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Abstract

The objective of this study is to evaluate the infrastructure development of Sri Lanka
with respect to selected variables over the recent past and try to find the relationship
between infrastructure development and Gross Domestic Product (GDP) at current
market prices during the period from 1989 to 2014. The study keeps a special
focused on selected components of infrastructure development namely; Government
expenditure on education, health, petroleum and electricity consumption and also
number of vessels arrived by applying multivariate time series techniques to develop
a short-term and long-term relationship between GDP and other variables. Vector
Error Correction Models (VECM) found that there is a short run equilibrium
relationship among all the variables considered; Government expenditure on
education, health, petroleum and electricity consumption and number of vessels
arrived at 95% confidence level. The model was statistically validated and found that
the errors having white noise. Furthermore, it was found that causality is running
from GDP to petroleum expenditure and there is a one way causal relationship exists
between electricity consumption and number of vessels arrived, electricity
consumption, expenditure on health and education. However, the short term impact
from the number of vessels arrived is low compared that with other variables. The
Johnson's co-integrating test confirmed that there is no long run equilibrium among
selected variables. These results can be used by policy makers to understand more
clearly the nature of the problem of infrastructure development and to set more
focused targets and come up with more strategic planning’s to reach the economic
goals. Due to short term relationship, it is recommend that to carry out such studies at
regular intervals before firm decisions are taken.

Key words : Co-integration, Error Correction, Granger causality, Gross Domestic

Product, Infrastructure development
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