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ABSTRACT

Tourism Industry has many benefits to Sri Lanka. This dissertation attempts to
annotate the impact of tourism to the Sri Lankan economy and to examine the
impact of terrorism to the tourist industry in Sri Lanka. Through literature review
a concrete study has been undertaken as to how this study should proceed.
Tourism industry in Sri Lanka is found to be a lead sector, and also that tourism
in the country is affected by the on going ethnic conflict. Unless until there is a
permanent solution to the political problems in Sri Lanka, the future of tourism
industry seems bleak.
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CHAPTER 1:

INTRODUCTION

CHAPTER 1: INTRODUCTION

1.1 BACKGROUND AND THE STATEMENT OF PROBIEMS

Tourism is a phenomenon that has confused many scholars, and been
debated over and over for its merits and demerits. The question of whether the
subject of tourism is a field by it self, or a part of some other broader field
remains unanswered. Social scientists and anthropologists like Thomas Lea
Davidson, see tourism as a social phenomena while economists see tourism as
an industry. Tourism is criticised as neo imperialism.1 Nevertheless with the
emergence of a global village and an era of a "cybercultural revolution"2
"tourism could be a means for world peace."3

In 1994 with 528,400 thousand international tourist arrivals4, with
increased trends in migration and international business activities tourism is
important to all human beings, directly or indirectly. Tourism generated US$
321,466 million of receipts in the world tourist market the same year.5 This
means that tourism is one of the largest industries in the world. The World
Tourist Organisation (WTO) predicts an above average growth rate of

D.Nash,in R.Butler and D.Pearce, Change in Tourism: People, P/aces, Process (New York:
Routledge 1995)
2
P.R.Haris, and R.T. Moran, Managing Cultural Differences 3rd edition (Texas: Gulf Publishing
Conipany,1 991)
T.Var, J.Ap & V.Doren, In W.F.11ieobald, Global Tourism, The Next Decade (Oxford:
Butterworth- Henemann Ltd.,1994)
Annual Statistical Report (Ceylonlourist Board, 1 994)
ibid.

2

international tourist arrivals for the period 1 990- 2000 for South Asia region, the
region to which Sri Lanka belongs. The table 1.1 shows this trend in tourist
arrivals by regions.

Table 1.1 :TOURIST DIRECTIONAL FLOW GROWTH PROSPECTS, BY
ORIGIN/DESTINATION REGION, 1990- 2000
Region Inbound
East Asia/
pacific

South
Asia

Middle
East

***

***

***

**

**

*

*

**

**

**

***

**

**

***

***

***

**

***

***

***

***

***

**

Europe

Americas

*

Americas
1-f
/.-;-/
LL iiai

Region
Outbound
Europe

pacific
South Asia

Middle
East
Africa
Overall

**

Africa

Overall

*

***

***

***

***

***

**

**

**

***

***

**

***

***

*

**

***

***

**

**

**

Key: * below average
Source: WTO

**

average ***above average

6

Sri Lanka is situated at the southern tip of India between 6° and 10° and
80° to 82° east. Sri Lanka has a maximum length of 432 km., a maximum width
of 224 km. and 65610 square km. of land area. Figure 1.1 is a tourist map of Sri
Lanka.

B.J.R.Ritchie and F.D.Hawking , World Travel and Tourism Review, Indicators, Trends and
Issues vol 3 (Oxon: CAB International 1993)
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RE I I MAP O- SRI

Tourism in Sri Lanka can be traced back to centuries ago when it was called
Taprobane or even beyond that period, when merchants, scholars and pilgrims
flocked to the island in search of wealth, knowledge and tranquillity.

The post world war two era when the world experienced the birth of the
mass tourism, Sri Lanka could not see any benefits deriving from tourism and
infact regarded the trend as a "big joke"7. Tourism developed rapidly in the rest
of the world to an extent that Sri Lanka could no longer ignore it. After
obtaining independence from the British in 1948 Sri Lanka had to re think the
economic structure of the country. Tourism was seen by some policy makers as
a key to earning foreign exchange as well as to lessening the burden of
dependancy upon cash crops such as tea, rubber and coconut which had been
planted by the colonial rulers.

Sri Lanka often called the resplendent island, has the natural ingredients
for a good tourist product. It includes 1585 km. coast line of quality sandy
beaches, offshore coral reefs, untouched rain forests, wildlife conservation
parks, ancient ruins of early civilisations and kingdoms which date back to 5th
century BC, to more recent colonial past, which includes a number of world
heritage sites. UNESCO categorises 49 attractions in Sri Lanka as unique and 91
attractions as rare.8 Furthermore the Sri Lankan tourist product consists of

P.A.Ediriweera in M.Crick, Resplendent Sites, Discordent Voices (Switzerland: Harwood
Academic Publications 1994) pp.23
The Tourism Master Plan Shri Lanka (Madrid: UNDP, WTO 1993)

unique, handicrafts, performing arts and folklore, and warm, friendly and
hospitable people.

Over time Sri Lankan policy makers realised the value and importance of
a tourism industry as they saw many other countries turning to tourism in order
to improve the economic conditions of their own countries. In 1966 by the act
of parliament, Ceylon Tourist Board (CTB) became an official body to look after
the tourism related matters, and the first Ceylon Tourism Plan was drawn up by
Harris, Kerr, Froster and Co. a hotel and travel consultancy firm based in
Hawaii. By that time, Sri Lanka's tourism infrastructure was not developed in to
any standard but heavy involvement by the government sector resulted in the
country becoming a role model for other developing countries as far as tourism
development was concerned.
With the change of government in 1977 and with the United National Party
coming into power with its open economic policies the then minister for
tourism Hon. Anandathissa De Alwis stretched out as far possible to sell the
tourism product of Sri Lanka, using the catch word "Tourism for International
Understanding Peace and Co-orperation."° In 1982, due to the efforts by the
government tourist arrivals shot up to 407230, a massive increased compared to
23666 in 1967.11 Today Sri Lanka has 14 tourist destinations, although couple
of them are not being in use due to ethnic problem.

M.crick, Resplendent Sites, Discordant Voices (Switzerland: Harwood Academic Publications
1994)
19

ibid.
Annual Statistical Report (Ceylon Tourist Board 1990)
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As often suggested by tourism commentators tourism can be use as
means to earn foreign exchange and resolve unemployment problems especially
for developing countries.12

What then is the extent of economic benefits of tourism to Sri lanka?

Since tourist earnings could leak out of the country, and given the extent
towhich other sectors of the country's economy are linked to the tourism
industry, makes a tourism industry beneficial to a country or otherwise. Tourism
is considered to be a necessary evil, then can economic benefits out of that be
justified in the case of Sri Lanka. If that be the case why bother to promote
tourism and may get caught to neo imperialism?
In regard to tourism development, Cuban leader Fidel Castro stated;
We have to develop tourism, it is an important source of foreign currency ........ . It
is not a case that we like it. We do not like tourism.

13

Sri Lanka although predominantly a Sinhalese Buddhist society has a
significant number of Tamils, Muslims and Burgers and thus diversity
characterises her social and cultural life. Her population is estimated to be 17.6
million at present. In 1983 July the country saw the first of many tragic incidents
which would effect the political stability of Sri Lanka. In July 1983 riots
followed after Tamil separatist terrorists demanded a separate state in Sri Lanka

2

D.Harrison, Tourism and Less Developed Countries (London: Belhaven Press, 1992)
C.J.Neblett, Caribbean Tourism: A Case for Appropriate Tourism Planning (Ontario: Carlton
University, 1989) pp.15

13

7

showing the signs that would effect the country's economy as well as the
tourism industry. After the riots tourist arrivals went through a slump till 1990.
Although 1988 and 89 recorded an increase in tourist arrivals compared to the
previous year, the increase was not substantial enough to consider as a growth).
Most of Sri Lanka's major tourist attractions, however are away from troubled
North and North Eastern provinces, and it is also important to notice that "no
tourist has been targeted by any terrorist activity in the island ."14 This holds
true even today.

What is the relationship then, between terrorism and tourist arrivals to the
island?

After 1989 an increasing trend slowly started to pick up once again and
in 1994 tourist arrivals to Sri Lanka hit an all time high of 407,5 1 1

•15

Today

ethnic conflict is still present in Sri Lanka, what motivates the tourists to come
back to the island?To accommodate the highest number of tourist arrivals to the
country, tourist infrastructure should also have increased. Then how has Sri
Lankan economy performed in the view of the political crisis? How has the
tourism industry performed in the troubled island?
Bombs do not go off only in Sri Lanka. Terrorism is not a problem faced only by
Sri Lanka but throughout the world. We have seen bombs exploding in New
York, Paris, London, Bangkok etc. If terrorism has affected the economy and

14

L.K.Richter, The Politics of Tourism in Asia (Honolulu: University of Hawaii Press, 1989)

15

Annual Statistical Report (CTB 1994)
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tourism industry in Sri Lanka then, what measures the government has to take to
reduce it's effect ? This research will attempt to answer these questions.

1.2 THE PURPOSE, OBIECTIVES, AND CHAPTER OUTliNE

There are two main purposes of this study. The first is to analyse the
extent of economic benefits of tourism to Sri Lanka. Since many have argued
that there are numerous benefits to an developing economy through tourism
then, could this be justified in the case of Sri Lanka.
Second is to study the impact of terrorism to tourism and to evaluate whether
terrorism has affected or not affected the budding tourism industry in Sri Lanka.

The organisation of the chapters in this study will follow as listed below.

(1) Examination of theories and current published work to assess:
how tourism industry should be evaluated in economic terms,
the purpose of terrorism, and its effects on tourism and investments.
This will be conducted in chapter two.

(2) Exploration of economic benefits of tourism to the Sri Lankan economy and
application of some economic theories to find out possible benefits that could
be derived out of tourism to the country's economy.
Chapter three will conduct the above study.

9

Examination of the impact of terrorism on Sri Lankan tourism.
Here the current socio political situation of the country will be examined by
linking it to tourism, economy and investment.
This will be conducted in chapter four.

Appropriate recommendations will be made in this chapter, along with the
summary and the bibliography.
This will be the fifth and the final chapter.

1.3 METHODOWGY

This study will be a socio- economic and political analysis which will
rely on both primary and secondary data. Nevertheless the bulk of the data in
this study has depended on archival and secondary sources of data collection.
The writer started collecting data in November 1995 with access to libraries in
Darwin, with not much success. The writer then wrote to the Ceylon Tourist
Board (CTB) authorities in Colombo to obtain the necessary statistics. This was a
tedious process due to bureaucratic nature of the government officials in
Colombo. Further, he found that very few studies have been done on the
tourism industry in Sri Lanka. Those which exist are outdated.
Initially the auther planned to send a questionnaire to some CTB authorities and
to some private entrepreneurs in tourism industry with a view to conducting a

10

survey. However due to the political unrest in Sri Lanka and due to difficulties
in obtaining a positive response in a short period of time, the writer resorted to
telephone interviews with some of the important officials of the CTB. Further
the writer also discussed some important issues related to his work with few
tourists who had been to Sri Lanka, in order to gain an insight in to their
experience of being a tourist in a troubled

destination. The writer used

Government documents and other related publications on tourism and
economic and statistical indicators as the main sources of secondary data for
this study. During his research he also discussed his dissertation work with
couple of his friend who are phd. students, who gave encouragement
throughout. The auther also tried to link his work experience in the tourism
industry in Sri Lanka to this research.
The study here will emphasise a time period spanning back to bit over the last
decade. That is early eighties to early nineties. The writer has tried to use the
most recent data available for this study. The statistical data he has used here
consists of both a quantitative and qualitative nature.

In chapter four he used simple regression to find the impact of terrorism
on tourist arrivals. Here it should be noted that there are many variables
affecting this study. Tourism industry is a very volatile industry. It is also has a
very interdisciplinary nature. Tourist arrivals to a particular destination will
depend on number of variables. For example, overall management of the
tourism plant, demand and supply, marketing of the destination, competition of
other destinations, quality and quantity of tourist infrastructure, tourist

11

motivation or attractiveness to a particular destination, political stability of the
country and etc are some of these variables. In the long run, economic benefits
of tourism to a country depend on how such gains are distributed equally
among different regions of the country.
In examining all these variables the most striking variable that has changed
drastically during last decade or so, is the political stability of the country. Other
variables have not changed significantly for the same period in Sri Lanka.
Therefore tourist arrivals to the country are directly affected by the change in the
political situation in Sri Lanka.

1.4 LIMITATIONS OF DISSERTATION

According to Leiper1 ' tourism is a system which has five elements
tourists, generating regions, transit routes, destination regions, and a tourist
industry which operates and increases within the broader physical, cultural,
social, economic, political and technological environments. The significance of
a tourism industry may be best examine in the broader context within which it
operates. In this dissertation the writer has tried to take up such broader
environment as socio- economic, but it dose not address other broader
environments such as socio- cultural, environmental impact, managerial
environment, or etc to tourism in Sri Lanka.

IS

N.Leiper,'The Framework of Tourism: Towards a Definition of Tourism, Tourist and the
Tourism Industry', Annals of Tourism Research (October- December 1979) pp.390- 405

12

This study therefor does not offer an explicit examination of the tourism industry
in Sri Lanka; rather it attempts to annotate some of the environments such as,
socio- economic and political within which Sri Lankan tourism operates.

13
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CHAPTER 2: REVIEW OF THE liTERATURE

The Review of the Literature is broken down to two parts. In the first part
the writer will examine the theories and current published work to assess how
tourism industry can be beneficial to a contry in economic terms. Later part will
examine the purpose of terrorism and its effects on tourism investment.

2.1 TOURISM AND THE ECONOMY

Tourism is considered to be one of the largest international industries and
so as its economic benefits to a destination. The economic benefits of tourism to
a country/destination generally relates to three major areas.17
That is, the contribution which tourism makes to:
Foreign exchange earnings,
Gross Domestic Product (GDP) and,
Employment.
To elaborate more, the writer will explain these three benefits under three sub
headings.

11

D.Harrison, Tourism and Less Developed Countries (London: Beihaven Press,1992) pp.13

15

2.1A TOURISM AS MEANS OF EARNING FOREIGN EXCHANGE

An economy of a country will benefit through tourist arrivals, firstly by
foreign exchange earnings. In this regard tourism is seen as an export. The bulk
of the international tourist generating countries are from the developed world
with high per capita income.
The flow of tourists from developed to developing countries has the effect of
redistributing income. Most developed countries have hard currencies and the
transfer helps to alleviate the often chronic foreign exchange gaps of developing
countries.

18

When a tourist arrives in a host country he spends money which he has earned
in his home country. Therefor there is an injection of revenue to the local
economy which may not be there before, or which was earned from outside.
This whole phenomenon of selling a country's tourist product abroad to earn
foreign exchange is often referred as tourism export. Tourism export unlike
other exports is free from trade restrictions. The amount of foreign exchange
earned through tourism depends on the number of tourist arrivals, length of the
stay by the tourists, the amount of money spent by the tourist in the host country
and the leakages. Leakages could be tourism imports, ie when the people of the
home country travel abroad. Leakages could also be in the form of expenditure
on tourism infrastructure that has to depend on imports and etc.

Is

C.L.Jenkins,'Tourisrn Policies in Developing Countries',in S. Medlik, Managing Tourism
(Oxford: Butterworth- Heinemann, 1995) pp.271

16

2.1 B TOURISM AS MEANS TO A HIGHER GDP

Once tourism has contributed to the country's foreign exchange earnings
it in turn will add to the GDP of the country. When a country exports tourism
then the receipts earned through it contributes to foreign exchange earnings and
in turn affect the balance of payments of the country. It is often said that
developing countries with less economic resources could depend on tourism to
improve their balance of payments. Tourism and its effect on the GDP can be
understood by the following formula.
"GDP =C+l+X-M"

19

Where,
C = consumption,
I

=

investment,

X = export,
M= import.
When tourism is taken as a part of the total exports of a country then an increase
in tourism export, will in turn increase the GDP of a country, provided all other
things remains the same.

2.1C TOURISM AS A MEAN OF INCREASING EMPLOYMENT

As mentioned in the beginning of the chapter, tourism can increase the
employment opportunities of a destination. Before coming to how this is been

11

A.BuII, The Economics of Travel & Tourism (Australia: Longnian,1 995) pp.124

17

done it is important to explain the use of "factor" in the tourism industry. The
intensity of use of factors of production are used in a tourism industry of a
country depends on factor productivity and also upon the type of tourism. This
can be explained by the model developed by Adrin Bull which is provided in
figure 2.
Figure 2.1: USE OF FACTORS IN TOURISM PRODUCTION
TYPE OF TOURISTS
CULTURE LUST/BUSINESS

ENSIVE

ENTERPR

CHEAP WAG

EAR WAG E

LABOUR

JTIES
SUN LUST

20
SOURCE: Adrin Bull

Looking at the model in figure 2.1 one can easily see that destinations
tend all else being equal, to possess a tourism sector whose income is
distributed in relation to the intensity of factor use.

20

Bull, pp. 124

18

Thus for $1 spend on a trip to Morocco, more employment is likely to be generated
than with a trip to London, where the dollar is likely to be used more in return to
capital such as financing hotel property costs or paying for phone calls.

21

In sunlust based tourism in developing countries, therefore provides increased
employment both directly and indirectly through linkages, as well as increased
consumption.
Direct employment in tourism consists of people who are employed in hotels,
motels, guest houses, travel agencies, tour operating firms, theme parks, tourist
shops, tourist transport services, etc. Indirect employment in tourism consists of
those who are indirectly connected to tourism. Increased tourist arrivals to a
country will increase the required services of the tourism industry. This will in
turn increase the employment opportunities to a country

On the whole however, the tourism industry when compared to other
industries, shows that its capital- labour ratios change in labour replacement is
slow.22 This is because tourism is a highly personalised service industry and
therefore the labour inputs will remain high.2 Many jobs in the tourism sector
do not need high specialisations except for top management positions and
policy planing positions. Countries which have cheap and mass unemployment
can therefore take the opportunity to reduce unemployment by providing jobs

21
22

Ibid pp. 147
Ibid

23

R.W.Mclntosh, C.R.Goeldner & J.R.Ritchie, Tourism Principles, Practices, Philosophies (New
York: John Wiley & Sons Inc.,1995)

19

in the tourism industry. The fact of having cheap labour can also contribute to
the "comparative advantage" of its tourism product.

"The principle of comparative advantage, as a basis for international
trade, dates back to Ricardo in 1817 but rarely applied to tourism services."

24

Comparative advantage in tourism can be due to many factors. Here the writer
is inclined with the comparative advantage as suggested by Swedish economists
Eli Heckskher and Bertil Ohlin in 1920 which states that,
countries differ in their relative stocks of the different factors of production, and that
these differential factor supplies influence the costs of producing particular goods.25
For example, a country with an abundant supply of labour finds it relatively
cheap to produce goods whose production needs more labour and little capital,
and hence has an comparative advantage in exports of such labour intensive
goods. Countries with cheap and abundant labour then can utilise its
comparative advantage in labour in their tourist product.

2.2 INPUT-OUTPUT ANAlYSIS AND TOURISM MU[TIPUERS

One of the most discussed areas of tourism in relation to a country's economy is
that of the impact on secondary employment and income, and hence the 'flow
trough' caused to that economy other than direct or primary effects. A number of

24

Bull, The Economics ............ pp. 180
J.Williamson & C.Milner, The World Economy (Cambridge: Harvester- Wheatsheaf,1991
pp.32
25

20

techniques have been used for assessing secondary impacts, of which the main
ones are tourism multipliers and input output analysis.2 '

In the first section of the chapter the direct impact of tourism to an
economy is been discussed in the main. The indirect contribution to the
economic development of a country or a region by tourism can be calculated by
input-output analysis

/

which was developed by Wessily W. Leantief. It can also

be calculated by the use of Keynesian multipliers. Input- output analysis the
interdependency of industries in the economy. When an industry produces
output according to the demand, the same industry also requires output from
other industries as input to the production. Those industries in return need more
inputs from initial industry and so the process continues.

For example, if a tourist visits country Y and spends X amount of dollars,
then X is called the direct effect of the tourist's expenditure. The country itself
spends a proportion of it for tourism, infrastructure, promotion abroad and
when the money flows out of the country it is taken as leakages. But the portion
spend within the country again contributes to the economy and this impact on X
is the indirect effect. Finally those individuals or industries within the country
receives money through indirect effect and spend it in the same region, it is
refered as the induced effect of the initial expenditure. These three effects
combined called the output multiplier.
The Multiplier Effect is shown in the figure 2.2.

26

BuII,The Economics........., pp.148

21

FIGURE 2.2 : MULTIPLIER EFFECT
INJECTION

'V

DIRECT EFFECT
*..................................................

LEAKAGES

INDIRECT EFFECT
LEAKAGES

4..............................................
*

INDUCED EFFECT
LEAKAGES

..........................................
'V

SUM TO THE TOTAL ECONOMIC IMPACT IN TERMSOF:
TOTAL OUTPUT, PERSONAL INCOME, EMPLOYMENT.
SOURCE: Thomas W. Blaine

27

Tourism multipliers can be Income multipliers, Employment multipliers,
Output multipliers etc. The multiplier effect can also be calculated by a number
of different formulas according to the type of multiplier effect needed.

A simple formula used to calculate the income multiplier is,
Multiplier

=

1/1- MPC

where, MPC is the marginal propensity to consume.

2/

T.W.Blaine,'lnput Output Analysis' in M.Khan, M.Olsen & T.Var, VNR's Encyclopedia of
Hospitality and Tourism (New York: Van Nostrand Reinhold Publication, 1993) pp.664

22

The Keynesian formula for the calculation of the multiplier effect is given
bellow.

11 A EXP x K

=

AY"

2

Where,
K

=

The multiplier......

A EXP

=

AY

Change in national income

=

Expenditure

According to studies made by Archer and Flecher, Tourism Income Multiplier
(TIM) could be calculated by unorthodox or orthodox Keynesian multiplier
formulas.29
The unorthodox TIM formula is,
TIM

=

1/Leakages 30

Magnitude of the tourism multipliers in different countries vary due to
the structure of the economy of the country and the leakages associated with it.
The total value of tourism income depends perhaps, paradoxically, on the
diversification of an economy's structure and hence it's ability to supply most of it's
goods, services and factors itself.
When an economy supplies most of goods demanded by tourists locally then
the multipliers tend to be high. In other words there will be less leakages.

28

J.Tribe, The Economics of Leisure and Tourism (Oxford: Butterworth- Heinemann,1995)
187

20

°
31

pp.

BuII,The Economics .......,pp.150
ibid
A.J.Burkart & S. Medlik, Tourism Past, Present and Future (London: Heinemann,1 987) pp. 1 78

23

A multiplier analysis attempts to estimate the aggregate secondary effects on an
economy resulting from a direct injection such as increase inbound tourism
expenditure, input output analysis tries to show how those effects work through an
economy, based on the specific supply and demand interactions between different
industries or sectors. 2

In calculating the multiplier effect the input output methods are preferred
to formula methods. This is due to the fact that the multiplier formulas assume
that each type of income is injected into the economy has the same general
effect. Therefor it is necessary to break the increase in expenditure into its
component elements in order to analyse the effect of each element separately.
This is done by input output analysis. An input- output table indicates how
transactions flow through an economy over a the given period of time. This is
calculated through a matrix, where the rows of the matrix show the total value
of all the sales made by each sector of the economy to all the other sectors.
Similarly the columns of the matrix show the purchases made by each sector
from each of the other sectors. Therefore it finds the interactions in the economy
and determine the effects of any possible changes.
A higher Tourism multiplier will benefits more to the economy of a country
through tourism. That is a higher multiplier will have a lower level of leakage
from the economy and a higher impact of expenditure or income.33 Today, as an
increasing number of regions and nations have started to turn towards travel and
tourism as vehicles for economic growth and development, input output
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analysis has emerged as the primary method for assessing the resulting
economic impact. 34

2.3 TOURISM AND INVESTMENT

Tourism and travel investment can be undertaken by both public and
private investors. Investment in tourism export is facilitated by the fact that there
are no trade restrictions to tourism exports. Many export commodities are
hindered by trade restrictions such as tariffs and quotas but not so for tourism
exports. Today there is a widespread abolition of visas, a modification or
removal of currency restrictions for travel. International relations have improved
and international tourist arrivals are predicted to grow for the coming decades.
Tourism related investment remains a bright prospect.
As a development option for host countries, tourism is too often regarded as a lowcost sector, because it requires and uses the country's natural attributes (eg. scenic
amenity, beaches, climate). These basic features may be supplemented by ethnic
and cultural factors. The tourist amenity of a country (the sum of its inherent
attractiveness) is some times regarded as having a low or even zero opportunity
cost, since no alternative use can be found for it.
This is another reason for countries to invest in tourism.

34
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"Investment is defined by economists as the allocation of resources to
fixed capital formation : that is to enable further production to take place."36 The
investment decisions in all cases largely depend upon expectations in the
market place and the economy. If one goes into the theory of finance price of a
risky asset depends on its expected future cash flows, the time value of money
and risk. Investment in travel and tourism depends upon the same commercial
principles as any other industry.

When countries, especially developing countries, do not have abundant
capital to develop or invest in industries, then these countries have to depend
on foreign investments.37 Many developing countries are opening their
economy to foreign investments today. tm Investment opportunities in a host
country by multinational corporations depends upon many factors. The factors
which influence the investment decisions of a multinational corporation in a
host country are : demand and supply, the size of the market share, proximation
to growing markets, the international product life cycle, infrastructure, political
stability, taxation policies, investment policies, the legal structure, inflation,
foreign exchange risks, degree of ownership, repatriation of capital and profit,
quality of labour available, cheap wage rates, economic growth of the host
country, and etc.
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in a strictly financial point of view foreign investment risks of a Multinational
Corporation could be divided in to two types of risks.39 They are
Foreign exchange risk
Political risk
Foreign exchange risks are related to changing exchange rates between the
home country and the host country. Political risk is the risk of discontinuity of a
Multinational Corporation's operations in a host country due to various host
implementations of specific rules and regulations and political instability.
Foreign exchange risks can be minimised by 'Hedging Techniques' but it is
difficult to minimise political risks.
Nevertheless by and large, when the Gross Domestic Product of a country
increases and is expected to increase, the level of investment will increase if all
411
else remains the same. This investment in turn will generate further increased
income and expenditure through Keynesian multiplier effects.41

Although it was mentioned earlier that investing on travel and tourism
depends upon the same commercial principles as any other industry, Bull42
mentions the following factors which effect investment in the travel and tourism
industry. According to him under the short term factors, the market rate of
interest, inflation, and high a level of inter- dependency between supplier of
travel and tourism products, increase or decrease investment accordingly. In the
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L.J.Gitnian, R.Juchau, K.Pearson and M.Clemens, Principals
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40
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long term, trends in new opportunities, environmental changes and
technological changes will effect tourism investments.

2.4 THE IMPACT OF TERRORISM TO TOURISM

The impact of terrorism to tourism will be studied in three parts. That is
how terrorism affect tourism as a barrier to travel, what are the motives of
terrorists and how devastating can terrorism be to a tourist destination.

2.4A BARRIERS TO TRAVEL

Today, although travel has become a popular social phenomenon, there
are many factors which contribute against travelling. It is difficult to come to a
conclusion why people travel where they do. Nevertheless it is possible to give
some concrete reason for why people do not travel.
One of the important barriers to travel is the high cost or the monetary
constraints. Lack of time, health limitations, lack of interest in travelling, family
stage (parents of young children) all contributes as barriers to travel.
Today with improved living standards, with increased Per Capita Income around
the world, availability of more leisure time, increased access to handicapped
and aged travellers, awareness of culture and heritage of different people and all
these above mentioned barriers may not actually a great hurdle for travel.
The biggest barrier to travel today probably is fear and safety.

28

Things unknown are often feared, and in travel much is often not familiar to the
would- be traveller. Wars, unrest and negative publicity about an area will create
doubt and fear in the mind of the prospective traveller. Terrorism has created its
ugly head in the last decade and is a deterrent to travel.43

2.413 MEANING, MOTIVES OF TERRORISM AND COUNTER TERRORIST
MEASURES

Although terrorism can go back to Sicarri to AD 66, Narodnaya Volya
was probably the most successful terrorist organisation in the history and
Revolutionary Catechism is generally acknowledged to be the most cold
blooded manual of instruction in the terrorist list which was written by
Nechayev.
Terrorism, whether international or domestic, has become a fact of life today.
Terrorism is also difficult to define, because today's terrorist could be
tomorrow's freedom fighter, a hero.

According to Hurlburt Field of U.S. Air Force Special Operations School,
Terrorism is the culturally unacceptable use of threat of violence directed towards
symbolic targets to influence political behaviour either directly through fear,
intimidation, or coercion, or indirectly by affecting attitudes, emotions, or
opinions.44
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According to Laqueur types of terrorists could be divided in to four categories.45
They are:
Separatist Nationalist Terrorists
Latin American (New Left) Terrorists
Extreme Right (Semi Fascist) Terrorists
State Sponsored Terrorism
With state sponsored terrorism, it is usual for the collaborating governments to
stay in the shadows.
Crenshaw believes that terrorism has the following functions:
to seize political power
to affect public opinion and seize the media
to maintain discipline with the terrorist organisation and enforce obedience and
conformity
to discredit and disrupt the everyday operations of government
to win new recruits and
to project an image of strength that far exceeds their numbers.

46

Estimates indicates that 1.8 million Americans changed their plans for foreign travel
in 1986, following the American raids on Libya and the terrorist attacks on several
European airports. These figures suggest that threats of violence can have a
tremendous economic impact on the tourism industry. Few terrorists can have a
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decisive and crippling impact on travels patterns and the economies of particular
locales.

41

Tourism in number of countries has declined due to terrorist activities.48

Terrorists try to disrupt social, political and economic activities to
demonstrate the incapacity of a government to maintain civil order, to create
anarchy, with the aim of bringing down the government and their own
opportunity to form their own regime. Many terrorist activities are aimed at
communicating the threat and the political message to the world.49 Today the
mass media is responsible for covering these messages by the terrorist groups.5°
As Laqueur notes, a terrorist act by itself is nothing but publicity."
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Table 1 shows the propagandist uses of mass media by modern terrorist groups
as classified by Schmid and de Graff.

TABLE 2.1 :PROPAGANDIST USES OF MASS MEDIA BY MODERN TERRORIST
GROUPS
Install fear in a mass audience
Polarise public opinion
Gain publicity by agreeing to clandestine interviews

47
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Demand publication of a manifesto
Provoke government overreacting
Spread falls and misleading information
Bring about release of prisoners
Attract converts and support to a cause
Coerce the media by assaulting journalists
Profits from free advertising
Discredit public officials while being held hostages
Divert public attention by bombing their way onto front the page
Use the mass media to send messages to comrades in another country
Excite public against the legitimate government
Bolster the terrorist group's morale
Gain the Robin Hood image by fighting "injustice"
Obtain information on counterterrorist strategies
Identify future victims
Acquire information about popular support for the terrorist group
Exploit the exaggerated media image of a powerful, omnipotent group
Source: Schmid and de Graff.
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Although there are arguments for and against censorship of terrorist activities,
the media should act more responsibly for the society rather than just
incompetently repeating terrorist attacks.53
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In order to tackle these terrorist problems, a country has to develop
counter terrorist measures. Counter terrorist measures includes several steps
leading up to a military solution.54 In the first stage the government can try to
deter terrorist acts before they occur. This can be done by tightening security
measures at all vital terrorist targets, such as air and sea ports, financial districts,
industrial estates, telecommunication stations, places where there are mass
population movements and all other vital terrorist targets. Designing public
awareness programs about terrorist activities and developing effective
intelligence units to apprehend terrorists is be done at this stage. The second
stage includes retaliation and preemption by the use of elite counter-terrorist
teams to prevent terrorist attacks and punish terrorist organisations. Third stage
is the covert military operations stage: proactive measures, using commandotype military assaults to destroy terrorist bases. The final stage is the prosecution
stage where remaining terrorists are punished according to the country's legal
frame work.

2.4C EFFECT OF TERRORISM TO TOURISM

"International tourism has shown itself to be susceptible to concerns
55
over political instability and risks to personal safety." In the most extreme
cases outbreaks of military conflicts can destroy an established tourism industry
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of a country. Less extreme short period disruption with adverse publicity can
hinder years of tourist arrivals growth of that particular country up until tourist
memories fail them.51' Attacks on tourists by terrorists are due to international
media coverage and for the purpose of acting against a specific nationality for
revengeful proposes.57 There is also a risk that terrorists could demand bigger
ransoms for release of international tourists from the respective nations.
When some particular events scare tourists from visiting a destination, some
other destination will benefit from this by filling the vacuum and the net effect
of the tourism world wide is likely to be small.
The effect on the tourism destination which is affected by some kind of disruption
are thus likely to be much greater than on the bulk of tourism market itself. While
the tourist may be no more than inconvenienced or disappointed, the destination,
those who work in

it

and those who provide the tourism sector with goods and

services, can be devastated.

A

partial or total loss of tourism for a period is of great

economic importance to those who livelihoods depends on it; the longer the period
of disruption, the greater the hardship. In extreme cases, this can lead to a period of
impoverishment and deprivation. There is thus inevitable pressure on local or
national authorities and the tourism industry itself to take positive action to put
matters right in so far as it rest within their power to do so.
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The Economist Intelligence Unit (EIU) has categorised the cause of
disruption to tourism as follows:59
Fundamental, long- term disruption
On- going volatility / uncertainty
Short- term, single event disruption
How ever it also said that,
It is common for destinations where isolated incidents against tourists have arisen,

to complain bitterly that the media over- react by giving much greater prominence
to a few minor incidents than the situation warrants.

60

Once a tourism industry of a country is badly effected by terrorism or equivalent
political turmoil then the most effective solution is to put an end to the unrest,
and in the short run, the tourism authorities should manage the media coverage
of their destination, so that negative publicity does not damage the destination
further.61

59
60

61

bid, pp.71
I oc.cit.
ibid, pp.81

35

CHAPTER: 3

TOURISM AND THE ECONOMY OF SRI lANKA
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CHAPTER 3 : TOURISM AND THE ECONOMY OF SRI

LANKA.

In this chapter the writer will try to explore the economic benefits
of tourism to Sri Lankan economy. The first section will examine the
direct effect of tourism to the economy of Sri Lanka, then the indirect
effect.

3.1 BACKGROUND TO SRI LANKAN ECONOMY

In 1993,
according to estimates by the World Bank, Sri Lanka's Gross
National Product (GDP) measured at average 1991-93 prices, was US
$10,658m, equivalent to $600 per head. During 1985-93, it was estimated
that GNP per head increased, in real terms at an average annual rate of
2.611/o. Over the same period the population increased by an annual average
of 1.31/a . According to the 1993 census Sri Lanka has a population of
17,619,000. Sri Lanka's GDP increased in real terms by an annual average
of 4.01 /a in 1980-92. Real GDP grew by 6.91 /a in 1993 (the highest rate in
South Asia) and by 5.5°/a in 1994. During 1985-93 the average annual rate
of inflation was 12.2°1). The rate decreased to 11 .7 °/a in 1993 and 8.4% in
1994; by March 1995 the rate had declined further to

5•50/•62

In 1994 exchange rate (Sri Lankan Rupees per US $) was 49.415. Despite
the continuing terrorism, 90's showed some signs of recovery in the Sri
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Lankan economy. Both the trade deficit and the deficit on the current
account of the balance of payment narrowed, partly owing to rise in the
export earning, ie. export of tea, garments and gems, an increase in
remittances from expatriate workers, and substantial recovery from the
tourism sector.63

Table 3.1 : BALANCE OF PAYMENT OF SRI LANKA
BALANCE
OF
PAYMENT
Trade Balance
Current Balance
(US $ million)

1991

1992

1993

-804.7
-594.8

-715.1
-450.7

-742.1
-380.6

Source: International Financial Statistics

64

In the early 1990 in an attempt to attract greater foreign investment and
to promote economic growth, the government introduced a series of
wide- ranging economic reforms, including privatisation of state owned
enterprises and the liberalization of exchange controls.
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3.2 TOURISM AND IT'S CONTRIBUTION TO THE FOREIGN
EXCHANGE EARNINGS AND TO THE GDP OF SRI lANKA.

Chart 3.1 : TOURIST ARRIVALS TO SRI LANKA 1982-94

Source: CTB65

Chart 3.1 indicate the number of tourist arrivals to Sri Lanka for
the period 1982- 94. Looking at chart 3.1 one can easily see that
especially after 1989 there has been a significant increase in tourist
arrivals to the island.
Table 3.2 indicates the major tourist markets of Sri Lanka. From table 3.2
it can be seen that almost all leading tourist arrivals to Sri Lanka are from
the developed world.

Annual Statistical Report,Ceylon Tourist Board (1994)
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Table 3.2: LEADING TOURIST MARKETS OF SRI LANKA
Country
Germany
France
UK
Italy
Netherlands
Scandinavia
Japan
India
Australia
Other

percentage %
20.0
11.1
9.9
7.3
3.8
1.8
6.9
6.9
3.5
28.8

Source: CTB66

Chart 3.2 : RECEIPTS EARNED THROUGH TOURISM 1982-94

Source: CTB67
Chart 3.2 shows the receipts earned by tourism for the period
1 982- 94. Since 1982 the receipts earned by tourism has slumped
complimentary to tourist arrivals. But once the tourist arrivals started to
rise tourist receipts have also increased. Compared to a low of SDR 57

1b
67

ibid.
bc. cit.
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million in 1988, the 1994 figure amounts to the highest ever recorded ie.
Special Drawings Right (SDR) 156.6 millions. When tourist arrivals to the
country increased the total receipts earned by tourist arrivals to the
country has also increased. Tourism Master Plan research predicts that
tourism receipts will equal US $ 706 millions by the year 2001.68 Tourist
Average Length of Stay even with the political instability has been very
stable, and in 1994 it accounts for 10.4.69 Average Tourist Receipt Per
Day has been increasing since 1989 which was US$ 38.6 and in 1994
became US$ 52.7 per a day.7° There for the year 1989 and onward,
could be seen as a turning point for the Sri Lankan tourism industry.

Chart 3.3 : MAIOR EXPORTS OF SRI LANKA

Source: Economic Review71

Tourism Master Plan Shri Lanka (Madrid: UNDP,WTO,1993)
b9
Annual Statistical Report, Ceylon Tourist Board (1994)
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1994) pp.3-12

41

Chart 3.3 explains the composition of major exports of Sri Lanka.
A well planned and developed tourism industry could contribute
significantly to ease the nation's balance of payments. Sri Lanka's major
exports have undergone a visible change. As Sri Lanka is aiming to
become a Newly Industrialised Country (N IC) by the year 2000 there has
been a gradual shift from agricultural exports to industrial exports. (chart
3.3) In 1982 tourism contributed 14.22% of the total foreign exchange
earnings. Due to a low turnover of tourist arrivals, this percentage fell
down to 5.87% in 1987 but with the recovery of tourist arrivals in the
90's 1992 figures show 7.91%of foreign exchange earnings by tourism.
With an increase of tourist arrivals in the 90's it can be noticed from the
chart 3 that tourism earnings play a vital role in the Sri Lankan export
structure. As tourist arrivals grow the tourism industry will contribute
more to the foreign exchange earnings to the country. That will, in turn,
contribute to an increasing GDP if every thing else remains the same.

3.3 FOREIGN EXCHANGE LEAKAGES

When goods and services such as consumables, capital
goods,debt service, management services and marketing and promotional
activities are paid for overseas in foreign currency foreign exchange
leakages occure. The extent of foreign exchange leakages varies from
country to country depending upon the extent to which the local

42

economy can meet the needs of tourist industry. Previous studies in 1972
by the German Development Institute, in 1972 by CTB and in 1980 by
International Development Research Center (IDRC) of Canada, indicated
import leakage as a percentage of foreign exchange earnings of 35%,
26%, and 27% respectively!2 Research carried out for the tourism master
plan estimates the foreign exchange leakage as 29% of total foreign
exchange earnings from tourism in 1990 which is a improvement over
the years (see table 3.3). Therefore 71 % of all foreign exchange earnings
from tourism remain within the Sri Lankan economy. This is a relatively
high percentage by international standards.73

Table 3.3 TOURISM FOREIGN EXCHANGE
(1 990)
Category
Operating Imports
Registered establishments
Other
Foreign debt service
Capital imports
CTB foreign expenditure
Infrastructure use (notional)
Miscellaneous leakages (notional)
Total import leakage
Gross Forex earnings
Net Forex earnings
Import leakage %
Forex retained %

Source: Tourism Master Plan Research

SDR Millions
12.9
0.3
2.5
9.3
0.6
1.0
1.0
28.6
97.4
68.8
29
71
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LEAKAGES AND RECEIPTS
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3.4 THE TOURISM IMPACT ON GOVERNMENT BUDGET

The tourism impact on the government budget as mentioned in
chapter 2, calcutates the costs and benefits of tourism to the government.
Overall, it is estimated that the tourism sector had a net positive
contribution to Government of SDR 18 million in 1990. This new
figure compares favourably with the net contribution of SDR. 10.7 million
estimated by IDRC for 1979.

3.5 TOURISM AND EMPWYMENT

As it was mentioned in chapter 2, tourism is a industry which has
a higher labour input. In the case of the Sri Lankan tourism industry it is
very much a labour intensive activity. In 1990 there were approximately
0.97 million unemployed Sri Lankans out of a total working population
of 6 million persons. This is an unemployment rate of 16.2 % which is
far above the normally accepted rate of between 3% to 4°I. A high
unemployment rate together with low per capita income which
characterises a significant section of the Sri Lankan working population is
a grave socio economic problem which may create political unrest and
seriously undermine the social stability of the country.
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The travel and tourism sector, with its potential for further expansion and
considering the labor intensive nature of its activities, may well be able to
make a significant contribution to the easing of the unemployment situation
of Sri Lanka.
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in other words, tourism can be used as means to reduce the
unemployment crisis in Sri Lanka.

Direct Employment
According to CTB

''

in 1992 there were 28,790 people who were

directly employed in the tourism sector, and that accounts for around
0.27 % of the estimated total labor force of the country. Further in 1993
this figure was 30,710 and in 1994 it was 35,064.

Indirect Employment
The norm for direct / indirect employment ratio in the tourism
sector of Sri Lanka is 1: 1.4 and is used in estimating the indirect
employment created by the tourism sector.78 On that basis, a single
person employed in tourism creates employment opportunities for 1.4
persons outside the industry. Calculating indirect employment on this
basis, it can be seen that in 1992,
40,306 jobs were created indirectly by
tourism. Figures for 1993,
1994,
were 42,994, and 49,090 respectively.

lb

'

Tantrigarna, Tourism and........./ pp.6
Annual Statistical Report (CTB,1 994)
Tantrigania, 'Tourism and.........../ pp.6
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Looking back it can be seen that both direct employment and indirect
employment by the tourism industry has grown as tourist arrivals have
grown.

Sri Lanka possess a highly educated work force.73 Nevertheless an
interesting feature of employment in tourism is that many of its activities
do not require persons with high academic qualifications or with very
high levels of professional skills. Tourism related activities require fewer
managerial, scientific and professional staff but relatively more
supervisory clerical and allied staff, as well as operative and manual
workers. It was found that approximately 87% of those employed directly
in the tourism sector are in the semi-skilled and manual workers
categories.88 The hotel sector which constitute the largest single sector
within the tourism industry, employs approximately 90 % of its work
force in semi-skilled and unskilled jobs.81 Therefore it can be said that as
the tourism sector grows it can be expected to absorb a large share of the
unskilled and semi-skilled labor force of Sri Lanka.

Another reason to justify the importance of tourism to the island is
that if one applies the comparative advantage of Heckskher- Ohlin
theorem it can be seen that Sri Lankan tourism industry has an advantage
over the other destinations when labour inputs are concerned. That is
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comparative advantage of having abundant cheap labour. Table 3.4 gives
an idea of the minimum wage rates of the manufacturing sector for few
selected countries.
Table 3.4 : MINIMUM WAGES IN THE MANUFACTURING SECTOR
1985 IN SELECTED COUNTRIES
AMOUNT (US $ Per Month)
1602.72
954.24
266.07
112
50.4
25.5
21.6
16.5

COUNTRY
UNITED STATES OF AMERICA
UNITED KINGDOM
HONG KONG
THAILAND
PHILIPPINE
PAKISTAN
INDIA
SRI LANKA

The basic data here was obtained from International Labour Office.82
Then the writer converted the different work hours to a month and
different currencies in to a one unit (US$). The writer also made some
assumptions before calculating these figures.
They are: all countries have an equal work duration, ie., 8 hours a day
and 21working days per month.
From table 3.4 it can be seen that Sri Lanka has the lowest minimum
wages. Therefore Sri Lanka can benefit in all labour intensive exports.
One example is tourism.
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3.6 TOURISM MUt..TIPLI[RS

As explained in chapter 2 expenditure on the goods and services
provided directly by the tourism industry is considered to be the initial
round of income earning, and the first of several other rounds of indirect
and induced expenditure and income. The subsequent rounds are
generated once the initial recipients of that first expenditure use the
income to pay for goods and services, and those secondary recipients in
turn pay further goods and services, and so on. Multiplier Coefficients
demonstrate the change in gross output within the economy which will
result from a one rupee change in final demand for the output of a given
83
sector.

Table 3.5 shows the tourism multiplier coefficients calculated for
the various tourism sub sectors, and the overall tourism multiplier of 1.82
calculated from the input output table indicate that a one rupee
additional demand in tourism industry will add Rs. 1.82 to the gross
output of the economy (i.e. to national income). The tourist shops sector
with a multiplier of 2.66, closely followed by the guest houses and
restaurant sectors with multipliers of 2.49 and 2.34 respectively, has the
highest multipliers within the tourism sub-sectors. This 1.82 tourism
output calculated by the tourism master plan research committee is
higher than the 1979 multiplier calculated by International Development
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Research center (IDRC) of Canada which wasl.59. This means the Sri
Lankan economy has developed relatively since 1979 to adapting more
to suppling tourism sector needs.

Table 3.5 : TOURISM MULTIPLIERS
Sector
Hotels
Guest houses
Restau rants
Tourist shops
Travel agencies
TOTAL TOURISM MULTIPLIER

Multiplier effect
1.53
2.49
2.34
2.66
1.47
1.82

Source: Economic Review84

Table 3.6 gives an estimate of tourism multipliers of some selected
destinations.
Table 3.6 : TOURISM MULTIPLIERS OF SOME SELECTED
DESTINATIONS
DESTINATION
UNITED KINGDOM
EGYPT
JAMAICA
BERMUDA
HONG KONG
BAHAMAS
VICTORIA (CANADA)
ICELAND
COLORADO (USA)
MAURITIUS

MUlTIPliER EFFECT
1.73
1.23
1.23
1.09
1.02
0.79

0.50
0.64
0.60
0.96

Source: Thomas W. Blaine 85
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Now comparing Sri Lanka's 1.82 tourism multiplier to the destinations
given above, it can be stated that Sri Lanka has a higher tourism
multiplier.

3.7 UNKAGE EFFECTS OF TOURISM

BACKWARD LINKAGES
Backward linkage of any economic sector represent the purchase
of inputs from other sectors of the economy. Input coefficients estimated
using input output tables represent the percentage input requirements
from other sectors.The table 3.7 represent the "input coefficients /
percentages" of the tourism sector in relation to its supplying sectors.
Input coefficient / percentage show the proportion of total gross output of
the tourism sector which is accounted for from a particular input sector.
Accordingly, the sum of all the input requirements from other sectors
represents the total purchases of the tourism industry and hence the total
of backward linkages.

50

Table 3.7: BACKWARD LINKAGE OF THE TOURISM INDUSTRY 1990
Supplying sector
%of input purchase from supplying
sector
1.Tobacco
0.05%
Minor export crops
2.29%
Livestock
3.17%
fisheries
1 .48%
1 .04%
Coconut processing
Factory industries
19.9%
Petroleum industry
0.62%
Cottage and other industries
3.09%
Electricity, gas & water
2.92%
3 .43%
Construction
Retail & wholesale trade
3.23%
Transport & communication
4.21%
Banking, insurance & real estate
1.49%
Other private services
0.96%
TOTAL INPUT PURCHASE
46.77%
VALUE ADDED
53.23%
Source: Department of Census and Statistics86

Looking at the table 3.7 it is understood that tourism sector of Sri
Lanka has a strong backward linkage in the form of purchases of goods
and services from the other sectors. Tourism sectors gross output
comprises 46.77% inputs purchased from other sectors of the economy,
with 53.23% representing value added by the sector. This indicates that
tourism industry is to a great extent is linked to the other sectors of the Sri
Lankan economy.

FORWARD LINKAGES
The forward linkages associated with any economic sector are
determined by the extent to which the output of a given can represent a
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sale to, or input to, any of the other sectors. The tourism product
however is consumed by tourists

-

both international and domestic, who

are the ultimate consumers of the tourism sector output. Therefore
tourism product is considered to be an "end product" which will not in
turn represent an economic input to many other sectors. The input output
table from the Department of Census and Statistics shows the forward
linkages of the tourism sector to be zero indicating that no other
economic sector has obtained any input from the tourism sector.
However, in reality, the forward linkages which include domestic
business related demand for a range of hotel, restaurant, car hire and
other services, are too insignificant to be noted in any survey. It is
expected that as the economy develops further, the demand by business
people for meeting- places, accommodation and other tourism sector
services will expand correspondingly.

In 1981 Godfrey Gunatilleke87 asked the question as to whether
the tourism industry in Sri Lanka is a 'lead sector' or otherwise. A major
lead sector shapes the economy, it promotes significant changes in it. It
provides critical resources. Then looking back it could be said that
tourism industry is a major lead sector, with many economic benefits to
the country.

'

G.Gunatilleke, Tourist Development in Sri Lanka

(Colombo: Marga Institute, 1981)
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CHAPTER 4 : THE IMPACT OF TERRORISM TO SRI 1.ANKAN
TOURISM INDUSTRY

A casual glance at the tourist arrivals to Sri Lanka and the economic
growth in the 90's shows a clear improvement in both aspects.
Chapter 4 will examine how tourism related investments and tourist arrivals
have fared during this troubled time, considering the growth of terrorism in Sri
Lanka.

4.1 GROWTH OF TERRORISM IN SRI LANKA

Sri Lanka obtained independence from United Kingdom in February
1948. Since then till late seventies, Sri Lanka enjoyed a statehood of peace with
no major political turmoil except for the communist qoup d' etat led by left
wing Janata Vimukthi Peramuna (JVP) in 1971 which was crushed by the
military forces the same year.

In the late seventies Sri Lanka witnessed pressure from Tamil extremist
groups. These Tamil extremists demanded a separate home land for Tamils in Sri
Lanka. In June 1983 Tamil terrorists confronted the Sri Lankan army for the first
time. Thirteen Sinhala soldiers were ambushed and Sinhala-Tamil riots broke
out in Colombo and Jaffna, making international media headlines.
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To counter the separatist activities the Parliament passed a no-separation
amendment to the constitution in August. Sixteen Tamil United Liberation Front
(TULF) MPs walked out from the parliament in support of a separate Tamil State
in Sri Lanka- [lam.88
Meanwhile Tamil militancy started to grow in the North and North Eastern
provinces of Sri Lanka, and a number of guerilla training camps were
established in the South Indian state of Tamil Nadu for the cause of [lam. in
1984 a state of emergency was proclaimed and a restricted zone was established
between Mannar and Mullaitive to prevent contact with the Indian state of
Tamil-Nadu, where many of the Tamil terrorists militants were based.
In February 1986 these violence escalated in the Northern and North Eastern
provinces: a series of explosions were triggered in Colombo by Tamil terrorists,
and the government intensified its military campaign against the insurgents as a
result defence expenditure rocketed skywards. The year also saw the interTamil terrorist groups clashes during which many strong Tamil terrorist groups
like Tamil [lam Liberation Organisation (TELO), [lam Revolutionary
Organisation of Students (EROS) and etc., were destroyed by the Liberation
Tigers of Tamil Elam (LTTE). The LTTE became the "most dominant Tamil
terrorist group." °
Since then the LTTE carries out killing of innocent civilians, bombing buses and
buildings and staging guerrilla attacks on the Sri Lankan military.

The Europa World Year book,Volume 2 (London: Europa Publications Limited,1995) pp.2832
ibid
D

J.R.Thackrah, Encyclopedia of Terrorism and Political Violence (London: Routledge and
Kegan Paul,1987)
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Due to the pressure from Tamils in Tamil Nadu on 29 July 1987 an
Accord was signed between the then President Jayewrdena and the Indian
Prime Minister Rajive Gandhi to settle the ethnic crises and to bring peace to
North and North Eastern parts of Sri Lanka. A 70,000 strong Indian Peace
Keeping Force (IPKF) arrived in Sri Lanka to maintained this Peace Accord.
Unfortunately the LTTE went back on its word and persisted in their demands
for Elam. Furthermore, they demanded withdrawal of Indian forces from the
island. This new outcome escalated into fierce fighting between IPKF and LTTE
with Indian forces incurring heavy causalities.

in the same year, the out-Iawed JVP struk back with urban guerrilla
tactics in order to overthrow the government. The JVP movement was supported
by radical Sinhalese and Marxist ideologies. It opposite the accord and was
responsible for an assassination attempt on president Jayewardena in 1987. It
killed many political leaders during the period 1987-1989 when violence in Sri
Lanka was at its peak.' 1 The JVP organised a series of strikes and seriously
disrupted the day- to- day activities in many parts of Sri Lanka. In the Northern
and Eastern provinces the LTTE dominated its violent campaign and JVP covered
the rest of the island till November 1989 when JVP leader Rohana Wijeweera
and his deputy Upathissa Gamanayake were shot by the security forces. The
following month S.P. Fernado the leader of the Military wing of JVP was killed
by the security forces. By 1990 most of the JVP leaders were killed and the

91 The Europa World year book, pp.2832

movement was once again crushed.92 However the JVP- Government struggle
resulted in 25,000 50,000 peoples' deaths.'
-

The year 1990 also saw the last IPKF soldier leave the island after the
failed attempts to bring peace to North and Eastern parts of Sri Lanka. Once
again the Sri Lankan military forces and LTTE started fierce battles after brief
period of failed peace negotiations and the LTTE bombing and killing of
innocent civilians continued.

In 9 November 1994 Chandrika Kumaratunga became the President of
Sri Lanka with 62.3 Io votes to her Peoples Alliance party (PA) and peace talks
resumed with the LTTE in a search for a political solution. Once again it was
proved that LTTE used the truce to fortify and consolidate it strategic positions.
After the negotiations failed, a full scale war started in the north and in the
eastern parts of the country, and LTTE even deployed surface to air missiles only
to be beaten back into the jungles of North Eastern Province. After five years of
defacto statehood of Tamil terrorists, Jafna today has been liberated, due to the
success of the operation Ray of Light, remaining control of the army.

Since 1983 terrorist activities and violence has escalated in Sri Lanka,
and thus have become a way of life. Sri Lanka's economic and social life is to
some extent affected by the ethnic conflict. Until the late 70's Sri Lanka had
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only about 15,000 members of a ceremonial army. The 1994 figures show the
94
total strength of the Sri Lankan defence forces to be 1 96,200. This is a large
increase in defence forces, considering the total population of the country. In
1983 total defence spending in the country amounted to about 1.5% of the
GDP.95 In 1995 this has amounted to 5% of the country's GDP

-

more than

US$ 500 million.96 In 1996 the defence expenditure is expected to reach US$
730 million for Sri Lanka.97 Although the actual strength of LTTE is unknown it
is considered to consist of about 10,000 of male and female terrorists.

As the 20th century has witnessed great changes in the use and practices
of terrorism, it has also become a hallmark of number of political movements. In
1986 Clutterbuck mentioned that in the future the world would see the greatest
development in terrorism and related activities.98 This has become a reality
today. Terrorism/ violence, whichever the kind may be has struck many nations
some time or another including United States, Canada, United Kingdom, France,
Palestine, Israel, Algeria, Sudan, Ethiopia, Zambia, Zimbabwe, Angola,
Mozambique, Namibia, India, Pakistan, Bosnia, Malaysia, Egypt, Indonesia,
Philippines, Lebonon, Iran, Nicaragua, El Salvador, Argentina, Colombia, Haiti,
Jamaica Maldives, Russia, Italy, Cambodia, Afghanistan, Guatemala, Honduras,
Peru, Cuba, the Dominican Republic, China, Thailand and Burma to mention
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some. Unfortunately for Sri Lanka the terrorist problems have developed into a
state of civil war that needs a permanent solution.

The LTTE is a highly motivated well organised terrorist force both
domestically and internationally. According to Victor Octrovosky a former
Mossad agent, in his book "By Way of Deception" the LTTE is supposed to be
the biggest international drug Mafia after Italian drug Mafia. The LTTE also has
number of spokesmen/ offices in different countries including USA, UK, France,
and Canada. Some of their guerillas are supposed to be getting training / aid
from Syria, Libya, and Palestine.

Sri Lanka is a small island nation and there is no room to create another
independent state. Today's total percentage of Tamils accounts for about 1 9%
of the population and they are scattered all over the country. Many Tamils in Sri
Lanka are for a united Sri Lanka. Many Tamils also hold very senior posts in the
government such as the present foreign minister of Sri Lanka. In January 1996
the government proposed an autonomy package which would establish regional
councils enjoying power over police, taxation, and spending of foreign aid.99
But unfortunately the LTTE have not seen the life out of this package.

The table 4.1 given below shows the chronology of terrorist attacks
which the writer believe would have an impact on the tourism industry in the
island. This is because after going through a number of international media he
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found these events were covered more than the other terrorist attacks. The
actual number of cold blooded terrorist attacks were far greater than this list.
Later in the chapter the writer will analyse the impact of these terrorist attacks in
connection to tourism investment and tourist arrivals.

Table 4.1 :CHRONOLOGY OF IMPORTANT TERRORIST ATTACKS IN SRI
LANKA

June 23- EROS manage to place some bombs at the 5 star Hotel Oberoi in
Colombo.
November 30- LTTE begin a campaign of ethnic cleansing in the north and east
by attacking Sinhala villages in the northeastern boarder areas. The Tigers kill
127 people, mostly Sinhalese, living in two border villages.
1985
January 1 9- An LTTE Land mine explosion damages 8 compartments of the Yal
Devi Train and kills 29 Army persons and 11 civilians.
May 14- LTTE attack a sacred Budhist temple in Anuradhapura, killing 150
devotees.

March 7- A bomb explodes in Colombo killing 11 civilians by EROS.
May 3- Tigers bomb an Air Lanka Trister plane at Colombo airport killing 15
people.
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1987
April 21- Tigers explode a car bomb at Colombo central bus stand killing 133
and wounding scores more.
June 2- LTTE stop a bus and shoot 33 people including 29 Buddist monks near
the eastern town of Arantalawa.
August- The JVP in an assination attempt on President Jayewardene blast a bomb
at the parliament killing one Member of the Parliament (MP) and wounding
several cabinet ministers. JVP also launch the beginning of many terrorist attacks
and strikes in order to disturb normal life: assassinations of political leaders and
whoever disobeys their will. The subversive activities of JVP paralyse Southern,
Western, and Central parts of the country.
LTTE declares war against IPKF in the North and Eastern parts of Sri Lanka.

Iw;f;
February- Murder of Chairman of the ruling UNP Harsha Abeywardene and the
leader of the left wing Sri Lanka Mahajana Party, Vijaya Kumaratunga, by JVP.
May- Murder of the UNP General Secretary by JVP.
October- JVP kills the minister for Rehabilitation and Reconstruction L.
Jayatilleke.
LTTE continue its battle with IPKF throughout the year.
1989
May- June JVP organizes demonstrations and strikes, and the government
imposes a state of emergency on 20 June. JVP also suspected to have murdered
several prominent Tamil leaders including TULF Secretary General A.
Amirthalingam in the same period
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LTTE- IPKF battle continues.
1990
August 3- LTTE cadres use machetes, guns and grenades to kill 140 Moslems
praying at a mosque in the eastern village of Kattankudy.
1991
March 2- Deputy defence minister Ranjan Wijerathne killed by a remote
controlled car bomb set off by the LTTE in Colombo.
May- Assassination of Indian Prime Minister Rajive Gandhi and several
bystanders in Madras by an LTTE suicide bomber.
1993
April 23- suspected LTTE rebels killed the former security minister [alith
Athulathmudali at a rally in Colombo.
May 1- LTTE suicide bomber kills president Ranasinghe Premadasa and 23
others in a May Day rally in Colombo.
1994
April 8- Tigers explode three bombs at Colombo hotels killing two.
November 24- opposition leader Gamini Dissanayaka and 51 others killed by a
suicide bomber in Colombo.
1995
June 4- Tigers blows up the International Committee of the Red Cross- Charted
ship in northern Jaffna.
August 7- LTTE suicide bomber explodes bomb hidden in a coconut cart, in an
attempt to kill President Kumaratunga in Colombo killing 24 and wounding 40.
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October 20- LTTE cadres blow up two oil depots in Colombo, killing more than
20 security personnel.
November 11- Two Tamil rebel suicide bombers kill 15 people in Colombo in
an unsuccessful attack on the Army headquarters.
1996
January 31- A LTTE suicide bomber drives a truck full of explosives through the
security at the Bank of Ceylon building, killing about 80 people, wounding
many and damaging the building.
April 12- Four LTTE sea tigers attempted to enter the Colombo harbour with a
boat full of explosives, which was destroyed by Sri Lankan navy.
(Sources: Sri Lanka High Comm ission,Canberra, various Reuter and AFP
news)
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Chart 4.1: TOURIST ARRIVALS AND THE PEAK YEARS OF POLITICAL
VIOLENCE

'Atrocities Committed by LTTE', Sri Lanka High Commission,Canberra (6 November 1995)
pp.1-7, Reuter in SLNet News (31 January 1996) and AFP
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The 1987-89 period the violence in Sri Lanka was in its peak. This is shown in
chart 4.1 against tourist arrivals to the country. The same period fetched the
lowest tourist arrivals to the country for that decade.

4.2: INVESTMENT OUT LOOK

Tourism investment consists of many kinds. To an ordinary person
investing in tourism, perhaps it means building hotels, motels, recreation parks,
or investing in a tourist bus fleet. On the contrary, tourism infrastructure covers
many areas such as tourist accommodation, transport systems, theme parks,
travel and tour operating firms, and so on which will directly or indirectly will
affect the tourism industry of a country. Another interesting thing about tourism
infrastructure is that both local people and tourists can benefit from them. Due
to this linkage it is very difficult to distinguish what is actually tourist
infrastructure.
To make this study simple therefore the writer will first look at the general
investment scene in Sri Lanka then secondly at tourism specific investment such
as the hotel industry, airlines and etc.

Overall Investment Scene

The year 1977 marked a turning point for the economic development in
Sri Lanka. Until then Sri Lanka has protectionist trade policies but a change of
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governments together with the United National Party with the leadership of
prime minister J.R. Jayawardene, opened the Sri Lanka's economy to foreign
investments and adapted open market polices. The reason why this is a turning
point is that Sri Lanka is a developing country and it does not posses abundant
capital to develop or invest in industries. The situation also has worsened due to
the massive defence spending. Therefore opening the economy with free market
policies will attract foreign investments and thus can be seen as means to
regenerate the country's economy.

By late 1994 Sri Lanka has 5 export processing zones with attractive
incentives such as 100% tax holidays for 15 years for foreign investments. A
new investment policy statement was announced in 1990, introduced several
changes to facilitate foreign investment. For example a new automatic
investment approval was introduced, second; various restrictions on the
activities and ownership structures of joint ventures were lifted, third; foreigners
were permitted to purchase up to 40% of shares of existing quoted companies
without approval and Greater Colombo Economic Commission (GCEC). GCEC
was empowered to provide free trade zone status to foreign investors in all parts
of the county, in order to facilitate the development of close linkages between
foreign direct investment activities and the domestic economy at large.101 In
1992 the Board of Investment (BOI) replaced Greater Colombo Economic
Commission (GCEC) to promote Sri Lanka as "one stop investment centre"102 In

Dr. P.Athukorala, 'Foreign Direct Investment and Manufacturing for Export, 'Economic Review
(July 1994) pp. 8
101
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the same year the government abolished the 100% transfer tax incurred by
foreign investors and completely abolished the capital gain taxes.103 Like many
Tax Free Zones of the world EPZ in Sri Lanka provides many incentives to
foreign investors.104 All these steps which were taken by the government to
increase investment and Foreign Direct investment (FDI) whether for tourism
related investment or other investment, show that Sri Lanka is trying hard to
become one of the top investment centers in Asia.

Foreign investments in Sri Lanka account for an approximate half of the
total investment in Sri Lanka.105 "Foreign Direct Investment (FDI) in Sri Lanka
increased from $20 million in 1989 to $98 million in 1991. In 1992 it was $145
million and in 1993 $188 million. FDI lessened in 1994 due to elections and
the widespread beliefs of that the People's Alliance party would impose
protectionist trade policies.10 ' Nevertheless "everyone expects them to continue
the liberal policies of the previous government" says Premasiri Rathnayake,
chief dealer at the Bank of Ceylon in London.107 With the assurance of
President Kumaratunga to continue free market policies, in 1995 FDI increased
to SDR$ 160 million from SDR$ 131 million in 1994.108 After the People's

1 03

P.Moore,'Emerging Markets,' Global Investor (July- August,1 993) pp.35

104

Athukorala, pp.11

105

Dr.N.Duraiswaniy, and S.Mendis, 'International Trade and Foreign Direct Investment
Inipact on Sri Lanka', Economic Review (April 1995) pp.25
106

IOB

and it's

ibid
'Sri Lanka', Global Custody Yearbook (1 995)
The 1995 Budget; The strategies of the New Government', Economic Review (April 1995)

pp.13

66

Alliance coming to power it also introduced a bold privatization program to
raise US$ 261 million.109
The increase in FDI is a result of this bold privatization program. As Asian
Development Bank report mentions,
During the past few years, the Sri Lankan economy has experienced some
noteworthy changes. The dynamism of the private sector in response to policy
reforms, aided by substantial EDI inflows, has been the main driving force behind
economic growthJ'°

Colombo Gas Co. was on the privatisation list and Shell Internationa
petroleum of London won the bid with an offer of US$ 37 million. Teck S. Kong
of Shell International said after winning the bid: "Shell is here for a long haul
and will invest a total of about US$ 80 million in the next two to three years."
Among the others who bid were Caltex, Mobil, Petronas, Singapore Petroleum,
Totalgaz, Mitsui and Vitol. Today plantations can also be bought on the
Colombo Stock Exchange (CSE). Other kinds of privatisation include some
electricity and tele-communication companies. The Swedish telecommunication group, Ericson has entered into a US$ 86 million contract, and
the country is on its way to possessing the most integrated and sophisticated
tele- communication network in the region.112 The US mining concern, Freeport
MC Moran Resource Partners is to invest US$ 400 million in a phostate mining

109

K.Hoprnan 'Peace Dividend Reniains Elusive', Asian Business (July 1995) pp.33

112

'Asian Development Out Look 1993,' ADB Report (1993) pp.159
V.Yapa,'Winds of Change', Far Eastern Economic Review (9 Novamber 1995) pp.53
Duraiswamy, and Mendis, pp.26

12

67

and a fertiliser manufacturing project. Anand Milk Union Ltd. (AMUL) of India
the third largest diary product manufacturer in the world has entered into a joint
venture with Milk Industries Lanka Ltd.(MILCO) to make Sri Lanka self sufficient
in milk by the year 2000.

In 1995 budget the government increased the capital expenditure by
0

48/0

to raise public investment by 8.10 / of GDP in 1995.
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In 1990 public

investment was 6.1 % of GDP, 6.8% in 1991, 5.9% in 1992, 6.8% in 1993 and
5.7% in 1994.114
Sri Lanka is also planing a highly ambitious programme of regional
development. The Presidential Task Force for Southern Area Development is
already underway finishing the master plan for development of Galle city,
which by the year 2001 will become a international city. The international city
once completed will possess annual economic activities that would create a turn
over of at least Rs.100 billion.

Tourism Specific Investment

In 1992 BOI introduced the following package for new tourism projects.
Five year tax holiday
Duty free imports of certain specified items to commence operations

Remittance of profits directly through a commercial bank.
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Repatriation of capital on sale on liquidation of investment after local liabilities
have met.
Permission for investors to bring in the requisite foreign managerial and
technical personal where expertise is deemed appropriate.
Permission for remittances abroad for the maintenance of families of such foreign
personal.
Permission for foreign hotel management and franchise agreements.
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To develop the Sri Lankan tourism industry, the Sri Lankan government is
also thinking about incentive schemes to upgrade existing hotels, to foster new
development of hotels, to increase support facilities like restaurants, night life
entertainment, recreational pursuits of various kinds and to build shopping
facilities for tourists.11

6

Although there have been number of tourism specific investments in the
country the following are the most recent and important developments.
In the airlines sector there have been two new developments. Firstly, Lion Air
(Pvt.) Ltd. a domestic airline has entered into an joint venture with an American
company, earning 60% of the equity.117 Noteworthily, Air Lanka the national
carrier also to be reconstructed, and a consortium comprising Chase Manhattan
Bank, aviation consultants Simat Hellisen, and Eichuer of USA and Peoples
Merchant Bank of Sri Lanka will undertake this task.118 Air Lanka at present
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operates with six wide bodied Lockheed Tristar L-101 1, two Airbus A320 and
two Airbus A340 aircrafts and it flys to 29 destinations in 21 countries. Air
Lanka is to obtain 3 more Airbus A340 aircrafts in the near future. Despite the
violence in Sri Lanka, Dubai Duty Free, Lion City Holdings of Changi
International Airport Singapore, Gebr Heinemann and Aer Rianta bid for 60%
shares of Orient lanka Ltd., which runs the duty free liquor shop at Sri Lanka
International Airport.11 Sri Lanka will possess the second international airport
by the year 2001 in Galle international city. The city will also have a modern
sea port by then.

As far as the hotel industry is concerned there also have been number of
new investments. Royal Palms, Kaluthra's (26 miles south of Colombo) first 5
star beach resort with 7 suites, 117 deluxe rooms, and with a unique free- flow
design swimming pool to be open in early 1996.

Holiday Inn already

possessing a five star hotel in Colombo, will open its starrated 98 room resort in
Nuwara Eliya late 1996.120 The Hilton Hotel Chain also possessing a 5 star
hotel in Colombo is to build another 5 star resort in Sri Lanka.
A Reuter report Colombo dateline 3 February 1996, says,
The Hilton Hotel chain, undeterred by a huge bomb attack on Colombo's financial
district that killed nearly 80 people, will invest in a tJS$ 35 million resort in Sri
Lanka, a Hilton oficial said on Saturday.
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Hilton International is a subsidiary of Britain's Ladbroue Group. Work on the
project due to be completed in 1998, is scheduled to start in September. The
resort will be Sri Lanka's biggest and will be built on a beach, south of Colombo
with 250 rooms and be called The Hilton Resort and Spa. Hilton International's
divisional director for Sri Lanka, Burma and Maldives, Gamini Fernando said, "It
will have the image of an exclusive club," and also mentioned that the suicide
bomb attack on the Central Bank on 31 January 1996 by the Tamil Terrorists
would not have any long term effect on the economy or Hilton's expansion
plans.
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Aitken Spence Hotels one of the leading groups in Sri Lankan tourism

industry recently opened its 5 star hotel at Kandalama, half way between
ancient capital Anuradhapura and hill capital Kandy. They are also building a
star rated hotel in a tea factory amid a tea plantation. Hotel King's Park, a BOIapproved 3 star luxury hotel overlooking the Kandy lake was formally declared
open recently.
Chart 4.2 shows the growth of tourist accommodation sector in graded
establishments for the period 1989- 94.
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Chart 4.2: GROWTH OF ACCOMMODATION CAPACITY 1989- 94 (Rooms in
Graded Establishments)

Source : Ceylon Tourist Board123

Looking at the chart 4.2 it can be seen that there has been a growth in the
tourist accommodation sector. In 1989 Sri Lanka had a total of 9459 rooms in
graded establishments and by 1994 this has increased to 10742 rooms. This is a
substantial amount of increase. Furthermore in 1993 BOI granted investment
approval for the construction of 50 hotels in Sir Lanka.124

Another indicator for the economic development is the stock market
performance. Colombo Stock Exchange (CSE) is one of the oldest in the world
dating back to 1896.125 The Colombo Stock Exchange is capitalised at just US$
1.3 billion, but for its size the market is well diversified, with most industrial
sectors well represented. Here the hotel and tourism sector contributes as the
second largest sector. Banking finance and insurance stock make up the largest
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sector accounting for just over 20%, followed by hotel and tourism sector 15%,
beverages, food and tobacco 13%, and the manufacturing 12.5%.126

When the government of Sri Lanka lifted the 100% tax on foreign
purchases of shares in 1990,
foreigners became interested in buying shares.127
The CSE will be soon automated which will increase three fold the numbers of
trade that it can presently execute per day.' 2 In 1994 the CSE had the biggest
Bull run in its history. Euromoney in 1994 wrote,
The Colombo Stock Exchange has been the scene of Asia's latest and hottest
emerging market boom. With the All Share Price Index rising from 650 in January
1993 to a high of 1388 in February 1994 and market capitalisation growing by 73°/s

in 1993, theCSE is one of the world's best performing bourses of recent times.129
Some of the funds in CSE are managed by Temleton, GT Management, Jardine
Fleming and Genesis Investment Management. Baring Securities ranked Sri
Lanka's stock market as one of the world's attractive during the Bull run, on the
top position among the 49 international list, and even during the fall of CSE in
1995 Sri Lanka remained at the 16 th position which is still pretty high in the
list.130 The CSE tumble in 1995, was possibly due to foreign investors pulling
out to invest in the record breaking performances at the Dow Jones.131
According to Asian Development Bank (ADB) Sri Lanka can have 7% GDP
growth in 1996,
if among other things, private investment continues.132
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Sri Lanka has two major political parties that have shared power since
independence, ie. Rightist United National Party (UNP) and Leftist Sri Lanka
Freedom Party (SLFP). Now that the SLFP too has adapted free market policies,
the political risk for foreign investment is greatly reduced except for the terrorist
problems. The foreign exchange risks can be reduced by hedging as Euromoney
advises, in the case of Sri Lanka.13 Despite the terrorist problems the Sri Lankan
economy has grown an average of 5.5°I since 1 990.134 In the first eight months
of 1995 exports grew by 13°I and the industrial exports rose by 13°I, and a
clear shift has been indicated towards high value- added industrial exports
which grew by 15%, signalling considerable diversification of the country's
export structure.HS Inflation which has been a problem for many years, is now
being gradually brought under control. Colombo Consumer's Price Index shows
that inflation was at an average level of 13°I in the period 1990- 1994 and the
twelve month average inflation rate in September 1995 was 5.3% as compared
with 10.3% in the previous year.' CSE All Share today (March 1996) has
started to climb by +4.7%, since 26 weeks ago.' 7 This indicates that the stocks
in Colombo did not have a big impact on the January bombing of Central Bank
by Tamil militants. Although the attack was aimed to destroy the country's
economy and the tourism industry by scaring off the foreign investors and the
tourists, the bombing, as a Hilton executive says, was 11Just a hiccup."
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But the expenditure on defence is a big burden on the countriy's
economy. In 1995 defence spending in Sri Lanka was more than US$ 500
million a year and that accounts about 5% of the countries GDP.139 Research
by Grobar and Gnanaselvam indicate that the opportunity cost of the civil war
in Sri Lanka during 1983- 88 was about US$ 1.5 billion, more than 20%
1988 GDP.

140
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They also predict that the opportunity cost will increase to US$

7- 15 billion if the war continues through 1995. Sri Lanka paid and will pay for
the civil war by large reduction of government investments. In this context all
means of foreign exchange earnings and FDI are very important to Sri Lanka for
survival. If one can forget the terrorist problem for a while it can be seen from
the above macro economic indicators that Sri Lanka offers positive incentive for
investments. Economic policies have undergone a visible change. There are
also many incentives for tourism related investment today. Looking back, one
can see that investment and tourism related investment has not been much
affected by the ongoing ethnic conflict, especially since 1990. Colombo has
generally managed to confine the ethnic conflict to north and north east regions
and business carries on in the country with reasonable success.141

Nevertheless it can be said that tourism related investments have grown
substantially during the 90's with the overall economic growth of the country
and the reasons behind this growth largely due to the government: its efforts to
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make Sri Lanka a one stop investment center in Asia and its re-assurance to
continue free market policies.
The leaders of the government that took office in 1994, after 17 years in the
opposition, say that they hope to double percapita GDP by the end of the decade
from the present level of around US$ 650. They are committed to reducing the
chronic budget deficit and inflation, cutting import tariffs, and achieving higher rate
of savings and economic growth.142
The Tourism Master Plan targets following achievements by 2001

•143

Total of 874000 arrivals (form the present day figure of 403101 in 1995)
Increase of total number of hotel rooms to 17598 (from 10742 in 1 994)
Increase in average daily tourist expenditure to US$ 86 (form US$ 52.7 in
1 994)
Whether this is achievable if the terrorist problems continues is a question.144
ElU also mentions that the targets of the Tourism Master Plan could be achieved
by a year early next century, but any major increase in terrorism activity
especially if it involves tourism it will not be possible.145
It should also be noted at present that the LTTE is planning a desperate action to
sabotage the country's economy, and this is proven by the last two attacks ie.
the attack on the central bank and the attempt on Colombo harbour.

42

Peagan, pp.108

143

Tourism Master Plan Shri Lanka, Final Report (Madrid: UNDP/ WTO, 1993) pp.85-94
Annual Satistical Report, Ceylon Tourist Board (1994) , and Tourist Arrivals by Monthly196795(CTB,31 Januaryl 996)
144
145

Economic Inteligence Unit.............

ibid

76

4.3 THE IMPACT OF TERRORISM ON TOURIST ARRIVAI.S

Table 4.2 looks at the tourist arrivals to the island since 1967- 95. Here
it is clear except for the small drop in tourist arrivals in 1971 due to JVP coups
d' etat, that tourist arrivals have grown till 1982. Then a bleak period of tourist
arrivals can be seen a change which was due to the ethnic problem. But since
1990 once again tourist arrivals have picked up. Looking back at the terrorist
atrocities in Sri Lanka or in Colombo (table 4.1) it is not "just a hiccup". It is a
miracle that Sri Lanka's economy, FDI, and tourist arrivals has still grown in the
90's

Table 4.2: STATISTICS OF TOURIST ARRIVALS TO SRI LANKA 1967- 95.
YEAR

ARRIVAL

YEAR

ARRIVAL

YEAR

ARRIVAL

YEAR

ARRIVAL

1967

23666

1975

103204

1983

337530

1991

317703

1968

28272

1976

118971

1984

317734

1992

393669

1969

40204

1977

153665

1985

257456

1993

392250

1970

46247

1978

192592

1986

230106

1994

407511

1971

39654

1979

250164

1987

182620

1995

403101

1972

56047

1980

321780

1988

182662

1973

77888

1981

370742

1989

184732

1974

85011

1982

407230

1990

297888

Source: CTB146

'Tourist Arrivals by Month 1967-1995',Ceylon Tourist Board (31 January 1996)
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The reason behind the tourist growth since 1990 is that the government
managed to put an end to JVP problems which affected many tourist
destinations in the country, especially in the west and south coast.147 This can
be clearly seen if one compares table 4.1 and table 4.2. When JVP problem was
hightened in 1987 up to 1989 tourist arrivals to the island dropped to a
minimum in that decade. JVP activities were strong in South and West coasts,
and unfortunately many tourist destinations were in the same area. As
mentioned earlier during this period violence in Sri Lanka was in its peak. In the
North and North East there was the LTTE problem and the rest of the island was
victimised by the radical Sinhalese Marxists the JVP.

Until early 80's Sri Lanka was known for two things to the rest of the
world. Ceylon tea, and Paradise Island. When the ethnic problem started, the
only news to come from the small island nation to the rest of the world was
accounts of violence. In 1989 Richter mentioned,"Only Sri Lanka's ethnic
conflict makes the news.

,148

Even today this true to a great extent. The

international media which on and off covered the terrorist attacks, were
responsible for the downfall of tourist arrivals to the country. Once the JVP
movement was crushed, an increase in tourist arrivals were seen due to the
government propaganda world- wide to let the international tour operators
know that the LTTE problem is restricted to the north and north eastern province
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and that most of the country's tourist destinations are in the areas that are not
affected by the terrorist activities.
The cessation of JVP violence and the greater awareness in European tourist market
that the ethnic struggle in the north and east did not impair tourist operations led to
renewed confidence in Sri Lanka in 1990 and an upsage in tourist arrivals....149
Looking back at the terrorist atrocities the disruption to tourism industry in Sri
Lanka is Fundamental and Long Term. By making international tour operators
understand that ethnic conflict is only in the North and North Eastern parts of Sri
Lanka the government has tried to bring the effect of terrorism to tourism down
to a single event disruption. Sri Lanka in this conjunction has been successful to
some extent. Even with the Gulf war the island attracted more tourists than other
Asian destinations relatively.150

It is been said that, 11 Absolute levels of instability and rates of violence are
less important than perceptions of insecurity by potential travellers."151 Statistics
show that one is more prone to die in a bath tub or striking by lightning than
from political violence, but this does not alter tourists declining to travel to a
politically instable tourist destination.152 For the Sri Lankan tourism industry it is
very important as to how the island's violence is labelled. It was also found that
in 1989 more people were killed by firearms in Los Angeles than in Beirut.153
But USA State Department labelled over 50 nations not safe to travel in 1990.

149
150
L)1
152
153

Economist Intelligence Unit, pp.43
ibid
Richter,in Harris, pp.37-46
ibid
bc. cit.

79

The bulk of these countries were developing countries. Sri Lanka is one of the
countries on that list.

Regarding this negative international media coverage the government,
from time to time has used media censorship. It can be clearly seen that during
the military operations in the late 1995, when the Sri Lankan army was to push
the terrorists into the jungles and finally to capture Jafna, no international
journalists were allowed to report the military manouvres other than what was
obtained directly through military sources. If the media is not responsible in its
social obligations to the country or to the society, then for the benefit of the
country or the society overall there should be censorship of the media. Similar
tactics were used during the JVP troubles, but it was not very effective due to the
mass violence which haunted the country day and night. There were also a few
Sri Lanka journalists who collaborated with the International Human Rights
Organisation in reporting violence in Sri Lanka. This only made the matters
worst.

If one categorises the types of terrorist according to Laqueur then JVP was
a New Left / Communist terrorists while LTTE belongs to Separatist Nationalist
terrorists. Their ultimate motive behind all these attacks remains to seize
political power. When terrorists make a successful terrorist attack and if it is
covered by the mass media, they become successful in communicating the
threat and the political message to the world. The most recent terrorist attacks by
the LTTE clearly show that they are on a path to destroy the Sri Lankan
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economy. The LTTE today is aiming at both the above mentioned points. That is,
trying to destroy the country's economy, so that the government will not be able
to maintain law and order and the same time gaining publicity for their cause.
Although until now no tourist has been directly victimised by the LTTE there
have been many indirect incidents to scare tourists away from the island.
Tourism is a lead industry in Sri Lanka and if terrorists manage to scare the
foreigners off Sri Lanka, it can have a crippling effect to Sri Lankan economy.
That is, the country will no longer be safe for foreign investments and no longer
be safe for tourists to visit. Therefore it is important that Sri Lanka should
minimise the international media coverage on terrorist attacks. This way the
terrorists will not be able to boost their morale and their propaganda and
probably the war will become a forgotten one.

Another serious problem that the government should consider is the
suicide attacks by LTTE especially in Colombo and its suburbs. Suicide attacks
are generally very accurate. Bombs explode not only in Sri Lanka, but in New
York, Paris London, Rome etc. too. But when a tourist arrives in a destination
most of the time he/ she is not familiar with the surroundings. A bomb blasts in a
foreign soil has a much bigger impact on the tourist rather than a bomb blast in
his/ her own home town. Tourists travel to a destination mainly to relax, not to
go through traumatic shock seen or to be victims of terrorists. Suicide bombing
and assassinations carried out by Black Tigers number about one hundred.154
Until the government crushes terrorism, the Sri Lankan intelligence should be
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aware of these suicide squads which infiltrate the capital city in various
disguises to implement the suicide missions. The government should provide
tight security to

Colombo city including all vital terrorist targets such as

important financial and industrial centers, tourist destinations in the country and
to political leaders. Now that it is seen that terrorists are planning to destroy the
country's economy and that tourism is a lead industry in Sri Lanka, the LTTE
might even resort to attacking tourists as do the Fundamentalists in Egypt. By
providing better security to the above mentioned places Sri Lanka can protect
the country's economy away from terrorist sabotages as well as stop terrorists
gaining access to international media coverage.
Why specify Colombo? Colombo and its suburbs comprise the bulk of the
country's commercially important places. Also, eighty people killed in the
capital city will have a far bigger impact than eighty people killed in a remote
part of the island, in terms of the international media coverage, thus enabling
the terrorists to succeed in their propaganda. When the LTTE killed 166
Moslems on 15 October 1992 in Palliyagodella, it did not appear as a head line
news in the international media. But when eighty were killed in the financial
district in Colombo the terrorists received international media coverage, plus
they also managed to inject some panic into the country's economy.
If the government succeeds in this then no longer will tourists feel that Sri Lanka
is a unsafe place to be. Terrorists also will be disheartened not being able to
disrupt the normal life in the country.
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On 1 February 1996 after the bomb blast at the financial district of
Colombo the Australian government issued the sternest warning to potential
tourists, advising them to defer non- essential travel to Sri Lanka.155 Germany
too issued warnings to tourists not to travel to Sri Lanka on 1 February 1996.156
The German market is one of the biggest for the Sri Lankan tourist industry.
Australia and Germany are not the only countries which have issued a warning
to tourists not to travel to Sri Lanka. Other countries include United States of
America, United Kingdom, etc., have issued similar warnings in the past.
Therefore as tourism is concerned, it is absolutely essential to stop Tamil
terrorists disrupting normal life in Colombo and in tourist destinations in the
country.

As mentioned earlier Sri Lanka's tourism industry is affected by a
fundamental, long term disruption and unless a solution is made for this, the
country can not reap it's best potential either for its tourism industry or for its
economy as a whole. According to Jana Rockwood, chief executive officer of
CDIC Sasoon Cumberbatch "We could be another Malaysia, growing at 8% or
more, if it weren't for the political problems in the north."157

In chapter 2 the different stages of terrorism were discussed. Terrorism in
Sri Lanka has grown in to such a stage of that only covert military operations
using commando type military assaults to destroy terrorist bases can help to
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alleviate the problem. The Sri Lankan military has been carrying out search and
destroy operations to reduce the effect of terrorists.158 Soon it is expected that
the Sri Lankan government will find a permanent solution to the Ethnic problem.
There seem to be some good news among the bad for the Sri Lankan tourism
industry.
British Airways undeterred by Sri Lanka's protracted civil war, return to Colombo
after a seven year hiatus because it saw potential for increased tourist traffic, a
senior airline official told Reuters.'5
Cathay Pacific will also soon launch direct flights between Colombo and Sri
Lanka. According to Reuter, the Colombo blast on 31 January is not seen as
affecting European tourists. British tour operators had said they were still
advising people to go to Sri Lanka because they did not consider the Tamil
Tigers to pose a direct threat to tourists, most of whom stayed in areas well away
from known combat zones. "In Sri Lanka we've had these problems with the
tigers for 13 years now and they've never been known to target the tourists,
said John Sim, public relation officer at Kuoni.'° Similar remarks were made by
Lyla Smith of Thomson Holidays UK, that visitors to Sri Lanka tend to be more
determined than the average tourist and were harder to put off.161 Neckermann
Reizen, one of the biggest tour operators in Belgium, said it has not cancelled
any holidays to Sri Lanka.U2 Paradox Travels in Paris also did not cancel any
holidays to Sri Lanka. 161 Dave Hamlet, operations manager at Hayes and Jarvis
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said after the Colombo bomb blast that people were becoming used to events in
the developing world. Hamlet also says,
By and large we find the issue is in the people's mind on a very short- term basis,
because these events are not that uncommon and do occur from time to time.164

Looking at monthly tourist arrivals to Sri Lanka it is also seen that no
single bomb or terrorist attack had a devastating effect on tourist arrivals. But
nevertheless if ongoing fundamental uncertainty affects Sri Lanka's major tourist
destinations then it would have a big impact on tourist arrivals to the country.
This was seen at the time of JVP troubles. To assess of the exact the impact of
terrorism to tourist arrivals the writer has used a simple regression analysis. The
writer used the tourist arrival data from 1967- 82 to predict the out come for
1983- 95 through using simple regression methods. The out come is shown in
chart 4.3 and table 4.3.
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CHART 4.3: REGRESSION ANALYSIS OF TOURISM ARRIVALS
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Chart 4.3 shows the actual tourist arrivals (arrival), and the tourist arrivals
trend (trend) that should have been if not for the political problems. Simple
regression analysis of tourist arrivals show that the trend should have been
greater than actual arrivals. The tourist arrivals to the country from 1967-1995
show that there is a down ward trend after 1982 till 1990 (In 1989 tourist
arrivals to Sri Lanka increased by 2070, but this can not be taken as a significant
growth). As mentioned earlier this is due to the effect of the terrorist problems
in the island. After 1989 it slowly started to grow. But the growth is not enough
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when compared to the trend it should have been if not for the political
problems.

TABLE 4.3: ACTUAL TOURIST ARRIVALS AND FORECASTED TOURIST
ARRIVALS
YEAR

ACTUAL

FORECAST

RESULTS

RESULTS

1983

337530

355187

1984

317734

1985

YEAR

ACTUAL

FORECAST

RESULTS

RESULTS

1990

297888

528522

379949

1991

317703

553284

257456

404711

1992

393669

578046

1986

230106

42973

1993

392250

602808

1987

182620

454235

1994

407511

627570

1988

182662

478997

1995

403101

652332

1989

184732

503760

Table 4.3 is the outcome of the regression analysis in numerical values
showing the difference between the actual tourist arrivals and what it should
have been if the trend from 1 967- 82 had continued. From the regression results
it can be seen that, although in 1994 the tourist arrivals to the country were the
highest in the history, 407511 is far less than what should have been, ie.
627570. 1995 figures were actually less than 1994 ie. 403101 where it should
have been 652332. Therefore it can be seen that the political turmoil in the
country has affected the tourism industry to a great extent.
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Looking back it can be seen that Sri Lankan tourism industry and also the
economy as a whole has grown in the 90's. But this is an illusionary growth.
This is not a justifiable growth if peace in the island had prevailed. The ethnic
problem has been the culprit for all the miseries of the country. The terrorism
problem in Sri Lanka has grown to such a stage that no political settlement is
acceptable to the terrorists since they have refused the regional autonomy
package which was offered by the government. The only solution which now
remains is to flush all the terrorists out of their habitats.

In early 1996 the deputy defence minister Anuruddha Ratwatte
announced that he would end the ethnic war before the traditional Sinhala and
Tamil New Year which falls in mid April.1 '5 This statement has been interpreted
as heralding a major onslaught against the Tigers, while massive military build
ups have been taking place in the Northern Province.166 Whether the point of
the gun will bring peace to Sri Lanka is yet to be seen. But if so it is a sign of
relief to all those who love Mother Lanka.
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CHAPTER 5:
SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 SUMMARY AND CONGUSION

Tourism is one of the biggest industries in the world. It is widely
accepted that this industry could be beneficial for a country's economic
development, especially for those developing countries. The trend in
international tourist arrivals predicted to grow in the future.

Sri Lanka is a developing country and it possesses natural ingredients for
a good tourist product. But sadly at the moment the country is in the middle of a
political crisis. Tourist arrivals to the country have had ups and downs and this
is possibly due to the rise in terrorism which is a result of the political instability.
Nevertheless tourist arrivals to Sri Lanka has grown in the 90/s despite the
presence of political turmoil.

The objective of this dissertation was to
1. examine the extent of economic benefits of tourism to Sri Lankan economy
and
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2. examine whether terrorism has affected Sri Lankan tourism industry or
otherwise.
To conduct this study the writer had selected a socio- economic and political
approach. The study has depended more on secondary data and it used both
quantitative and qualitative analytical approaches. The main limitations of this
study is that it does not offer an explicit examination of the tourism industry in
Sri Lanka as a whole.

An examination of the literature related to this study was divided in to
three main parts, ie
how to asses the economic benefits of tourism industry,
what factors influences tourism investments and,
the impact of terrorism to tourism industry.

Benefits of tourism industry to a country can be evaluated through foreign
exchange earnings through tourism receipts, by its contribution to the country's
GDP and by calculating how much employment is generated by tourism related
activities. In deeper macro- economic terms, the multiplier effects of tourism
and use of input- output analysis can further examine how tourism interacts with
the local economy at large. The factors relating to tourism related investments
generally tend to follow all those factors which one should consider for any
other investment. The final part of the literature review revealed that tourism is
susceptible to concerns over political instability. This relation can be worsened
by negative media coverage.
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The techniques which were found suitable to evaluate the economic
significance of tourism to Sri Lanka were then applied. Here it was found that
the tourism industry in Sri Lanka does contribute significantly to foreign
exchange earnings, to the GDP, and also created a significant amount of
employment through direct and indirect means. Furthermore, the over all
tourism multiplier in Sri Lanka has grown over the years and it is relatively high
when compared to some other destinations. The analysis of input- output tables
indicate a strong backward linkage between tourism and the rest of the
economy and this further increases the importance of tourism industry to Sri
Lanka.

Lastly this dissertation discussed the impact of terrorism to Sri Lankan
tourism industry. Since 1983 until the present day terrorist activities have
haunted the island on and off. But nevertheless there is a visible growth in Sri
Lankan economy on the whole and also a significant increase in tourism related
investment. Due to this reason it can also be seen that today the terrorists are
targeting attacks to cripple the country's economic growth. Tourist arrivals to the
country have also increased in the 90's. But from the regression analysis of
tourist arrivals it was found that tourist arrivals to the country has not increased
to the level it might have been, had peace prevailed in Sri Lanka. That is,
terrorist activities in the country have affected the tourism industry in Sri Lanka.
It was also seen that negative media coverage can have a impact on tourist
arrivals to Sri Lanka.
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As a concluding note it can be said that tourism industry is a lead
industry in Sri Lanka with many economic benefits and the current political
crisis in the country has affected the growth of the industry.

5.2 RECOMMENDATIONS

As it was mentioned earlier the tourism industry can be very beneficial
to Sri Lanka's economy. Therefore the government should promote tourism in
Sri Lanka to obtain maximum economic benefits. This could be done by
promoting Sri Lanka abroad to attract more tourist arrivals, to improve tourism
infrastructure in quality and quantity, and move up market.

But the above mentioned recommendations will not be possible to be
implemented fully if the ethnic crisis continues. Therefore, first of all the
country should put an end to this political turmoil. Since terrorism has grown to
such an extent that no political solution is possible, then it has to be curbed by
a military solution. Until this can be achieved, the Sri Lankan government
should provide thorough security to all vital terrorist targets especially Colombo
and to tourist destinations. Further, the government should also seriously
consider a means to curb international media coverage on Sri Lankan terrorist
attacks. If this objective could be achieved through the media censorship then it
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should be implemented. Sri Lanka should also use information super highways
to counter negative publicity and to improve the country's image.
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