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The Impact of Political Volatility on Economic Growth:

&ri Lanka is currently facing the
worst economic crisis and political in-
stability ever after Independence dus
to manifold reasons both short and

long termy. The common perception is
that several reforms in the sectors of
political, ecomomic and social fabric
should he carried out in- depth to es-
cape from this grave siteation, Discus-
sions huve slready been opened with
the multi- lateral institutions led hy the
IMF and friendly countries to obtain
financial assistance, and restructure
outstanding debt, and the outcome of
such discussions are positive. Political
stahility and peace in society are two
majar conditions that are demanded
in building confidence and strength to
make such programs a success.

Thiz study examined the relation-
ship. between political smbility and
econoimnis growth together with some
octher important Macroeconomic vari-
ahles which generally are thought to
he selected indicators for evaluating
economic growth in Sri Lanks. Po-
livical stability is an important factor
that influences the creationm of exis-
tence of strong institutions together
with democracy for economic de-
velopment, Empirical investigations
have shown that strong instituticns
will be supported by political stahility
and democratic governance, and that
these institutions will bring about 1o-
bust economic growth, In this study,
the ARDL estimation model is em-
ploved to see the long run relation be-
tween political stability and econamic
growth in in 5ri Lanka during the pe-
riod of 1977 - 2071. The study used Po
litical Stability Index (PST) which is in-
rernationally accepted index. Political
etability index {-2.5 weak; 2.5 strong),
measure the Palitical Stability and
Absence of Violence Terrorism: Per-
pentile Rank in Sri Lanka was reportad
at 3228 % in 2021, according to the
World Bank collection of development
indicators, compiled from officially
recognized sources,

Sri Lanka - Political Stahility and
Abzence of Violence/Terrorism: Per-
centile Rank - actual values, historical
data, forecasts and projections were
sourced from the Waorld Bank on May
of 2022, The average value for Sri Lan-
ka during that period was -0.86 points
with a minimum of -1.9 points in 2020
and a maximum of 0.09 pointsin 2015,
The latest walue from 2022 is -2.05
points, For comparison, the world av-
erage in 2020 based on 194 countries
iz -0.07 points, In methodological sec-
tion, the relationship was examined in
two stages, The first stage dealt with a

Ecotourism is “enviropnmentally
conseious nature-based travel en-
joyed by people interested in learning
about the nature, history and culture
of the area visiled, while providing
economnic and social benefits to host
commupities by expanding the com-
munity's econcittic base, and contrib-
uting Lo natural resource conserva-
tion through nature interpretation
and environmental education.” Ac-
cordingly, ecotourism contributes to
the sustainable development.

Factors for Success in Eco-
tourism Ventures

Provision of comoutism means
making available the resources peo-
ple need to et involved in ecotourism
activities, Ecotourism is ypically pro
vided by a network of businesses that,
together, offer the different products
and services needed by the ecotour
izl. This includes food services and
food supplies; sports and outfitting
equipment and  supplies; lodging;
and puide services. Inthe ecotourism
business, some underlving charac
teristics can be identified that make
them seecesshil, Table 1 shows the
03 main parts of the ecotourism defi-
nition as weall azs the factors included
under each part of definition. These
03 parts and [actors are (ound inany
sucepssful eeotourism business.
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bivariate econometric modeling toex-
aming whether sach macroeconomis
variable has relation with political sta-
bility index when this index wers de-
termined to be the sole independent
variable in the modeal. In the second
stage, PSI index together with ather
macra-sconamic variahies were mod-
elled into one equation to see the rela-
fion hetween them,

Political Stability

Politics is handled in conjunction
with the "ztate of the art”, which repre-
sents the whaole of the formal political
instruments that comprize the insti-
tutions, laws, public policies and key
actors of the country as a whole, and
the laws, institutions, Some literature
highlighted define the palitical stahil-
ity as the absence of internal conflict
and violence events, It is seen as a
symptom of instability if the political
regulators change rapidly after the
events of vialence and incitement, Re-
sides, political instability refers to the
force of change of the current consti-
putional crder, political polarization,
the high rate of change of coalition
governments and governments, There
are three bagic opinions on the defini-
tiont of political instability. These are
social irregularities, myapia and po-
larization, and weak government ap-
proaches,

The social order refers to the fact
that social parts and whole are related
to each ather in order fo form a system
in & sogial structure wheress social
disorder refers to the weakness of the
connections and interaction between
the social parts and the whole within
the social system, In terms of myopia
and polarization, political instability is
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Table 1: Major parts of definition
of ecotourism and fclors to be in-
cluded in each part of definition of
Ecotourism

The natural enwvircnment is the Lo-
cation where ecotourism takes place.
Culture refers to the cultural aspects,
including the history, of the host com
munity and of the area that are part
of the experience that iz provided.
Education is provided to increase
awareness of the importance of na-
ture to both the eco-tounsts and the
local people. It is typically provided
through nature interpretation and
outdoor activities. Business aspects
have 1o do with factors that affeci the

Major Parts of the Definition of Ecotourism | Factors
“environmentally conscions nature-based Matural environment
travel enjoved by people interested in {ulture
learning about the nature, history and Education
culture of the area visited, Travel

People
while providing economic and social ben- Eoonomic
efits to host communities by expanding Social
the community’s economic base, Commumnity

and contributicn
coptributing to natural resouice conser- Hatural rescurce
vation through nature interpretation and conservation
environmental education Education
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related o the number of government
changes. Though, it iz not in the eco-
nomic sense that the sconomic wnirs
cannot see forward, or in other words,
the future in the level of data knowl-
edge, the weak government approach
is that the sericus political problems
that threaten the existence of power
and life,

Global Context

As Acemoglu (2000, 2003} has ob-
served the dynamic relation between
democracy and economic growth and
development of countries, similar
ponclusions were also drawn by Fang
(1997}, The author finds that democra-
¢y has an indirect effect on economic
prowth through its effect of govern
ment changes when analyzing S8
countries from 1960 to 1980, Further
evidence suggests that when growth
iz negative, this forces ruling parties
to foge in election and positive growth
increases the chance of ruling parties
to stay in power.

In an IMF working papet, Aisen
and Vedza (2011) found in their inves
tigation of a sample of 169 countries,
higher degree of political instahility
iz linked to a lower level of GDP per
capita when using GMM estimator in
panel data. The study also point out
that political instability also lowers
the productivity of the economies. In
their thorough investigation, Alesing
et, al. (1992) loaked for 113 countries
whether political instahility countries’
economuic. grossths are jointly deter-
minsdl. They found that in fmes of
political instabilities the growth rates
were lower than the usual times. They
further argue that this relationship
is even stronger when government

Sri Lankan Experiences

changes over time, Tang and Abosedra
{2014} have used panel data analysis
for 24 countries in the Middle East and
North Africa, The anthors examined
and evaluated tourism, energy con-
sumption and political stability in the
context of neoclassical development.
Pehlivan (2009), in his empirical
srudy wsed dara for 19 countries for the
period of 18 years, He found a posi-
tive relation hetween political stahil-
ity and economic growth, When they
specifically looked at the sitwation in
Turkey, the author found a negative
correlation political stability and eco
nomic growth, While these researches
focused on & group of countries re-
earding the refation between political
stability and economic prowth, several
other studies have heen focused on this
relztionship for single countries. For
instance, Tabassam et al. (2016) used
the political stability wariables such
as terrorism, elections, and attacks in
his work on the relationship between
political stahility and economic devel-
opment in Pakistan, When the GARCH
model is used with independent vari
ahles under the condition of equality
of variances, the results are that the
regime has a negative influence on
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viabilitv and profitability of the eco-
lourism enterprise. Community de
velopment refers (o “how” and "what®
peolourism contributes (o the Iocale
and its people. Natural résource con-
setvation is necessary because eco-
tourism is a form of nature-based
tourism and, as such, depends on the
reevtural envirormendt for its existence.
Factors from Table 1, and those
identified from the literature review,
arg grouped into environmental, eco-
porie, and social factors. These fac-
tors are described in the following

paragraplis.

Environmental Factors

Environmental factors refer tothe
patural environment such as natu
ral features and the ecological pro-
cesses ofourting in an area. Natural
features, including seenic vistas and
landscapes, cdimate, topography,
wildlife and vegetation, are impor
tant to the type and level of tourism
in an area. Tourism can be important
o matural resource conservation be
cause part of the income from tour
ism-can be re-invested in maintaining
natural areas. o this sense, tourism
has enabled rehabilitation of old as
well as creation ol new sites, and has
testered administrative and planning
eontrols such as resiricted access o
sensitive areas that maintain the qual-

ity of the environment, Additionally,
the physical location of an area is an
important factor in tourism demand.
Typically, rural locations relatively
cloge to metropolitan areas are the
tourism locations in high demand.
Ecotouristm management strates
gies aim at protecting the environ-
ment while providing the tourist with
a great ecotourism experience, Since
ecotouriste are modivated by notiohs
of wilderness, wildlife, parks, learn-
ing, nature and physical activity, these
ideas should underlie the manage-
ment of ecotourism. Moreover, eca-
tourism should be channeled towards
activities that wouold contribute to the
health and viability of the environ-
ment within which they take place. In
many cases, despite good intentions
and attempts to reduce the negative
effects on the natural environment,
tourism has been detrimental to the
environment. Damaged vegelation,
disruption to wildlife, soil compac
tioty, contamination of water sourc-
eq, air and noise pollution are but a
few of the negative envirotunental
effects caused by tourism. Addition-
ally, protected arcas (e.p, national
zmrl state parks) have undergome the
cumulative and interactive effects of
many small-scale, independent, low
::atemul-. tourism developments over
the decades. Hence, an increéase in
the number of ecotourism activibes

the ﬂuﬂuarmn il the (rivas Domestic
Product, Tuncsiper and Bicen (2014)
irvestigated the effects of ecomomic
liberties on economic growth in nine
market economies, including Turkesw,
in between 2000 and 2012.In the study,
the general economic freedom index,
property rights index, working free-
dom index, trade freedom index and
imvestment freedom index were used.
There is a positive relationship be-
tween the trade liberatinn index and
economic growth, which has a nega-
tive relationship be{ween the property
rights index and the freedom to invest
index and economic growth,

Outcomes

The findings of first stage appear
that there is significant positive long
run relation between political stabil-
ity and macro-economic variables in
cluding aross domestic product of Sri
Lanka when applyving Bound Testing.
On the other hand, the outcome of
second stage of methodology reveals
that Gross Domestic National Incomée
is positively affected by political sta-
bility in the long run, The results are
statistically significant and positive,

can pose . environmental problems
becanze, although aiming to be non
consumptive and low-impact, people
enpaging in ecolourism are bound
to consutne resources and generate
wasle,

Economic Factors

Economie factors are relating to
the economic structure and econom
ie development, including the eco-
nomic base, patterns of investment,
and eeonomic leakages. Tourism can
help the stability of local economies
by diversitving the economy through
the creation of businesses providing
tours and catering to every other as-
pect af the tourists’ needs, However,
[he seasonal character of lourisi cre-
ates economic fuctuations through-
aut the year that can be detrimental
to the stability of the local scomomy.
Additionally, the existence of persen-
nel skitled in the provision and man
agement of tourism enterprises is key
to tourism suecess. The edstence of
educational programs i fundamen-
tal to ensuring such properly trained
persomn el Local investment in oo
Ism i important in '.-||IL1'lLit|!|:L]'L1:I'l|J
the local economy and minimizing
economic leakapes. Economic leak
ages pecur when profits penerated
locally are u..]mriul e, "leaked™ to
another locale, Murketing and hum:-m

The findings are in line with the lit-
erature an this gsue. However, no re-
Iaticon between the short ferm interast
rates and economic growth was found
during the investigated period. We
reached similar concluston with lit-
eratore on Turkey. This may be dus to
the reason that the develnped econo-
miies such as the US, EU, lapan and the
UK, especially after the financial crisis
of 2008, have not provided the desived
results in economic activities, even if
interest rates have been reduced to
Zeroor near-zemo, In such a pericd, the
relation of interest rates to ccanomic
activities has weakened considerably.

Lessons Learnt

Political consensus around eco-
nomic pelicies in 5ri Lanka has always
heen elugive. In recent political cycles,
economic reform agendas have been
promptiv reversed by the next govern-
ment, ragulting in FIE'.||I|::'|.’1.'."|11II-!!F.I'=\.|'I and
macroeconomic damage. This trend
mitst be reversed. Political consensus
in key reforms aress, such as fiscal ad-
Justment, market-based pricing of en-
ergy, rationalising srate expenditure,
including state-owned enterprise re-
formn and a halt on state sector recruit-
ment 15 essential.

Domestic political consensus on
the core reform areas must sccom-
pany efforts to agree on a reform pro-
gramme with the IMF that sets the
stage for a sovereign debt restructure.
The IMF and bondholders need assur-
ances of political continuity. Any at-
tempt to push thraugh the reform pro
gramme without clear articulation of
its raticnake, expected outcomes, and
measures to protect the sulnerable,
will e met with resistance by politi-
ciansand the public.

"Lessons must he learnt from simi-
lar experiences from across the world
to avoid serious repercussions, said
Yamini Mishra, "Amy austerity mea-
sures introduced in Sri Lanka must be
hased on & human rights assessment,
ghould be open for public scruting and
feedback in an inclusive and participa-
tory pracess, and all alternatives must
be explored before they are intro-
duced. Austerity measures must mot
disproportionately impact the mar-
ginalized groups and must be strictly
temporary.’
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lars of ‘Ecotourism’ business

resources oo play key roles in the
success of ecotourism enterprises.
According to scholars for individual
businesses, cooperative marketing
offers an affordable way to atiract
visitors to an area. In the case of re-
gional agencies, strategies based on
symbals, image: and other regional
characteristics could be used to at
tract visitors (o the repion by setting
it apart from others,

Social Factors

sacial Fackors consist of socal
struciure and organization, includ-
ing demographic characteristics, the
availability and qualitv of social ame-
nitics, attitudes of the leeal popula-
tion towards tourists, and local tra-
ditions and culture, For imstance, a
friendly and cooperative hosl com-
munity eénhances local business op
portunities for tourism. Fecusing on
tmpacts, scholars have suggested that
those interested in the role of social
Eactors should take into consideration
changes in values, relationships, kv
styles, quality of life, behavior and
creative expressions in the particular
fzeale

Arcordingly, ecotourism is baged
on three pillars of environmental,
economic and social factors.

Ecotourism  showld additionalky
be locally defined and implement
ed in terms of specific activities and
struciures, as well as its potential en
vironmental, cultural, and economic
effects for the host area concerned.
Visitor guidelines are therefore key
toy enhancing d[.:prc:-pnatL behavior
on the part of visitors towards both
culiueal and natural sites. Ecotonristn
puidelines highlight expected bela-
ioron the part of visitors with respect
to nature and o the host community
for the purpose of engaging it envi-
ronmentally sensitive and low-impact
activities, Aceording to the scholars,
successful eeotourism  destinations
are those that go beyond quality of
services and faglities to include the
guality of the experience itself and
the positive host environment.




