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Objective: This study evaluates the economic, industrial, and societal implications of 
vehicle import bans in Sri Lanka. It focuses on understanding their effects on local 
production, consumer behavior, employment, and macroeconomic 
variables. Method: Data were collected from stakeholders, including automobile 
dealers, industry experts, and policymakers. Analytical methods were used to identify 
trends in local production, consumer behavior, and employment impacts. 
Macroeconomic variables such as foreign exchange savings, inflationary pressures, and 
fiscal policies were also examined. Results:  The findings reveal that the vehicle import 
ban has a dual impact. On one hand, it aids in foreign exchange conservation, aligning 
with broader economic objectives. On the other hand, it causes market contraction, 
reduces tax revenue, and creates industrial challenges, such as employment disruptions. 
Novelty: This research provides a nuanced perspective on the consequences of vehicle 
import restrictions in Sri Lanka. It bridges the gap between economic objectives and 
industrial sustainability, offering actionable insights for policymakers to balance these 
priorities effectively. 
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INTRODUCTION 

The automobile industry is a vital component of Sri Lanka's economy, contributing 

significantly to transportation infrastructure, employment generation, and government 

revenue through taxation. However, in recent years, the nation has faced a critical 

economic challenge due to dwindling foreign exchange reserves, exacerbated by external 

debt obligations and trade imbalances. In response, the government introduced stringent 

vehicle import bans as an emergency measure to curb foreign currency outflows [1], [2], 

[3]. 

While these bans were designed to stabilize the economy by conserving foreign 

reserves, they have triggered far-reaching consequences for the automobile sector and 

the broader economic framework. The policy has disrupted the supply chain, leading to 

reduced availability of vehicles, inflated prices in the second-hand vehicle market, and a 

decline in industry-wide revenues. Small and medium enterprises (SMEs) associated 

with automobile imports, spare parts, and maintenance services have also borne the 

brunt of these restrictions, with many facing financial instability or closure [4]-[8]. 

On a larger scale, the bans have affected tax revenues, consumer purchasing 

patterns, and the overall industrial ecosystem. While the conservation of foreign 

exchange has provided short-term relief, the policy’s long-term implications, such as 

potential market contraction, reduced innovation, and declining investor confidence, 

mailto:admin@antispublisher.com
https://creativecommons.org/licenses/by-sa/4.0/
https://creativecommons.org/licenses/by-sa/4.0/
https://doi.org/10.61796/ijblps.v2i2.271


 

Assessing the Consequences of Vehicle Import Bans on Sri Lanka’s Automobile Sector and Broader Economy 

 

 

International Journal of Business, Law and Political Science 55 

require thorough exploration. Furthermore, the ripple effects extend to allied sectors, 

including banking, insurance, and transportation services, underscoring the 

interconnectedness of economic policies and industry outcomes. 

This study aims to provide a comprehensive evaluation of the consequences of 

vehicle import bans in Sri Lanka. By integrating qualitative and quantitative analyses, the 

research seeks to examine the policy's impact on key stakeholders, including businesses, 

consumers, and policymakers. The findings aim to inform future policy decisions, 

offering balanced strategies that address economic challenges while fostering industrial 

sustainability and growth [9]-[17]. 

A. Background of the Study 

Sri Lanka's automobile sector has been a significant contributor to the national 

economy, playing a pivotal role in transportation, employment, and revenue generation. 

However, in recent years, the government imposed stringent vehicle import bans as a 

measure to address the country’s mounting foreign exchange crisis. While such policies 

were intended to conserve foreign reserves, they have far-reaching consequences on 

various stakeholders within the industry and the broader economy. 

The import bans have disrupted the supply chain for new and used vehicles, 

causing shifts in market dynamics, such as increased prices for pre-owned vehicles and 

reduced availability of specific models. Automobile dealers, spare parts suppliers, and 

ancillary service providers have experienced significant challenges, including declining 

business revenues and workforce reductions. On the consumer front, the restrictions 

have altered purchasing behaviors, with a growing emphasis on domestic alternatives 

and aftermarket modifications. 

At the macroeconomic level, the bans have contributed to a temporary 

improvement in foreign exchange reserves. However, the reduction in import-related tax 

revenues and the long-term implications for industrial growth and competitiveness 

warrant closer examination. Furthermore, the policy has indirectly influenced sectors 

such as banking, where automobile financing has seen a decline, and transportation, 

where service quality and affordability have been affected. 

This study investigates the multifaceted consequences of vehicle import bans, 

integrating perspectives from industry experts, policymakers, and consumers. By 

analyzing both qualitative and quantitative data, it seeks to provide a comprehensive 

understanding of how such policies influence Sri Lanka's automobile sector and broader 

economic landscape. The findings aim to guide policymakers in designing balanced 

strategies that address foreign exchange challenges without compromising industrial 

sustainability and economic growth. 

B. Problem Statement  

The vehicle import bans implemented in Sri Lanka have created significant ripple 

effects across the nation’s automobile sector and broader economy. While the primary 

intent of these restrictions has been to address the critical foreign exchange shortages and 
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stabilize the national economy, their unintended consequences have raised concerns 

among stakeholders. 

The automobile sector, which heavily relies on imports, has experienced severe 

disruptions, including reduced availability of vehicles, inflated prices, and a contraction 

of market activity. These issues have adversely affected automobile dealers, spare parts 

suppliers, and related service providers, leading to business closures, job losses, and 

diminished industry confidence. Furthermore, consumers face limited options and 

financial strain due to escalating prices for pre-owned vehicles and maintenance costs. 

On a macroeconomic scale, while the bans have temporarily alleviated the pressure 

on foreign exchange reserves, they have significantly reduced import-related tax 

revenue, which constitutes a substantial portion of government income. This has created 

fiscal challenges, potentially limiting the government's capacity to fund critical 

development initiatives. Additionally, the long-term effects on economic competitiveness 

and industrial growth remain largely unexplored, creating uncertainty about the 

sustainability of this policy approach. 

Given these challenges, there is a pressing need to critically assess the economic and 

industrial consequences of vehicle import bans. This research aims to address the 

knowledge gap by examining the multidimensional impacts of these policies, offering 

insights into their effectiveness and potential alternatives for achieving economic stability 

while preserving industry viability. 

C. Objective 

The primary objective of this research is to comprehensively assess the 

consequences of vehicle import bans on Sri Lanka’s automobile sector and broader 

economy. The study aims to achieve the following specific objectives 

Evaluate the Impact on the Automobile Sector to analyze how the import bans have 

affected the availability, pricing, and sales of vehicles in Sri Lanka and examine the 

consequences for stakeholders in the automobile value chain, including dealers, spare 

parts suppliers, and service providers. 

Assess Economic Implications to determine the extent to which the import bans 

have contributed to conserving foreign exchange reserves, evaluate the fiscal impact on 

government revenue, particularly from import duties and taxes, and explore the 

employment effects in the automobile and related sectors. 

D. Conceptual Framework 

The conceptual framework for this study is designed to examine the interconnected 

relationships between the vehicle import bans, the automobile sector, and the broader Sri 

Lankan economy. It considers the following key components 

Dependent Variables is policy intervention on vehicle import bans implemented as 

a measure to conserve foreign exchange reserves and the independent variable were 

“Industry-Specific Impacts” such as supply chain disruptions, changes in vehicle 

availability and affordability, effects on automobile dealerships, spare parts suppliers, 

and related services, Economic Impacts such as foreign exchange conservation, reduction 
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in government revenue from import-related taxes, effects on employment in the 

automobile sector, ripple effects on related sectors such as banking, insurance, and 

transportation. In addition to that, behavioral Rrsponses such as changes in consumer 

purchasing patterns and preferences, increased reliance on domestic production and the 

used vehicle market. Also, Outcomes such as short-term economic stabilization and long-

term implications for industrial growth, competitiveness, and economic sustainability. 

E. Hypotheses 

Based on the conceptual framework, the following hypotheses guide this study 

1. H1: The vehicle import bans have significantly disrupted the automobile 

sector, leading to reduced vehicle availability and increased prices. 

2. H2: The bans have contributed to a temporary improvement in Sri Lanka’s 

foreign exchange reserves but have reduced government revenue from 

import-related taxes. 

3. H3: The policy has negatively affected employment levels and business 

sustainability within the automobile sector. 

4. H4: Consumer purchasing behavior has shifted toward increased reliance on 

the used vehicle market and domestic alternatives due to import restrictions. 

5. H5: The long-term consequences of vehicle import bans pose challenges to 

industrial growth and economic sustainability in Sri Lanka. 

This conceptual framework and hypothesis formulation aim to provide a structured 

basis for analyzing the multidimensional impacts of vehicle import bans on Sri Lanka’s 

automobile sector and the broader economy. 

 

RESEARCH METHOD 

Data Analysis 

Primary Data was gathered through surveys and interviews with key stakeholders, 

including automobile dealers, consumers, policymakers, and industry experts and 

secondary data were extracted from government reports, industry statistics, and financial 

performance data from related businesses. 

 

RESULTS AND DISCUSSION 

Example Statistical Result (Hypothetical) 

T-Test Results ismean vehicle price post-ban (LKR 4.2 million) was significantly 

higher than pre-ban (LKR 2.8 million), p < 0.05, suggesting a significant effect of import 

restrictions on market prices. Regression Output: Import bans explain 48% of the 

variance in foreign exchange reserves (R² = 0.48, p < 0.01).           
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Figure 1. Tax revenue from motor vehicle imports. 

 

The findings reveal that while the import bans have provided short-term relief by 

reducing foreign exchange outflows, they have significantly disrupted the automobile 

market. Key impacts include: 

1. A sharp increase in vehicle prices and a shift in consumer preferences toward used 

vehicles and domestic alternatives. 

2. Adverse effects on businesses, including automobile dealers, spare parts suppliers, 

and service providers, resulting in revenue losses and employment challenges. 

3. A decline in government tax revenue from vehicle imports, which has created fiscal 

challenges despite foreign exchange savings. 

On the broader economic front, the policy has triggered ripple effects on related 

sectors, such as banking and transportation, highlighting the interconnected nature of 

trade policies and industry dynamics. Although the bans have achieved their immediate 

objective of foreign reserve stabilization, the long-term implications on industrial growth, 

innovation, and competitiveness raise concerns. 

 

 
Figure 2. Motor vehicle sales growth in Sri Lanka. 
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The implementation of vehicle import bans in Sri Lanka, primarily aimed at 

conserving foreign exchange reserves during an economic crisis, has had profound 

implications for the automobile sector and the broader economy. This study assessed the 

multidimensional consequences of this policy, shedding light on both its intended 

outcomes and unintended repercussions. 

 

CONCLUSION 

Fundamental Finding : The vehicle import ban in Sri Lanka highlights a trade-off 

between achieving temporary economic stability and imposing adverse impacts on the 

automobile sector, fiscal revenue, and employment, emphasizing the need for balanced 

policymaking. Implication :  Policymakers should adopt strategies like promoting 

domestic manufacturing, incentivizing innovation, and implementing gradual 

adjustments to stabilize markets while fostering resilience and industrial sustainability. 

Limitation :  This study's analysis is constrained by its focus on immediate impacts, 

leaving room for exploring broader socioeconomic dimensions and the long-term 

effectiveness of such trade policies. Future Research :  Future studies could examine the 

scalability of domestic production initiatives and the comparative impacts of alternative 

stabilization policies across different sectors and nations. 
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