided in vernacular languages at 
the primary level. The language of instruction for the post-primary level is English or else 
it must be bilingual. In 1954 the language policy was further changed; a new bill was 
passed in the parliament making it compulsory to teach in vernacular languages at all 
levels. 

The pearl of great price — the free education from kindergarten to university level - is the 
most popular policy recommendation of the Kannangara committee. The committee's first 
proposal was to provide free education up to grade eight and it was later expanded to 
university education. Proponents of this policy argued that this is an a priori requirement 
for the proper implementation of the national education policy and for social justice. 
Moreover, this is also related to some positive externalities. For example, the expansion of 
education helps to develop democratic values within a society. 

' Sessional paper XXIV, 1943, p. 10. As quoted in Alvapillai in Century Volume (1969), p. 615. 
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However, this proposal has not been without criticism. Early critiques show that this 
recommendation is not based on a thorough examination of its impacts on the economy 
and the government budgetary conditions. One of the opponents of this policy claimed that 

.. .this pearl of great price was dropped like a red brick on to the heads of the Members 
of the Special Committee at the 88th meeting of the 90 meetings. 

...after this pearl of great price was thrown in, it seems to have acted, not like a pearl, 
but like an apple of discord.. 6 

The effect of this policy on the educational attainments of Sri Lankans is large. In 1901 for 
example, the school enrolment rate was 25 percent. Only 25 percent of the school-going 
age population were in full-time education. This rate increased to 55 percent in 1930. In 
1946 immediately after the free education was implemented, the enrolment rate increased 
to 58 percent. In 1953 the figure rose to 72 percent. Despite its enormous contribution 
towards the improvement of school attendance, an aftermath analysis reveals that the free 
education from kindergarten to university is too burdensome for the economy of Sri 
Lanka. Alvapillai (in Century Volume 1969) reports that the estimated total government 
expenditure for the implementation of this policy was approximately Rs. 20.97 million at 
constant price (the calculations at constant price are our own: price index (1952=100) for 
1953 is 101.1), the number of full-time students in this period was 0.87 million 
[Samaraweera (1991): Table 6.2, p. 74]. Approximately, Rs. 25 per-student per-year is 
required to implement this policy. However, in 1990 the total government expenditure on 
education was Rs. 824.61 million7 at constant price, and the number of students enrolled 
during this year was 4.23 million. Per-student, per-year expenditure has increased by 6 
percent per-annum8. 

The free education from kindergarten to university was also criticised for its over
production of educated people, who cannot all be absorbed into gainful economic activity 
in the country, thus yielding high unemployment rates among educated people. Indeed, 
slightly less than 40 percent of people with secondary education were unemployed in 1974 
[Samaraweera (1991): Table 7.4, p. 99]. Nearly 20 percent of people with OL or above 
were unemployed in 1995 [Sri Lanka Labour Force Survey- 1995]. 

Another critique states that the policy9 

...will not benefit the great mass of children, who already receive free education in 
Vernacular schools and who leave school before the age of 12; and, 

...will bring no additional children into the Secondary Schools except those whose 
parents can afford maintenance but not fees10. 

6 Ceylon Hanzard, June - August, 1944, pp 1211-1212, as quoted by Jayasuriya in Century Volume (1969). 
7 This number excludes the government expenditure on higher education for this year. Including the 
expenditure on higher education this amount is Rs. 9,696 million, [see Statistical Handbook-1990, University 
Grants Commission, Table 2.1 (a)]. 
8 Exponential Growth rate. 
9 Note that this point is remarkably consistent with our findings in Chapter 3 of this book. 
10 Jennings (1948) as quoted by Jayasuriya in Century Volume (1969), p. 634. 
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Nearly 90 percent of pupils in the 1940s were in vernacular schools where the education 
was already freely available. These schools were without any facilities. Classrooms were 
crowded, no classroom equipment was available, there were no libraries, no science 
laboratories and no playgrounds. The education was confined to book learning. [De Silva 
in Century Volume (1969)]. 

In order to reduce the disparity of opportunities, Kannangara initiated a programme to 
build a well-facilitated school in each electoral division. These schools were called 
central-colleges. The objective of this programme was to provide at least one school for 
each electorate with a full range of facilities. Later on, this programme was replaced by the 
Centre and Peripheral Schools programme. Pupils in peripheral schools can enter into the 
Centre-School at the collegiate level. In fact, it is a more cost-effective way of managing 
the limited resources. In addition, the government has now been nominating some schools 
as National Schools. The National Schools are directly controlled by the central 
government, all other schools are under the provincial councils. 

One further step taken by the education authorities of the country was to implement the 
scholarship programme. The history of this programme goes back far beyond the 
Kannangara reforms. The first scholarship exam was held in 1939. This scholarship 
programme offered opportunities for talented pupils from vernacular schools to study in 
English language schools at no expense. However, in 1945 with the implementation of the 
free education policy, the scholarship exam was altered such that scholarship recipients are 
now eligible to study in central schools with free accommodation in school hostels". 

As we have already noted, these subsidy programmes very soon became a huge burden to 
the economy of the country. All of the subsidy programmes were financed by the earnings 
from major export crops such as tea, rubber and coconuts. As long as world market 
conditions were favourable for these traditional cash crops, there was no problem to 
continue these welfare programmes. In fact, many economists at that time quoted Sri 
Lanka (Ceylon) as one of the most successful countries in the region12. A quotation from 
Snodgrass (1966) summarises the story: 

... fruits of past economic growth within the export economy mold were visible in 
several aspects of Ceylones life. Income per-capita was high relative to what it had been 
in the past and compared quite favourably with the South Asian regional average...And 
the educational and health system were strong and growing.13 

This golden era did not last for long, however. The baby-boom and the deterioration of the 
favourable situation in the balance of payments, which both took place in the mid-1950s, 
shook the welfare state irreparably. The malaria campaign and wide-spread general health 

Currently, the scholarship exam is held at the end of grade 5. Scholarship recipients are now eligible for 
either financial grants or they can study in a popular school depending on their scores. 

For a comprehensive review of these aspects of the country for the time period specified, see inter-alia, the 
IBRD Report (1953) and also Snodgrass (1966). 
13 Snodgrass (1966) op-cifçll. 
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care facilities reduced the death rate while the birth rate remained unchanged. The result 
was the high growth rate of the population. The annual average of the population growth 
rate from 1921 to 1931 was 1.65 percent and 1.51 percent for 1931-1946. However, the 
annual population growth rate increased to 2.8 for the period14 1946-1953. Samraweera 
(1991) shows that it took 75 years from 1871 to increase the population by four million. 
However, the next four million people were added to the population within 17 years 
beginning in 1946. This population boom necessarily increased the demand for subsidised 
public services. For example, the number of schools increased from 5,919 in 1947 to 8,636 
in 1972; the number of teachers increased from 209,645 to 2,543,300 during that period. 

In the mid-1950s the favourable terms of the trade pattern started to deteriorate. The 
volume of per-capita external assets for 1945 was US$ 57.0. This declined to US$ 30.3 in 
1955, and for 1960 the same figure was US$ 11.5 [Abeyratne (1998): Table 5.6, p. 97], 

This situation compelled the government to cut some of the subsidy programmes. The free 
rice ration was totally abolished in 1977 and large-scale privatisation schemes 
substantially reduced the public investment in many areas. The private sector is permitted 
to invest in health services and many other public utilities, but the education sector has 
remained more or less unchanged until recently. This stability in the education sector is 
mainly due to the excessively heavy pressure from interest groups that oppose any changes 
in the education system. For example, one of the slogans of the youth upheaval in the 
1990s was against the establishment of private universities, and pressure groups led mainly 
by university students are now protesting against the current proposals for education 
reforms. The education system is now characterised by many drawbacks. Irrelevance to the 
needs of a modem labour market, high dispersion of the opportunities and quality of 
educational services, and high and irregular dropouts are the most cited problems [See inter-
alia, Annual Report- 1997: Central Bank of Sri Lanka]. 

Irrelevant curricular have been recognised as a major problem even before the 1970s. For 
example, Jayaweera (1969) wrote in the Century Volume that 

... textbooks dealing with unfamiliar background, created a gulf between the curriculum 
and the environment... '5 

This statement pertains to the curriculum taught at the inception of the modern education 
system. During this era the most emphasised curriculum changes relate to the language 
policy. There was little attention given to vocational education. The problems associated 
with the language of instruction were resolved by the enactment of the vernacular language 
act. However, the need to introduce vocational education into the curriculum has not been 
satisfactorily fulfilled. One further criticism is that the education system has failed to 
change the attitudes of people with regard to the labour market prospects. As Jayaweera 

14 These figures were calculated using the enumerated population as reported in Statistical Abstract (1996): 
Table 2.1. Growth rates reported in the text are exponential growth rates. 
15 Jayaweera (1969), p. 558. 
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[in Century Volume (1969)] pointed out, this education system trains people for "...'black-
coated' and 'white-collar' professions." (p.568). Although the need for vocationalisation 
of the curriculum and attitudinal changes of pupils had been recognised from the start, it 
seems that thus far this has not been accomplished. For example, see the similarity 
between the following two comments, one made in 1953, and the other in 1992. 

The most needed reform is essentially qualitative: a shift from emphasis on memory and 
accumulation of facts to stress on reasons and the marshalling of information for 
purposeful use.16 

This is quoted from the six-year plan documented by the World Bank mission in 1953. 
Then, regarding the situation in the 1990's. 

While the country has an educated, healthy population, it does not have a requisite 
skilled labour force17. 

Inter and intra-district variation in the distribution of educational facilities is also 
highlighted as a serious problem in the general education system of Sri Lanka. The Report 
of the Presidential Commission on Youth Unrest in 1990 has stressed the fact that the 
main reason for the youth upheaval in 1990s is the disparity in educational services. In 
particular, the distribution of facilities for study in the science stream is highly dispersed. 
As reported in official statistics, nearly 30 percent of collegiate level science students are 
from the western province, and more particularly 17 percent of students in the science 
stream are only from the Colombo district. Furthermore, out of the total number of schools 
in the Western province, 40 percent of them have science labs, whereas the percentage of 
schools with science laboratories outside the Western province is only 18 percent. Nearly 
48 percent of the merit-base university selections18, 53 percent of selections to the faculty 
of dental science, and 34 percent of selections to the medical faculty in 1990/91 are only 
from the Western province. These percentages indicate that although the distribution of 
government schools, teachers, etc. would show a fairly equal distribution of facilities 
among districts, facilities for study in the science stream, which is more expensive and has 
a high social demand, are not equally available for all districts". 

The education system of Sri Lanka is also characterised by high and irregular dropout rates 
even at the beginning stages of the education system. The Presidential Task Force on 
education policy reforms in 1997, and the report of the Presidential Committee on Youth 
Unrest in the 1990s have uncovered several shocking findings on the current condition of 

16 IBRD Report (1953), p.61. 
17 Kelly (1992) (Draft), p.2. 

Due to the regional disparities in educational facilities, university selections are being made on three bases, 
as the Merit basis, District basis and the Under privileged basis. Out of the total selections, 40% is being 
made on the Merit quota, 55% is on the District quota, and the remaining 5% is on the Under privileged 
quota. 

The Presidential Task Force on Education Reform and Restructure Year of Education 1997 also recognises 
that disparities exist within districts. See Chapter 4 of this book for a detailed analysis of the inter and intra 
district variation of school facilities and efficiency. 
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the education system of Sri Lanka. One of the most striking findings of the Presidential 
Task Force is that school enrolment and even the literacy rates of the country are now in a 
declining trend. Remarkably, this was recognised by policy makers after 50 years of the 
currently practised free education policy enabling all Sri Lankans to enjoy public education 
for free from grade one to the university level. Now it is observed that nearly 3 percent of 
new entrants to the general education system in 1981 had dropped out before the end of 
grade 5 and this figure has increased to 5 percent for the school cohort 1987. Dropouts on 
or before grade 8, remain at 22 percent for the school cohorts20 1981 to 1984. Due to the 
nature of the general education system of Sri Lanka, the training of pupils only in 
academic lines means that most of the dropouts at low levels are entering the labour 
market without vocational skills21. The significance of this observation for policy makers is 
obvious and its implications on the theoretical literature are not trivial. First of all, one 
may wonder why people refuse education when it is freely available? It will also be 
interesting to know whether this refusal emerges from the entire society or from segments 
of it. 
In this book we argue that public schools in Sri Lanka are indeed different both in terms of 
resource availability and efficiency, and we give evidence for that. Pupils with 
economically and educationally affluent family backgrounds always choose better-
equipped schools. They have relatively low discount rates and a relatively high rate of 
return to education. These advantages lead them to remain in full-time education longer 
than their counterparts who have poor economic and education backgrounds. 

Most strikingly, this condition leads to the following policy implication. None of the 
general subsidy policies such as the provision of free education for everyone will be 
sufficient in reducing the education and earnings disparity. These policies may worsen 
rather than solve the problem [Blaug (1987) Chap. 16 pp. 346-356]. 

In this book we address four different, yet interrelated issues regarding the education 
system of Sri Lanka. Namely, we attempt to explore a.) the family background effect on 
school enrolment and length of education, b.) the pattern of facility distribution and 
efficiency of public schools, c.) the effect of school characteristics on educational 
performance of individuals and, d.) factors determining the choice of school. The issues 
pertaining to the irrelevance of the curriculum to labour market requirements as well as 
vocational education are not addressed in this book. 

The theoretical framework for the analyses are presented at the beginning of each chapter 
and a review of major theoretical issues in the literature of economics of education is 
presented in Chapter 2. 

Estimated by using the school enrolment data given in Educational Statistics of Sri Lanka 1992, Page 27-
28, Table 22. 

It is estimated that ouï of 1,000 pupils entering into formal education in a given school cohort, only 14 
enter the universities. As there is no track to absorb the remaining 989 (99%) into technical or vocational 
education, it seems that this system signals a sudden end to learning for the large majority of pupils. See, 
inter-alia, Wanasinghe (1991). 
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1.3. Theoretical Framework 

Becker (1967), Ben-Porath (1967), Hanushek (1986), Levin (1980), Venti and Wise 
(1982) and Gertler and Glewwe (1990) have significantly affected the development of the 
literature on the economics of education. These are the original works emphasising the 
importance of further investigation into the major themes of the economics of education. 
Nevertheless, Polacheck et.al (1978), Chizmar and McCarney (1983), Chizmar and Zak 
(1983) and (1984), Card and Krueger (1992a), (1992b) and Card (1994) have also 
contributed to the present development of the subject in various ways. And there are many 
more, too many to list. 

In general, the literature has addressed four different yet interrelated issues pertaining to 
the education sector of an economy. Namely, a.) factors determining optimal length of 
schooling [Becker (1967), Ben-Porath (1967), Card (1994)], b.) factors determining school 
efficiency and the education production function [Hanushek (1986) and Levin (1980)], c.) 
effects of school characteristics on education and labour market performance [Card and 
Krueger (1992a, 1992b) and Polacheck et.al (1974)] and d.) factors determining the choice 
of school [Venti and Wise (1982), Gertler and Glewwe (1990)]. 

1.3.1 Optimal Length of Schooling 

An elegant theoretical framework regarding the determinants of optimal length of 
education has evolved from the human capital theory of Becker (1967) and Ben-Porath 
(1967). The human capital theory argues that in a world with certainty and perfect 
foresight, rational individuals choose the optimal length of education in order to maximise 
the net-present value of the lifetime wealth. The equilibrium condition of this model 
implies the equality of marginal cost and marginal benefits for education. According to 
Becker (1967), variation in reported length of schooling may be due to the variations in 
discount rate or due to the variations in ability. If the discount rate is varying and everyone 
has the same level of ability, people with low equilibrium length of education will also 
experience a high marginal rate of return to education and the contrary is true for the 
people with longer spells of education. Becker (1967) called the former the egalitarian 
model. Provision of various educational subsidies for the group with a high cost will help 
reduce the disparity in educational attainment and increase the average length of education 
of the society. This will also resolve the problem of earnings disparity because people are 
equally capable in the egalitarian model. At the other extreme, Becker (1967) defined the 
elite model, where the variation of equilibrium length of schooling is due to the variations 
in ability. More able people experience a higher marginal rate of return to education and 
therefore the equilibrium occurs along the cost curve. This implies that people with fewer 
years of education will also experience a low marginal rate of return to education. In this 
case only specific education subsidies aiming at less capable people will reduce the 
disparity in educational attainment. However, earnings disparity may remain unchanged 
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because the less capable people will have a lower marginal rate of return to education. 
Card (1994) derives a simplified version of Becker's (1967) human capital model, where 
he specifies the marginal cost and the rate of return to education as individual-specific, and 
therefore the optimal length of schooling varies from individual to individual. This implies 
that the optimal length of schooling is a function of individual and family characteristics. 
Further details of this model are presented in Chapter 2. Analyses in Chapters 3 and 6 are 
based on this theoretical framework. 

1.3.2 Education Production Function 

An education production function assumes that the optimal learning process in school can 
be approximated by the production theory. There are inputs, an output and some 
observable technology, which converts the inputs into output. Inputs into the education 
production process are threefold: school inputs, peer group inputs and the inputs of 
individual students. Output of the education production process is multi-dimensional. For 
example, it improves the cognitive as well as the personality traits of the trainees. 
However, most of the empirical estimates of the education production function choose a 
single output as the dependent variable. For example, Polacheck et.al (1978) use exam 
scores as the school production while Card and Krueger (1992a and 1992b) use labour 
market return. However, none of these measures comprehensively captures the multi-
dimensionality of school output. Taking this into account, Chizmar and Zak (1983), (1984) 
and Chizmar and McCamey (1984) specify school production as a joint-product 
production function where more than one output is produced at the same time sharing the 
given amount of inputs. The next estimation method applied is Hotelling's canonical 
correlation [Hotelling (1936)]. Empirical estimates of education production functions have 
resulted in mixed findings. 

In this book we have estimated two different versions of the education production function 
using different data sets and different statistical techniques. Chapter 4 presents an 
empirical estimate of an education production function using a school level data set. 
Chapter 7 uses the canonical regression analysis to estimate a different version of the 
education production function. 

1.3.3 Demand for Schools 

Regardless of whether school inputs matter in determining school performance, one of the 
very important issues in this literature is that schools are different from each other. This 
lays the foundation for the literature on demand for schools. Although the available 
literature on the demand for schools is small in number, its significance for policy and 
theoretical debates is not negligible. The conventional approach for estimating the demand 
for school function is either to choose a single continuous attribute of schools as the 
dependent variable and then use an appropriate estimation technique [Venti and Wise 
(1982)], or to use discrete choice demand functions [Gertler and Glewwe (1990)]. Chapter 
7 of this book applies a different estimation procedure. In contrast to the discrete choice 
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demand analysis which assumes that schools can be classified into several mutually-
exclusive categories by the quality of their service, our method assumes that each school 
has its own quality index. However, the quality index is unobservable. We only observe 
the determinants of the quality index with an assumed mathematical form. Then, by using 
the canonical regression technique, we estimate the parameters of the school quality index 
and the parameters of the demand for school function simultaneously. 

1.4. A Brief Note on the Findings of this Book 

This book analyses four interrelated issues of the present education system of the country. 
We also have some remarkable observations in the sample survey, which have not been 
comprehensively analysed in the book because of time and other constraints. The 
following section briefly presents the main findings. 

We first address the issue of family background effect on schooling. In this analysis, we 
assume that schools are homogenous. We are compelled to make this assumption due to 
data limitations. The Quarterly Labour Force Survey data in 1993, which provides data for 
the analysis, does not contain information on school characteristics. We observed that 
family characteristics have an enormous effect on the schooling decision indicating that 
pupils with relatively affluent family backgrounds derive more benefits from the free 
education policy. In general, ethnic Sinhalees, Urban residents and children from rich and 
educated family backgrounds derive more benefits from the free education policy. 

The empirical validity of the assumption that schools are homogenous is addressed next. 
The empirical results of this section do not support the assumption. Public schools in Sri 
Lanka are highly heterogeneous both in terms of possession of resources and their 
productivity. While this provides an empirical justification for the remaining sections of 
the book, it explores very useful information that can be used in future policy evaluations. 
For example, we observed that in terms of educational facility distribution, the 
heterogeneity between schools is much stronger than the heterogeneity between districts. 
This is completely in disagreement with the currently practised university selection 
criterion. Results in this section support a school-based recruitment criterion. This section 
also found indirect evidence revealing that privileged schools are under-utilised, while the 
average and under-privileged schools are congested as compared to their resource 
availability. 

Based on the finding that schools are heterogeneous, we re-estimate the length of 
schooling and enrolment models with heterogeneous school quality. Family background 
and school quality have significant positive effects on the enrolment decision and the 
optimal length of schooling. We further observed that the regression coefficients 
measuring the family effect, effect of ethnicity dummy (if ethnicity is Sinhala, this dummy 
equals one) and place of residence dummy (one, if lives in an urban sector) are reduced 
substantially when we controlled for school characteristics. The clear implication of this is 
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that school choice is positively correlated with family background, ethnicity, and place of 
residence. 

Our analysis of the demand for schools shows that the school selection is highly correlated 
with family and community variables. The income elasticity increases with income up to a 
certain point and then starts to decrease. 

Our interpretation of this phenomenon is that the family effect on educational attainment 
has not been removed even after 50 years of the free education policy in Sri Lanka. 
Analyses in this book explore at least two channels of the family effect on education. One 
is its direct effect on educational attainments through cost and ability factors. Another 
channel that we explored is the effect of family background through school quality. In the 
presence of an extremely high disparity in educational facilities, we observed that pupils 
with rich, able and educated family backgrounds tend to choose relatively good schools as 
compared to the average school in the country. According to our findings, the quality of 
the school affects one's educational attainments and, as a consequence, pupils from better 
backgrounds remain longer in full-time education. 

1.5 Organisation of the Book 

This book is organised into eight chapters including the introduction. Chapter 2 reviews 
the major related literature. Chapter 3 estimates a version of Becker's (1967) human 
capital model. Issues related with the allocation of resources and efficiency of public 
schools are addressed in Chapter 4. Analysis of school efficiency in Chapter 4 shows that 
the implicit assumption in Chapter 3 that schools are homogeneous is untrue. In order to 
identify the effect of differences in schools on educational performance, we conducted our 
own sample survey in Sri Lanka in 1996. Survey design, questionnaire and some 
unexplored aspects of the survey are reported in Chapter 5. Chapter 6 re-estimates the 
human capital model developed in Chapter 3 with school characteristics as explanatory 
variables in the schooling model. A model explaining the determinants of school choice is 
reported in Chapter 7. Chapter 8 concludes the book. 




