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A rise in prices of essential food items erodes purchasing power and this leads to a vicious circle 

of poverty. The more recent data in Sri Lanka shows the cost of food is exorbitantly increasing 

in recent years. There are number of studies conducted in other countries to understand the 

impact, but this topic has not been paid much attention in Sri Lanka. Hence, the present study 

aims to examine effects of the rise in food prices on the poverty level in Sri Lanka using annual 

time series data for the period of 1990 to 2022. The study employed the unit root tests to find 

the stationary properties and the Autoregressive Distributed Lag model to examine the long-

run and short-run relationships. Descriptive analysis indicated that National Consumer Price 

Index(food) increased by 30 percent from 2021 to 2022 and rice has the highest contribution to 

increase food inflation in 2022. The results of the Auto Regressive Distributed Lag model 

showed that, population and per capita income have negative and significant impact whereas 

food price has positive and significant impact on poverty measured in terms of poverty head 

count ratio. The population has the highest contribution to reduce poverty level while food 

inflation has the highest contribution to increase the poverty level. This study further indicates 

that one percent increase in food prices causes to 31 percent increase in poverty and one percent 

increase in income reduces the poverty rate by 59 percent in the long run. Therefore, this study 

concludes that food price inflation has a positive and significant impact on poverty in both long-

run and short-run. The study suggests to implement effective policies to eliminate poverty by 

increasing the agricultural production and income level and promote substitute food 

commodities in the country. 

 

Keywords: Auto Regressive Distributed Lag model, Consumer Price Index, Error Correction 

Model (ECM), Per capita income, Poverty Head Count Ratio 

 

                                                           
1 Supervised by Dr. M.W.A.C.S. Wijetunga and Ms. A.M.C. Amarakoon 


