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ABSTRACT 

 

Recently, Sri Lanka identified the tourism industry as an income factor for foreign exchange 

which impacts on economic growth of Sri Lanka by income elasticity compared with other 

income sources. But the income elasticity of tourism in Sri Lanka was econometrically not 

studied. So, this study filled this research gap, the aim of this study was to measure the 

income elasticity of tourism earnings in Sri Lankan economy during the sample periods. In 

this study, to achieve this objective the time series data were annually considered and the 

earnings of tourism were used as independent variable and the gross domestic product was 

considered as dependant variable. The simple regression model was used to test the 

coefficient of tourism and the equation of income elasticity was employed to test the income 

elasticity of tourism industry during the period of 1970 to 2015. According to the analytical 

results, the R- squared of estimated model was 61 percent and the coefficient of tourism 

industry was 17.35 (0.000) which was significant at one percent level. The mean value of 

tourism industry was 1.449 and the mean value of the gross domestic product was 152.78. 

Therefore, when this study calculated the income elasticity of tourism using the coefficient 

of tourism industry, the mean values of tourism industry and the gross domestic product of 

Sri Lanka, the value of income elasticity of tourism was 0.16, this means that if the tourism 

industry was changed by 1 unit, the gross domestic product had been changed by 16unit. It 

indicated that, additional increased in the tourism earnings of Sri Lanka by hundred million 

rupees, the economic growth of Sri Lanka had been increased by 16 million rupees. 

Therefore, this study recommends that if Sri Lankan economy has to be achieved the high 

economic growth as fast as possible it should have to focus on the specialization of tourism 

industry. 

 

Keywords: Tourism industry, Sri Lankan economy, tourism Income elasticity, and Simple 

regression model  

 

 

INTRODUCTION 

In Sri Lanka tourism is biggest foreign exchange earning sector, which contributes to economy 

through several ways, such as creating the jobs, reducing the current account deficit of the 

balance of payments, positive externalities, etc. According to the World Tourism Organization, 

the tourism has become one of the fastest growing industries in the last decades. In the analysis 

of tourism, economic accentuate the economic effects of tourism (Hossein and Razzaghi, 2014). 

The development of tourism industries increases household incomes and government revenues 

through tourism income elasticity effect. Sri Lanka is one of the developing countries.It suffers 
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from many economic problems such as low economic growth rates, lack of physical capital and 

unemployment issues. 

 

Based on the statistics Tourism Development Authority of Sri Lanka, the international tourist’s 

arrival in Sri Lanka has been increased from very recently. In 1978, nearly 1.9 million tourists 

arrived in Sri Lanka. By these tourists, Sri Lanka earned 55.8 million dollars in that year. This 

situation increased in 2014 which earned 31.7 million dollars from 1.5 million international 

tourists (SLTDA, 2015). 

 

In the view of economic thought the income elasticity approach is the best measurement for 

calculating the tourism income of countries. Regarding this measurement, there were lot of 

research which made by [Veity, 1978; Pradhnanga, 2000; Prakash, 2001; Adamou and Clerides, 

2009; Dhungel, 2015]. But in Sri Lankan experience,[Wickremasinghe and Thalanayake, 2007; 

Mustafa and Santhirasegarem, 2014; and AhamedLebbe and JothiSivagnanam (2011)] studied 

onthe  impact of tourism in Sri Lanka. But, none of the researchers in Sri Lanka involved in 

income elasticity measurement which arises the research gap in this field. Therefore, this 

research is going to fill this gap.Accordingly, this study is organized into the following 

subsection such as objective of this study, research method, results and discussion, and 

conclusion. 

 

Objective of the study 

The objective of this study is to measure the income elasticity of tourism earnings in Sri Lanka. 

 

RESEARCH METHODS 

In this study, the percapita gross domestic product (PCGDP) and percapita tourism income 

(PCTSM) were identified as variables of this study. The per capita gross domestic product was 

used as dependent variable and percapita tourism income was considered as independent 

variables. The annual time series data were considered during the period of 1970 to 2015, which 

were gathered from the annual statistical reports of Sri Lanka Tourism Development Authority. 

In this study, the simple regression method was considered to get the coefficient of tourism 

earnings, which model was used by Dhungel (2015). Most of the literature considered this 

simple regression model to test the correlation between the dependent and independent 

variables. The relationship between the tourism earnings and the economic growth was 

indicated by below function: 
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𝑃𝐶𝐺𝐷𝑃𝑡 = 𝑓(𝑃𝐶𝑇𝑆𝑀𝑡)…………. (1) 

When this function was converted into econometric equation, the equation was derived as 

follows: 

𝑃𝐶𝐺𝐷𝑃𝑡 =  𝛽0 + 𝛽1𝑃𝐶𝑇𝑆𝑀𝑡 + 𝑈𝑡 ……. (2) 

Where:𝑃𝐶𝐺𝐷𝑃𝑡: Per capita gross domestic product, 𝑃𝐶𝑇𝑆𝑀𝑡: Per capita tourism earnings, 𝛽: 

Coefficients, 𝑈𝑡: Error term 

 

To test the tourism income elasticity, this study considered the income elasticity model of 

Dhungel (2015). This model connected the per capita gross domestic product and per capita 

tourism earnings, which model was derived as follows: 

𝐸𝑖𝑒 =
𝜕(𝑃𝐶𝐺𝐷𝑃𝑡)

𝜕(𝑃𝐶𝑇𝑆𝑀𝑡)
∗

𝑃𝐶𝑇𝑆𝑀𝑡̅̅ ̅̅ ̅̅ ̅̅ ̅̅ ̅

𝑃𝐶𝐺𝐷𝑃𝑡̅̅ ̅̅ ̅̅ ̅̅ ̅̅ ̅
………………… (3) 

 

Where:𝐸𝑖𝑒 : Notation of tourism income elasticity, 𝜕(𝑃𝐶𝐺𝐷𝑃𝑡): Differentiation value of per 

capita gross domestic product, 𝜕(𝑃𝐶𝑇𝑆𝑀𝑡):  Differentiation value of per capita tourism 

earnings,𝑃𝐶𝑇𝑆𝑀𝑡
̅̅ ̅̅ ̅̅ ̅̅ ̅̅ ̅: Mean value of per capita tourism earnings which was calculated by equation 

(4), 𝑃𝐶𝐺𝐷𝑃𝑡
̅̅ ̅̅ ̅̅ ̅̅ ̅̅ : Per capita gross domestic product which was measured by equation 

(5),
𝜕(𝑃𝐶𝐺𝐷𝑃𝑡)

𝜕(𝑃𝐶𝑇𝑆𝑀𝑡)
: Coefficient of tourism earnings equation (1) which was indicated by 𝛽1 . 

𝑃𝐶𝑇𝑆𝑀𝑡
̅̅ ̅̅ ̅̅ ̅̅ ̅̅ ̅ =  

∑ 𝑃𝐶𝑇𝑆𝑀𝑡

𝑁
 …………….. (4) 

𝑃𝐶𝑇𝑆𝑀𝑡
̅̅ ̅̅ ̅̅ ̅̅ ̅̅ ̅ =  

∑ 𝑃𝐶𝐺𝐷𝑃𝑡

𝑁
 …………… (5) 

𝐸𝑖𝑒 = 𝛽1 ∗
𝑃𝐶𝑇𝑆𝑀𝑡̅̅ ̅̅ ̅̅ ̅̅ ̅̅ ̅

𝑃𝐶𝐺𝐷𝑃𝑡̅̅ ̅̅ ̅̅ ̅̅ ̅̅ ̅
 ………………… (6) 

 

RESULTS AND DISCUSSION 

To test the objective of this study, this section considers two econometric techniques such as 

simple regression model and income elasticity equation. In the simple regression model, the 

coefficient of tourism earnings is considered to test the proportional relationship between per 

capita gross domestic product and per capita tourism earnings. The tourism income elasticity 

equation is used to test the coefficient of tourism income elasticity.As mentioned in the research 

methods, this study estimates the following econometric simple regression model. The table 

shows the estimated model and its statistics. 
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Table- 1: Estimated model and its statistics 

𝑃𝐶𝐺𝐷𝑃𝑡 =  45.71293 + 17.35172𝑃𝐶𝑇𝑆𝑀𝑡 

Variable Coefficient Std. 

Error 

t- 

statistic 

p- 

value 

TE 17.35172 2.103857 8.24757 0.0000 

R-squared: 

0.6127 

F- statistic: 

68.022 

DW:0.727862 

Source: Estimated from secondary data from 1970- 2015 

 

In the table -1, the coefficient of tourism earnings is 17.35 and its probability value is 0.000 

which means the variety of tourism is significant at the 1% level and this variable has a positive 

relationship with the gross domestic product of Sri Lanka. The R- squared of estimated model 

is 0.6127 which indicates the estimated model is fitted by 61 percent. 

Estimation of tourism income elasticity  

 

As mentioned inthe equation (4) and (5), the mean value of per capita tourism and gross 

domestic product is shown below:From equation (4), the mean value of per capita tourism 

earnings is 1.448832 and from equation (5), the mean value of per capita gross domestic product 

is 152.7832. And also, the coefficient of tourism in equation (1) is 17.35. Therefore, based on 

the equation (6) the tourism income elasticity is given bellow: 

 

𝛽1= 17.35, 𝑃𝐶𝑇𝑆𝑀𝑡
̅̅ ̅̅ ̅̅ ̅̅ ̅̅ ̅ = 1.449, and  𝑃𝐶𝐺𝐷𝑃𝑡

̅̅ ̅̅ ̅̅ ̅̅ ̅̅ = 152.7832 

 

𝐸𝑖𝑒 = 17.35 ∗
1.449

152.73832
= 0.16 

 

Therefore, according to the equation (6), the tourism income elasticity is 0.16 which means that 

if the per capita tourism earningschange by one unit; the per capita gross domestic product will 

be changed by 0.16 units. It indicates that if the per capita tourism earnings are increased by 

100 million rupees in Sri Lankan economy, the per capita gross domestic product will be 

increased by 16 million rupees. On the other hand, if the per capita tourism earnings are 

decreased by 100 million rupees in Sri Lankan economy, the per capita gross domestic product 

will be decreased by 16 million rupees. In addition, another 84 million rupees will be substituted 

by other income sectors in the per capita gross domestic product of Sri Lanka. 
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CONCLUSION AND RECOMMENDATIONS 

In this study, the tourism income elasticity of Sri Lanka was focused, to test this objective this 

study used two econometric techniques: simple regression model and tourism income elasticity 

model and also the annual time series data from 1970 to 2015 were utilized to estimate the 

econometric output. According to the econometric output, this study explored that the tourism 

earnings had maintained a positive relationship with the economic growth of Sri Lanka. In the 

meantime, this study found that the coefficient of tourism income elasticity of Sri Lanka was 

0.16 during the sample period.     
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Appendix: 

Regression Results for Tourism and GDP in Sri Lanka 

 

Dependent Variable: GDP   
Method: Least Squares   
Date: 03/23/16   Time: 07:15   
Sample: 1970 2015   
Included observations: 45   

     
     

Variable 
Coefficie

nt Std. Error t-Statistic Prob.   
     
     

C 
45.7129

3 1098.663 0.041608 0.9670 

TE 
17.3517

2 2.103857 8.247574 0.0000 
     
     

R-squared 
0.61269

1     Mean dependent var 
4971.07

8 
Adjusted R-
squared 

0.60368
4     S.D. dependent var 

9826.60
8 

S.E. of regression 
6186.20

8     Akaike info criterion 
20.3414

6 

Sum squared resid 
1.65E+0

9     Schwarz criterion 
20.4217

5 

Log likelihood 

-
455.682

8     F-statistic 
68.0224

7 

Durbin-Watson stat 
0.72786

2     Prob(F-statistic) 
0.00000

0 
     
      

 


