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1. Introduction

Out of over 11 million outbound tourists from
India, Sri Lanka receives just over 1 percent
only. India is not only a ‘big market’, but also
‘many markets’ and ‘fast growing markets’ for
a given differentiated product for industry
expansion and economies of scale. Even
without much effort at policy level in either
country, Sri Lanka has an easy access to India
as an important source market for tourism
industry. The existence of this potential in Sri
Lanka has already been confirmed by India
through its quick elevation to the top ranking
position among all countries in terms of the
The
proximity for transport by air or sea, cultural

number of tourist arrivals. close

and historical relationships, and growing

economic ties are unique factors that would

attract Sri Lanka as a tourist destination to the
fast-growing Indian middle class with diverse
tourist interests.

It is therefore, in the hands of the Sri Lankan
policy circles to facilitate the potential growth
of the tourism industry, to ease the remaining
bottlenecks affecting the industry, and to let
the industry grow by catering to the market
segments in India. This policy brief provides
guidelines to promote Sri Lanka as an
attractive tourist destination to the Indian
tourists, by identifying the specific
characteristics of India as source market and
diverse tourist attractions that Sri Lanka can

offer to India as a tourist destination.
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Sri Lanka: a popular tourist destination in Asia?

Due to its diversity of people, culture, history, natural environ-
ment, climatic condition, vegetation and of many other areas
- all compact in a small island of 65 thousand square kilome-
ters - is considered to be one of the most attractive tourist
destinations in the world. However, it lies far behind the
popular tourist destinations in the region, particularly the
East and Southeast Asian countries. In terms of tourist
arrivals and earnings, China is among the top 5 tourist
destinations in the world. While many Asian countries attract
millions of tourists a year, in some of these countrieés the
annual tourist arrival exceeds their total population.

Source: World Tourism Organization (2010), World Bank {2010)

2. Economics of Tourism Industry

The tourism industry that produces tourist services as an ‘exportcom
modity’ consists of a range of enterprises, establishments and organiza-
tions providing goods and services to meet the requirements of tourists.

e Tourism appears to be one of the most valuable sectors for reducing
the economic marginalization of developing countries in the global
economy, as well as that of relatively underdeveloped regions and
social groups within a particular country.

e Tourism is more labour-intensive than most of the other service
sectors, tourism development essentially means a creation of employ-
ment opportunities at a higher rate. It creates attractive job opportuni-
ties to ‘educated-youth’. '

e Tourism is an important source of poverty reduction strategy as it is
essentially linked to construction, agriculture, transport and,
infrastructure is characterized by wide spillover effects on other
economic activities.

o Tourism also reduces regional development imbalances by promoting
the growth and development in different regions based on their local
identity and local comparative advantages.

3. Indian tourists, coming on the top

During the past decade Sri Lanka has recorded a substantial change in the
composition of tourist arrivals with an increase in tourists from Asia in
general and, from India in particular. India became the largest tourist
source market ousting Sri Lanka’s major traditional source market UK.
With an abrupt increase by over 100 percent in 2002, the Indian tourist
arrivals continued to grow, except during the period of intensified war
between 2007-2009. Even though the tourist arrivals from the Western
countries dropped drastically due to both internal and external security
. problems since the early 2000s, still Sri Lanka could sustain its tourism

industry throughout the decade with increased tourist arrivals from India.

This was led by the increased economic integration between India and Sri
Lanka together with Sri Lanka’s ‘visa on arrival’ policy extended to the
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citizens of the SAARC countries in early 2002. The implementation of
the Indo-Lanka Free Trade Agreement in 2000 and the policy reforms in
the early 1990s in India, had already established conditions for deeper
economic integration between the two countries. The emerging economic
integration between India and Sri Lanka spread beyond increasing
bilateral trade, covering investment, air travel, port activities, health,
education and many other service sectors. Along with strengthened
economic integration between the two countries, tourism also grew fast
either in association with the economic activities of integration or in
isolation. Even if the tourist arrivals from any other county could grow
fast in context of the country’s peaceful environment, the importance of

India as Sri Lanka’s one of the biggest source markets is likely to remain.

It is not just pleasure and leisure

Nearly 40 percent of tourists from India visit Sri Lanka for the purposes
other than pleasure (business, conventions, meetings, visiting friends and
relatives, religious and cultural activities and other), as compared to less
than 15 percent of the total from the Western Europe. However, the
reported data representing the purposes other than pleasure appears to be
highly underestimated as the tourists usually prefer to report their
purpose as ‘pleasure’ in order to avoid immigration procedures and
hazels. In this respect, even the ‘visa on arrival’ policy was confusing
because all visitors other than those categorized as ‘bona-fide tourists’
should have actually followed the normal procedure of obtaining visa
from the Sri Lankan missions in their respective countries. In addition,
many tourists from India usually combine pleasure with other purposes in
general and with ‘business’ in particular.

Sustaining off-season capacity utilization

An important distinction between the Indian and Western tourists is
associated with seasonal variation of tourist arrivals. In fact, the seasonal
variation between the two source markets exists in opposite directions as
tourist arrivals from India rise during the off-season and fall during the
peak season. This pattern of seasonal variation is cost-effective for the
Indian tourists as the average cost per tourist is likely to rise in the peak
season and to fall in the off-season. It is also advantageous to the local
tourism industry and its related service providers, as it could minimize
the seasonal drop in capacity utilization and income generation.

Spend less money and less time

The Indian tourists on average used to spend less money and stay less,
compared to the tourists from Western countries, although it does not
necessarily mean a lower profit margin. While the tourists from the
Western Europe stay on average 10.2 days in Sri Lanka, the Indian
tourists stay on average 8.1 days (Sri Lanka Tourism Development
Authority 2009). According to the Survey of Departing Foreign Tourists
from Sri Lanka (Sri Lanka Tourism Development Authority 2008/09:
29), the majority of Indians had stayed only 2 days, while the majority of
tourists from UK stayed 14 days. However, the profit margin per Indian
tourist may be still higher than that per a Western tourist due to cost
differentiation between the two groups.

But visit more frequently and generate more income
Although the Indian tourists spend less money and less time permitted by
the close proximity between Sri Lanka and India, for the same reason
they increase their number of visits per year. The Survey of Departing
Foreign Tourists from Sri Lanka (Sri Lanka Tourism Development
Authority 2008/09: 30) reported that 52 percent of the tourists from India
had visited Sri Lanka more than once, compared to 40 percent of the
repeaters from all the tourists enumerated. The foreign exchange earnings
per visit may be lower, but a number of visits by an average tourist can
generate more earning from travel and tourism services.

Move from the ‘less-affluent’ income groups

Indian tourists visiting Sri Lanka belong largely to the ‘lower middle’
income classes, because the USA or the Western Eurcpe is the popular
destination for the ‘upper’ income classes and, the East Asia is the
popular destinations for the ‘upper middle’ income groups. They select
cheaper modes of accommodation and spend less money. The key issue is






