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Utilizing both descriptive and econometric analyses, this study employs a Vector Autoregressive
(VAR) model to explore the relationship between tourism revenue and economic growth in
Ethiopia, revealing a negative and statistically insignificant impact of tourism on GDP since
the 2018 economic reforms. The findings emphasize the need for the Ethiopian government to
resolve internal conflicts to revitalize tourism and enhance economic growth.
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The tourism industry, frequently referred to as the "smokeless industry," plays a significant
role in the global economy, accounting for approximately 7% of the world’s total exports and
ranking as the third largest export sector after fuels and chemicals [11]. In 2023, the travel
& tourism sector contributed 9.1% to the global GDP and generated 27 million new jobs
(WTTC, 2024). Tourism can play a crucial role in economic recovery [14], stimulate economic
growth by generating revenue, creating employment opportunities, and fostering infrastructure
development [9], [3]. Tourism receipts can have a direct and positive impact on GDP growth
[12]. Furthermore, tourism can enhance sustainable competitiveness among countries [9).

With more United Nations Educational, Scientific, and Cultural Organization (UNESCO)
World Heritage Sites than any other African nation, Ethiopia is well known for its rich natural
and cultural legacy [5], [13], but the contribution of tourism to GDP is low and the 114th #* the
global level [15]. The COVID-19 epidemic and civil unrest across Ethiopia have had a major
influence on the country’s tourism industry [8], despite the tourism’s contributions to the global
and African economies increasing after 2020 but not for Ethiopia [2]. An examination of the
interplay between tourism-generated revenue and economic expansion can offer valuable insights
to policymakers regarding the tourism sector’s capacity to stimulate economic progress. Thus,
analyzing the nexus between Ethiopian growth and tourism revenue is essential and timely
since the problem is not investigated by any researcher. The general objective of this research
is to explore the synergistic relationship between economic growth and tourism revenue amidst
economic reform since 2018 [2].

The correlation between economic expansion and tourism-generated revenue is extensively
documented in developmental studies, particularly within the framework of emerging economies.
Ethiopia’s tourism industry has been recognized as a key catalyst for economic advancement,
notably in the wake of the 2018 economic reforms designed to deregulate the economy and
stimulate foreign investment [4]. Empirical evidence suggests that tourism substantially contributes
to the nation’s GDP and employment creation, with [7] asserting that "the expansion of tourism
revenue is fundamentally intertwined with broader economic performance and developmental
objectives." Additionally, Abate [1] underscores the importance of incorporating tourism into
effective economic policies to optimize intersectoral synergies, proposing that the post-reform
era offers a distinctive opportunity for stakeholders to leverage tourism for sustainable economic
progress. This corpus of research accentuates the imperative for a holistic strategy that harmonizes
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tourism development with national economic initiatives to foster robust growth and enhance
living standards in Ethiopia.

The researcher conducted it by using both descriptive and econometric analyses. For the
descriptive analysis, the researcher employed line graphs to illustrate the exact relationships and
trends of the variables, while for the econometric analysis, a time series analysis utilizing a vector
autoregressive (VAR) model was implemented to analyze the impact of tourism on GDP. Data
were obtained from the World Bank, encompassing the period from 1995 to 2021. The dependent
variable was Gross Domestic Product (GDP), used as a measure of economic growth, while
the independent variable was international tourism receipts, also referred to as revenue from
tourism. Both variables were measured in current United States dollars (USD). The data were
analyzed using STATA 17 econometrics software. The GDP and tourism were not stationary;
the difference using lag (2) the variables became stationary using the Augmented Dickey-
Fuller (ADF) test. Based on Akaik Information Criteria (AIC) and Hannan-Quinn Information
Criteria (HQIC), the maximum lag length was two [10]. Serial correlation—stability test and
lagragian multiplier test were conducted, and the model filled all tests [6].

The research findings indicated that tourism, as an exogenous source of revenue, has demonstrated
a positive and statistically significant impact on Ethiopia’s GDP when analyzed using data
from 1995 onward. Subsequent to 2018, descriptive statistical analysis revealed a downward
trend in both tourism revenue and the country’s GDP, with tourism revenue exhibiting a more
precipitous decline relative to GDP. Nevertheless, since 2018, both descriptive and econometric
analyzes have demonstrated that tourism revenue has exerted a positive and statistically
significant effect on Ethiopia’s economic growth even if the country is under civil unrest
where the number of tourists is low as compared to pre-2018. Consequently, despite increased
government expenditure on developing additional tourist attractions such as lodges and collider
facilities, tourism revenue is declining. The primary factor contributing to this decrease is
internal instability. Therefore, the government should address the internal conflict among
opposing groups to enhance tourism revenues.
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