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ABSTRACT 

The policymakers and economists in macroeconomics long have been given much 

attention on the factors determining the consumption expenditures because the level 

of consumption per person is often viewed as key measure of an economy’s 

productive success. This study is used to analyse the macroeconomic determinants 

of household consumption expenditure in Sri Lanka for the case of Sri Lanka in the 

post economic liberalization using multivariate co-integration approach. As 

macroeconomic variables gross domestic product, gross domestic savings, gross 

national income are used to this study. The sample period consists of annual data 

from 1978 to 2016. Vector error correction model and Johansen co-integration 

approach are used to identify long run relationships among gross domestic product, 

gross national income, gross domestic savings and household final consumption 

expenditure in Sri Lanka. The Johansen co-integration test proved that the natural 

log value of household final consumption expenditure is co-integrated with natural 

log values of gross domestic product, gross domestic savings and gross national 

income. Vector error correction model indicated that the existence of long run 

causality among natural log values of household final consumption expenditure, 

gross national income and gross domestic savings. Wald test is used to determine 

short run causalities among gross domestic product, gross national income, gross 

domestic savings and household final consumption expenditure in Sri Lanka. Wald 

test revealed that significant short run causalities with natural log values of 

household final consumption expenditure, gross domestic product, gross national 

income, and gross domestic savings. 

 

Key Words: Co-integration, Vector error correction model, Household final 

consumption expenditure, Variance Decomposition, Impulse Response Function 
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