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ABSTRACT 

	[bookmark: _GoBack]The paper analyses the role of foreign exchange earnings from tourism in Kerala, India. Tourism in Kerala has been often hailed as a key driver of economic growth in the state. The findings confirm a statistically significant positive relationship between foreign exchange earnings and state GDP. However, the descriptive evidence reveals a paradox: the overall share in of FEET in SGDP has steadily declined over the past three decades. The paper has revealed the structural erosion in the sector relative significance by analyzing the data from 1991 to 2023. This is mainly due to the explosive growth of non-tourism sectors in Kerala especially migrant remittances. The paper concludes that while tourism remains a vital sector, its capacity to drive overall state growth is diminishing relative to external economic flows, necessitating targeted policy interventions to enhance tourist yield and diversify high-value tourism offerings.
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1. INTRODUCTION
Kerala globally marketed as “God’s own country” has leveraged its natural and cultural assets to became a globally recognized tourism brand. For decades, the sector has boosted the employment, income and foreign exchange to the economy. There is a tonne of literature highlighting the role of tourism as a growth driver. The tourism sector is expanding quickly and plays a significant role in economic development and growth (Nugraha, I. G. P et.al. 2021). The tourism industry has a significant impact on economic growth because it fosters commercial activity that significantly increases growth, development, and demand (Mishra, R. K., et.al. 2022). The global travel and tourism sector has been expanding and now accounts for 10% of the world's gross domestic product. Additionally, the tourism industry employs about 10% of all workers worldwide. The connection between economic development and tourism activity has been examined in many literatures. According to researches, the expansion of the economy and the level of tourism are interdependent. As tourism activities increases in an area growth also increases (de Paula et.al 2021). The significance of tourism industry in the economic growth has been also assessed by many researchers. They suggested that tourism contributes significantly to the nation's foreign exchange reserves and provides both direct and indirect employment for a significant portion of the population. Additionally, it would promote national unity and international brotherhood by fostering the nation's artistic and cultural traditions in order to preserve the natural beauty, historical significance, and cultural legacies of the nation (Thommandru, A et.al. 2023). A study on the connection between Taiwan's tourism industry development and economic expansion has looked at the causal link between Taiwan's economic growth and tourism expansion. The direction of causality between economic growth and tourism expansion in Taiwan was determined by the authors using the Granger causality test. According to test results, there is a long-term equilibrium relationship and also a causal relationship in both directions between the two factors (Kim, H. J., & Chen, M. H. 2006). 
A study has examined the effect of the tourism industry on the economic growth and development of Latin American countries within the framework of the traditional neoclassical growth model using panel data from seventeen Latin American countries for the years that span from 1995 to 2004. The empirical findings demonstrate that tourism-related revenues, along with investments in both human and physical capital, positively contribute to Latin American countries' current levels of gross domestic product and economic growth (Fayissa, B et.al 2009). Another study has explored the connection between tourism and economic growth in Latin American nations between 1985 and 1998. The research results demonstrate that, unlike developed nations, medium- or low-income countries can benefit from tourism development's ability to boost their economies (Eugenio-Martin et.al. 2004). Yet another study has tried to ascertain the effect of the tourism industry on economic growth in Jordan from 1990 to 2008 found out that the tourism industry has seen significant growth in terms of tourism services, infrastructure, legalizations, institutional framework, and visitor numbers. The study also showed that the tourism sector's contributions to GDP between 1990 and 2008 ranged from 12.3 to 14.6%, and that these contributions increased in the employment field to reach 2.5% of total recruitment of labourers (Aliqah, K. M. A., & Al-rfou, A. N. 2010).
The challenges faced by tourism industry has also been analyzed in many literatures. The cross-border impacts of terrorism on visitor arrivals in the Mediterranean region demonstrated that the tourism sector is in fact susceptible to terrorism. In particular, their research has produced three conclusions: (1) Terrorism can result in a significant drop in tourist arrivals to these nations; (2) the number of casualties and the location of terrorist incidents can have a significant impact on the affected nations; and (3) when one of the nation’s experiences a terrorist-related incident, it is clear that Greece and Turkey can be substituted as tourist destinations (Drakos, K., & Kutan, A. M. 2001, 2003). A Recent study has examined the challenges exerted by Covid-19 pandemic in tourism industry. The study analyzed how international travel initially facilitated the Corona virus's spread and the resulting immense economic pressure placed on the tourism sector. Its core argument is that the industry cannot merely return to its pre-pandemic state; instead, future recovery and growth must prioritize pandemic resilience and health security (Cherian A M & Natarajamurthy P. 2024). Another paper reviews the evolution of tourism's spatial patterns, noting that historical changes have been largely evolutionary. The study found out that after Covid-19 pandemic people have preferred closer-to-home tourism (Butler RW 2025).
Enormous literatures have carried out exceptional analyses on the growth of tourism industry in Kerala. The tourism sector has shown a tremendous growth over the past three decades (Praveen, A. 2024). The growth of tourism has been analyzed on the basis of foreign tourist arrivals, domestic tourist arrivals and foreign exchange earnings have increased drastically from 1991 to 2022 (Cherian A M & Natarajamurthy P. 2023). Netto N has also analyzed the trend of tourist arrivals to Kerala from 1990 to 2000. In the study it was found that after 1990 foreign tourist arrivals, domestic tourist arrivals and foreign exchange earnings has undergone a remarkable increase over the decade. The study also found that the government over the years has allotted only very little for tourism development but after 1995 the priority has shifted towards tourism sector it was evident from the plan allocations. The study has also concentrated on the role of government, agencies and private sector for the development of tourism in Kerala. The study has criticized Kerala for formulating the tourism policy only 39 years after the formation of the State. The study has recognized Kerala’s tourism potential like wildlife tourism, ecotourism, pilgrimage tourism etc. But has also recognized its negative socio-economic, cultural and environmental impact. Study suggest that a proper planning and policy implementation can boost tourism growth in Kerala (Netto, N. 2004). 
Despite Kerala’s commendable status, its tourism sector experiences certain unique challenges especially, structural erosion. Structural erosion does not mean that tourism is failing or declining in absolute terms; rather, it describes the marginalization of tourism's relative importance in State Gross Domestic Product (SGDP). Most existing studies focus on tourism led economic growth and confirmed a positive statistical relationship between FEET and SGDP. However, they fail to quantify how the continuous, high-magnitude growth in non-tourism sectors has steadily marginalized tourism's overall share over time. The central objective of this paper is to bring into light this structural erosion of tourism exports in Kerala since 1990. This paper addresses this research gap by undertaking a two-fold analysis. First, it employs an Ordinary Least Squares (OLS) regression model on the growth rates of FEET and SGDP to rigorously test the relationship. Second, and more critically, it conducts a descriptive time-series analysis of the structural share of FEET in SGDP to quantify the extent of the long-term erosion. 
Based on the research problem of the structural erosion of tourism's relative economic share, the specific objectives of the study are:
1. To analyze the relationship between Foreign Exchange Earnings from Tourism (FEET) and State Gross Domestic Product (SGDP) in Kerala since 1991.
2. To examine the long-term trend of the relative share of FEET in SGDP to determine the extent of structural erosion over the study period.

2. methodology

The study employs dual method to analyze the relationship between FEET and SGDP and to quantify the structural erosion. The study concentrates on secondary data collected mainly from Economic Review and Tourism Statistics. 
2.1. Data and Variable Definition
The analysis utilizes annual time-series data for the state of Kerala spanning the period from 1991–2019. The variables details are given below.
List 1 : Description of Variables Used in the Study
	Variable
	Abbreviation
	Definition and Measurement
	Data Source

	State Gross Domestic Product (SGDP)
	
	Real SGDP at Constant Prices (Dependent Variable)
	Economic review of Kerala, Kerala State Planning Board

	Foreign Exchange Earnings from Tourism (FEET)
	
	Estimated foreign exchange earnings from foreign tourist arrivals in real terms
	Tourism statistics, Ministry of Tourism, Government of India


2.2. Data Transformation
To estimate the relationship between SGDP and FEET the variables were converted into their natural logarithmic form. 
2.3. Data Analysis
The paper employed Simple Log-Linear Regression Model using Ordinary Least Squares (OLS) and a descriptive time-series analysis.

3. results and discussion
3.1. Relationship Between Foreign Exchange Earnings and SGDP
The relationship between foreign exchange earnings and State Gross Domestic Product has been analyzed using a first-difference log-linear regression model. Foreign exchange earnings are considered as independent variable and SGDP as dependent variable. The relationship is depicted below:
GDP= f (forex earnings)

Here,
 is the State Gross Domestic Product at time t,  is the constant term,  is the component that shows foreign exchange earnings,  is the autonomous growth rate of SGDP.
Model 1: OLS, using observations 1992-2022 (T=31)
Dependent variable: first difference form of SGDP at constant price
Table 1: Relationship between SGDP and foreign exchange earnings
	 
	Coefficient
	Std. Error
	t-ratio
	p-value

	Const
	0.114022
	0.00714948
	15.95
	0.0001***

	d_l_FEET
	0.0525905
	0.0124856
	4.212
	0.0002***

	R-squared
	0.379569
	
	
	

	Adjusted R-squared
	0.358175
	
	
	

	F(1, 29)
	17.74170***
	
	
	


The Ordinary Least Squares (OLS) regression model in table 1 suggests that when the first difference form of FEET is zero, the expected value of first difference form of SGDP at constant prices is approximately 0.114. As such, one-unit increase in first difference form of FEET is associated with an estimated increase of 0.0525905 units in first difference form of SGDP constant price.  The model's R-squared implies that about 37.96% of the variability in first difference form of SGDP at constant price is explained by first difference form FEET, while the F-statistic of 17.74170 with a very low p-value underscores the overall significance of the model. 
3.2. Quantifying Structural Erosion
Tourism in Kerala promotes economic growth and contributes to Kerala’s SGDP. Tourism proliferated foreign exchange earnings of the state, created job opportunities, increased income of the communities near tourist destinations. To quantify the various contributions of tourism industry is a hectic task due to unavailability of data on increased income, jobs, business etc. due to tourism development. Thus, foreign exchange earnings from tourism have been here considered as an important variable to analyses the share of tourism in SGDP. 

The share of tourism in State Gross Domestic Product of Kerala gives a picture of the role of tourism sector in state’s development and growth. The share of tourism sector in State Gross Domestic Product of Kerala is presented in the table 2.
Table 2: Share of Tourism in SGDP
	Year
	Share of foreign exchange earnings from tourism in SGDP

	1991- 92
	3.080326

	1992-93
	3.503078

	1993-94
	3.275447

	1994-95
	2.983198

	1995-96
	3.363186

	1996-97
	3.621631

	1997-98
	3.337589

	1998-99
	3.049487

	1999-2000
	2.922907

	2000-01
	2.889298

	2001-02
	2.679927

	2002-03
	2.676387

	2003-04
	3.046815

	2004-05
	3.133922

	2005-06
	2.759012

	2006-07
	2.955217

	2007-08
	3.112494

	2008-09
	3.151535

	2009-10
	2.401988

	2010-11
	2.499362

	2011-12
	2.344223

	2012-13
	2.28178

	2013-14
	2.05659

	2014-15
	2.004642

	2015-16
	1.93212

	2016-17
	1.819901

	2017-18
	1.727385

	2018-19
	1.539549

	2019-20
	1.602983

	2020-21
	0.474567

	2021-22
	0.074536

	2023-24
	1.59


Source: Computed from Kerala tourism Statistics 2000, 2001, 2002, 2003, 2004, 2005, 2010, 2015, 2019, 2020, 2021 Research and Statistic Division, Department of Tourism, Government of Kerala and Economic review of Kerala
The table 2 has clearly produced a clear picture of the share of tourism in State Gross Domestic Product of Kerala. The share of tourism earnings in Kerala’s SGDP from 1991 to 2014 has been between 3.5 percentage to 2 percentage. But the share of tourism in SGDP has declined and was between the range of 1.9 to 1.6 percentage from 2015 to 2019. This decline proves that the high growth rates in non-tourism sectors—driven primarily by external capital inflows like migrant remittances—have outpaced tourism's growth, leading to the structural erosion of tourism's significance as a proportional contributor to State GDP.
In the years 2020 and 2021 the share of tourism to SGDP has declined to 0.474 and 0.0074 percentage respectively. The negative variation in the share of tourism in State Gross Domestic Product of Kerala is due to the spread of Covid 19. Tourism is one of the sectors which is extremely affected by the Covid pandemic. Travel restrictions, lockdowns, and other stringent rules initiated by Government has severely affected the revenue generation of this sector and hence reduced its contribution to State Domestic Product. As the economy slowly slacken of restrictions tourism sector has started to recover. The sector’s contribution has reduced from 0.474 percentage in 2020 to 1.59 percentage in 2023, highlighting that tourism sector is back on its track and recovered from Covid-19 pandemic. But overall, from 1991 to 2023, the share of FEET in SGDP has declined drastically proving the structural erosion of tourism sector’s relative importance.
The study’s findings are given below:
1. There is moderate level of association between SGDP and foreign exchange earnings. There is approximately 35.82% of the variability in foreign exchange earnings can be explained by the variation in SGDP.
2. The share of FEET in SGDP consistently peaked in the 1990s and shows a significant long-term decline from over 3.5% (peak 1996-97) to 1.54% (2018-19, pre-COVID), demonstrating that even though tourism remains a statistically significant driver of growth, its overall proportional impact on the state economy has been halved. The 2020-2022 figures highlight the severe impact of external shocks (COVID-19), while the 2023-24 figure suggests a tentative recovery back towards the pre-pandemic eroded structural level.
4. Conclusion

This study investigated the dual nature of tourism's economic contribution in Kerala, successfully addressing—the conflict between its celebrated growth potential and its diminishing structural role. The empirical analysis yielded a critical two-part conclusion: first, the OLS regression confirmed a statistically significant positive relationship between the growth rates of Foreign Exchange Earnings from Tourism (FEET) and State GDP (SGDP), validating the basic premise of the Tourism-Led Growth. Second, the descriptive analysis confirmed the central thesis of structural erosion, showing the decline in relative share of FEET in SGDP since 1996. This dramatic decline confirms that while tourism remains an effective growth engine in absolute terms, its structural influence has been systematically marginalized by the disproportionate growth of non-tradable sectors, primarily fueled by migrant remittances. Consequently, tourism is deemed statistically effective but structurally insignificant in driving the modern state economy, necessitating a fundamental re-evaluation of its role in long-term economic planning.
The findings dictate a fundamental shift in tourism policy, moving the focus from increasing tourist volume to maximizing tourist yield (value per foreign visitor). Policy must shift toward attracting high-spending and longer-staying foreign tourists. The sector should invest strategically in non-traditional, high-value offerings that have high linkages. Government should mandate local sourcing of tourism operators to maximize the local linkages. Government should also invest heavily in infrastructure in tourism destination. It must be upgraded to a scale and efficiency that supports high-end, smooth international travel, thereby reducing costs and improving the competitive edge. Two key avenues for future research are recommended on the basis of the limitations of the present study:
1. Future studies should formally incorporate Migrant Remittances as a co-variate in a multiple regression or VAR model to empirically test for both displacement and competition effects on tourism growth.
2. Analysis should be disaggregated to evaluate the structural contribution of specific sub-sectors (e.g., Ayurvedic tourism, Backwater Tourism, Beach tourism etc.) to identify which segment has more potential.
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