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(18)PREFACE

The topic of our study is “Determinants of Tourism in Asia Pacific”. Tourism is the 
 activities  of  people  travelling  and  staying  in  places  outside  their  home  or  usual 
 environment  for  not  more  than  one  consecutive  year  for  business,  leisure  and  other 
 purposes. There are many factors that can influence the tourism such as macroeconomic 
 factors and social factors. 


There are many studies on the tourism in the country like Europe, US and Thailand. 


However, there are not many studies on the tourism in Asia Pacific and thus we hope 
 to make some contribution by filling in this gap. By doing so, we hope to have a better 
 understanding regarding the effect of some factors on the tourism in Asia Pacific and 
 thus have a clearer picture about how those factors can affect the tourism. 


There are two dependent variables in this study which are Tourist Arrivals (TA) and 
 Tourism  Receipts  (TR),  while  the  independent  variables  are  Exchange  Rate  (ER), 
 Gross Domestic Product (GDP), Inflation (INF) and Political Stability (PSI).  


This  research  is  able  to  give  insightful  knowledge  to  various  parties,  which  is  to 
researcher who are interested in studying the factors that will affect the tourism in Asia 
Pacific as well as policymakers and government who is responsible for implementing 
and adopting new policies in the tourism industry. 



(19)ABSTRACT

This  paper  investigates  on  how  the  macroeconomic  factors  (exchange  rate,  GDP, 
inflation  and  political  stability)  influence  the  tourism  revenue  (tourist  arrivals  and 
tourism receipts) in the top ten most visited Asia Pacific countries by employing several 
panel data approaches such as unit root test, co-integration test, long run estimates test 
and Dumitrescu-Hurlin Granger causality test with yearly time-series data from 2002 
to 2016. We find that the exchange rate, GDP, inflation and political stability has long 
run relationship with tourist revenue but GDP has no causality (short run) relationship 
with  tourist  revenue  in  the  ten  countries  that  we  conducted  for  the  study.  Also, 
policymaker can improve tourism growth and resolve the income inequality between 
developed  and  developing  tourism-service  dependent  areas  based  on  those 
macroeconomic factors. 



(20)CHAPTER 1: RESEARCH OVERVIEW


1.0 Introduction


This study seeks to explore the impact of exchange rate, gross domestic product 
 (GDP),  inflation  and  political  stability  on  Asia  Pacific’s  tourism.  A  panel  data  that 
 consists of top ten most visited Asia Pacific countries for the period of 2002 to 2016 
 has been collected for this research. This research employs several methodologies such 
 as  panel  co-integration  tests  which  are  used  to  examine  the  long  run  co-integration 
 among  the  variables.  This  chapter  begins  with  an  overview  of  the  background  that 
 frames the study, then follows by the problem statement, research questions, research 
 objectives  and  scope  of  study.  The  chapter  concludes  with  a  discussion  of  the 
 significance of this research study. 


1.1  Research Background


According to World Travel & Tourism Council ([WTTC], 2017), tourism and 
 travel  is  an  essential  economic  activity  in  worldwide  especially  in  Asia  Pacific. 


Tourism has direct effect on the development of the country. A country with high level 
of  distribution  and  development  in  tourism  helps  the  country  to  perform  well  in  the 
other  sector  such  as  improving  investment  and  inflow  of  investment,  employment, 
export trading, and development of country. Infrastructure development in a country 
will be encouraged and improved, such as the building of road and airports connectivity 
in  order  to  place  tourism  in  a  better  way  (Agaraj  &  Murati,  2009).  Culture  of  each 
different country will be exchanged through tourism. Moral values such as respect on 
other culture, love, sharing and tolerance will be learned and improved through tourism 
which  may  create  a  better  and  loving  world  (Paul,  2012).  The  most  importance  of 



(21)tourism is to increase a country’s income as the handicrafts and local souvenirs which 
 can represent the culture of a place will be sold to tourists and those incomes will be 
 categorized as part of country incomes.  


Tourism can be measured in four elements which are people, money, time and 
 space (Song, Li, Witt, & Fei, 2010). Most of the researchers used the first two classes 
 of  measurement  to  examine  the  tourism  and  they  can  be  named  as  tourism  revenue 
 when both measurements are combined. The tourism revenue can be categorized in two, 
 that are tourist arrivals and tourism receipts. Tourist arrivals is measured by the number 
 of tourists arrive at a country while the tourism receipts are measured by the tourism 
 revenue in currency form.  


Figure 1.1: International Tourism, Number of Arrivals (Billion) 


   Source: World Bank. (2018). 
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(22)Figure 1.2: International Tourism, Receipts (Current US$) 


  Source: World Bank. (2018). 


The graphs in Figure 1.1 and Figure 1.2 illustrated that both tourist arrivals and 
 tourism receipts experience same trend. When tourist arrivals increase, tourism receipts 
 will also  increase. The tourism arrivals that kept  rising from  year 2000 had affected 
 many  sectors  and  industries  in  a  positive  way.  However,  the  Asian  Financial  Crisis 
 occurred in year 2008 had led to a decline in year 2009, as well as the investment inflow, 
 employment and GDP were to be reduced in large portion. 
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(23)Figure 1.3: Direct Contribution of Travel & Tourism to GDP 


  Source: World Travel & Tourism Council. (2017). 


Figure 1.4: Direct Contribution of Travel & Tourism to Employment 


   Source: World Travel & Tourism Council. (2017). 



(24)Figure 1.5: Capital Investment in Travel & Tourism 


 Source: World Travel &Tourism Council. (2017). 


Figure 1.3, Figure 1.4 and Figure 1.5 illustrated the relationships of world travel 
and  tourism  with  GDP, employment,  and  capital  investment.  Figure  1.3  showed  the 
changes  in  trend  of  GDP  with  changes  in  trend  in  travel  and  tourism.  GDP  can 
contribute  to  a  country’s  economy  which  can  indicate  the  economic  condition  of  a 
country. If there is a rising of GDP, it means that the country is in a good economic 
condition. It can be clearly shown from Figure 1.3 that the rising in the world’s travel 
and  tourism  can  lead  to  a  rise  in  world  GDP.  Hence,  the  overall  world  economy 
condition  is  in  an  average  condition.  Next,  Figure  1.4  showed  the  contribution 
relationship between travel and tourism with employment. It can be clearly seen that 
there  is  a  positive  relationship  between  world  travel  and  tourism  with  world 
employment. It can be concluded that an increase in travel and tourism can increase the 
employment  which  means  there  is  an  increasing  job  opportunity  for  people.  Lastly, 
Figure  1.5  reflected  the  boosting  up  of  capital  investment,  which  is  the  inflow  of 
investment or the investment attracts due to the rising tourism. It can be said that a rise 
in world travel and tourism can increase the world foreign direct investments (FDIs), 
exports and imports. 



(25)Asia  Pacific,  which  includes  Northeast  Asia,  South  Asia,  Oceania  and 
 Southeast Asia acts as one of the powerhouses in travel and tourism growth (WTTC, 
 2017). According to the Mastercard (2016), the data had proven that the 22 countries 
 in the Asia Pacific represented almost 90.1% of all international overnight arrivals in 
 year 2015 and made up 23% of the world’s international overnight arrivals in year 2014. 


The tourism revenue especially in China and Japan had contributed almost 50% of the 
 travel and tourism GDP in Asia Pacific, and 30% of the jobs were contributed by India 
 (WTTC, 2017). 


Figure 1.6: Growth of Tourism in Asia Pacific, Overnight Arrivals (Million) 


Source: Mastercard. (2016). 
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(26)Figure 1.7:Growth of Tourism in Asia Pacific, Expenditure (US$ Billion) 


Source: Mastercard. (2016). 


Figure 1.8: Growth of Tourism in Asia Pacific, Nights (Million) 


Source: Mastercard. (2016). 
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(27)The growth of tourism in Asia Pacific are illustrated in Figure 1.6, Figure 1.7 
 and Figure 1.8. They clearly showed the trend comparison in year 2015 had increased 
 the section of overnight arrivals, expenditure and nights for the tourism in Asia Pacific 
 compared to past few years since 2009. The 6 years Compounded Annual Growth Rate 
 (CAGR) are stated in the Figure 1.6, Figure 1.7 and Figure 1.8. It can be said that there 
 was a rapid increase in tourism in Asia Pacific between 2009 and 2015. 


Table 1.1: Tourism Asia Pacific City Destination for 2016 
 No.  Tourism Market 


Size 


(Tourism GDP, US

$ bn) 


Share of City GDP 
 (City Tourism GDP % 


of total city GDP) 


Share of Country GDP 
 (City Tourism GDP % 
 of Country Tourism 


GDP) 


1  Shanghai  30.2  Macau  27.3  Hong Kong  100.0 


2  Beijing  28.7  Bangkok  9.8  Singapore  100.0 


3  Tokyo  20.2  Beijing  7.5  Macau  100.0 


4  Shenzhen  18.8  Ho Chi Minh 


City  6.8  Bangkok  49.6 


5  Bangkok  18.2  Shenzhen  6.7  Kuala 


Lumpur  41.8 


6  Guangzhou  15.3  Shanghai  6.6  Jakarta  40.7 


7  Hong Kong  14.6  Kuala Lumpur  6.1  Auckland  40.1 
 8  Singapore  12.4  Auckland  5.8  Ho Chi Minh 


City  26.8 


9  Macau  12.2  Manila  5.7  Manila  26.7 


10  Chongqing  9.5  Guangzhou  5.1  Seoul  26.0 


11  Sydney  8.9  Hong Kong  4.6  Sydney  24.1 


12  Osaka  7.1  Singapore  4.3  Tokyo  18.3 


13  Jakarta  6.9  Chongqing  4.1  Shanghai  11.0 


14  Manila  6.7  Delhi  3.6  Beijing  10.4 


15  Seoul  6.5  Sydney  3.3  Shenzhen  6.8 


16  Kuala 


Lumpur  5.8  Mumbai  3.2  Osaka  6.4 


17  Chengdu  4.8  Jakarta  3.0  Guangzhou  5.5 


18  Mumbai  3.9  Chengdu  2.8  Mumbai  5.4 


19  Auckland  3.8  Tokyo  2.3  Delhi  4.4 


20  Delhi  3.2  Osaka  2.1  Chongqing  3.4 


21  Ho Chi 


2.5  Seoul  2.1  Chengdu  1.7 



(28)The expand in the tourism market size can result in the rising of GDP for that 
 city and country, which thus can lead to the growth of other sectors development in that 
 country. In Table 1.1, the market size for the Asia Pacific cities is arranged from highest 
 to  lowest.  It  can  be  seen  that  the  city  at  the  first  ranking,  Shanghai  contributed  the 
 largest market size (US$ 30.2 billion) which had contributed 6.6% of tourism GDP of 
 total city GDP but only 11% of the city tourism GDP for the country. Consequently, 
 Shanghai  becomes  one  of  the  largest  and  modern  cities  in  China  because  of  the 
 increasing in market size which resulted in the rapid city development. 


  


Figure 1.9: Tourism Receipts for Top Ten Countries in Asia Pacific 


Source: World Bank. (2018). 
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(29)Figure 1.10: Tourist Arrivals for Top Ten Countries in Asia Pacific 



(30)Many  new  tourist  attractions  and  destinations  had  been  developed  in  Asia 
 Pacific in recent years. Consequently, there is an increasing in tourist arrivals to Asia 
 Pacific  every  year.  Thus,  Asia  Pacific  outperformed  all  world  regions  in  terms  of 
 tourism  growth.  Therefore,  the  Asia  Pacific’s  tourism  had  been  chosen  in  order  to 
 investigate on the reasons of Asia Pacific became the second region where most visited 
 by  tourists  in  year  2017  (United  Nations  World  Tourism  Organization  [UNWTO], 
 2018). According to countries’ tourism revenue in Asia Pacific from past few years, 
 ten countries with the highest tourism revenue were selected and chosen as the target 
 in  this  research.  Figure  1.9  and  Figure  1.10  illustrated  the  trending  of  the  top  ten 
 countries  which has  the highest  tourism revenue  in  Asia Pacific from  2002 to  2016. 


The ten countries are Malaysia, Indonesia, Thailand, China, Korea, Japan, Australia, 
 Hong Kong, Macau and New Zealand. Some of these countries chosen are developed 
 countries but some are not and this is another reason where these countries are chosen. 


1.2  Problem Statement


Currently,  tourism  is  one  of  the  largest  and  fastest  world’s  growth  industry. 


UNWTO (2018) reported that Asia Pacific is one of the top three regions most visited 
by tourists and it accounted for 30% of the world’s international tourism receipts in 
2017 where the share was almost doubled up since 2000. Asia Pacific has outstanding 
performance  in  terms  of  growth  in  the  world  regions  where  the  international  tourist 
arrivals increased an average 7% per year compared to the world average of 4% for the 
period of 2005 to 2016. Because of the increasing of tourism revenue, Asia Pacific has 
focused on the shift from industrial to technological age over the last two decades. It 
also leads to rapid infrastructure development to serve hotels and tourist facilities as 
the people recognized that tourism is important to economy. However, not every areas 
of the countries are well-developed for tourism purpose. The well-developed tourism-



(31)service dependent areas usually are in urban area while the developing tourism-service 
 dependent areas usually are in rural area. 


Table 1.2: Example of Developed Area and Developing Area in Top Ten Most 
 Visited Countries 


Country  Example of developed 
 area in the country 


Example of developing 
 area in the country 


Japan  Tokyo  Shimane 


Korea  Seoul  Sejong 


China  Shanghai  Guilin 


Malaysia  Kuala Lumpur  Sabah 


Thailand  Bangkok Metropolis  North Region 


Indonesia  Bali  Papua New Guinea 


Australia  New South Wales  Tasmania 


New Zealand  Queenstown  Taupo 


Hong Kong  Victoria Peak  Lamma Island 


Macau  -  - 


Table 1.2 shows the example of developed area and developing area in top ten 
most visited countries. Tokyo as a developed area had contributed about one quarter of 
Japan tourism but Shimane only contributed about 0.1% in 2017 tourist arrivals growth 
rate  (Japan  Tourism  Statistics,  2017).  Seoul  consisted  about  12  million  visitors  and 
Sejong,  central  administrative  capital  city  for  South  Korea,  consisted  of  only  0.33 
million tourist arrivals in 2015 (“Korea National Tourism Survey”, 2015). According 
to Travel China Guide (2018), 8.54 million visitors had visited Shanghai in year 2016 
but there were only 2.20 million tourists visited Guilin in year 2016. In Malaysia, Kuala 
Lumpur had visited by 12.29 million of international tourists (Ram, 2017) while Sabah 
had visited by 1.13 million of international tourists (Sabah Tourism Research Division, 



(32)the lowest percentage of international tourists visited which is 18.22%. Besides, Bali 
 Statistics  Agency  (as  cited  in  Subadra,  2019)  stated  that  around  4  million  of 
 international tourists had visited Bali while there was only 184,000 of tourists visited 
 Papua New Guinea in year 2015 (Index Mundi, 2017). Moreover, in year 2017, there 
 were  a  total  number  of  4.2  million  international  visitors  to  New  South  Wales  but 
 Tasmania had a total of 279,000 international visitors only (Budget Direct, 2019). In 
 year 2016, Queenstown lakes hosted 1.17 million international visitors but Taupo had 
 around 500,000 of international visitors (Jenkins, 2018). In year 2011, Victoria Peak 
 contributed to 15.1% of the total tourist arrivals in Hong Kong but Lamma Island only 
 accounted for 0.5% (“Traffic Habit Survey”, 2011). Lastly, as a well-developed area, 
 the tourist arrivals in Macau including same-day visitors and overnight stay visitors is 
 nearly 36 million in 2018 (Macao Government Tourism Office, 2019). 


Since the developed areas have more tourist arrivals than the developing area, 
 it can be seen that the developed areas have better infrastructure development and well-
 developed transportation system in order to serve tourists as tourists prefer to visit those 
 regions with a good infrastructure and convenient transportation system. Nevertheless, 
 this have caused the inequality and income distribution gap between developed area 
 and developing area in terms of income distribution as there are more rich people in 
 developed area compared to developing area. Moreover, the inequality has increased 
 faster especially in those tourism service-dependent areas that are well-developed and 
 this  will  eventually  decrease  the  standard  of  living  for  the  middle-income  and  low-
 income group in those areas (Lee, 2009). 


Tourism service-dependent areas that are well developed are usually politically 
stable as tourists are sensitive to political violence during their vacations and they will 
become  more  anxious  about  the  security  and  safety  when  they  are  in  the  countries 
which  they  do  not  familiar  with.  When  the  areas  are  politically  stable,  the  tourist 
arrivals will increase and thus tourism revenue increases. Furthermore, those areas can 
create employment for country and contribute to GDP as tourism can account for over 



(33)25%  of  GDP  in  some  developing  countries  (UNWTO,  2015).  On  the  contrary,  the 
 economic growth will adversely affect economy and results in inflation. The growth of 
 tourism sector can be disadvantageous as  it may cause inflation (Shaari, Ahmand  & 


Razali,  2017).  When  the  country  faced  inflation,  local  citizens  will  demand  more 
 foreign goods because it is relatively cheaper than domestic good. Consequently, they 
 will demand for foreign currency and the local currency will depreciate. 


Since there are not many studies on Asia Pacific’s tourism, so this study wants 
 to  concentrate  on  the  impact  of  four  main  concerns  which  are  exchange  rate,  GDP, 
 inflation  and  political  stability  on  Asia  Pacific’s  tourism  where  the  tourism  will 
 generate both positive and negative impacts.  


1.3  Research Objectives


1.3.1  General Objective


The general objective of the research is to investigate the relationship 
 between  exchange  rate,  GDP,  inflation,  and  political  stability  and  tourism 
 revenue  (tourism  receipts  and  tourist  arrivals)  of  top  ten  most  visited  Asia 
 Pacific countries for the period of 2002 to 2016. 


1.3.2  Specific Objective


The research aims to: 


a)  Investigate  the  relationship  between  exchange  rate,  GDP,  inflation,  and 
 political stability and tourism revenue in the long run. 


b)  Examine the causal relationship between exchange rate, GDP, inflation, and 
political stability and tourism revenue. 



(34)1.4  Research Questions


1.4.1  General Question


What  is  the  relationship  between  exchange  rate,  GDP,  inflation,  and 
 political stability and tourism revenue (tourist arrivals and tourism receipts) of 
 top ten most visited Asia Pacific countries for the period of 2002 to 2016? 


1.4.2 Specific Question


a)  What  is  the  relationship  between  exchange  rate,  GDP,  inflation,  and 
 political stability and tourism revenue in long run? 


c)  What is the causal relationship between exchange rate, GDP, inflation, 
 and political stability and tourism revenue? 


1.5  Significance of Study


The  result  of  this  study  may  clarify  about  the  tourist  arrivals  and  tourism 
 receipts when there are changes in inflation, GDP, exchange rate and political stability. 


Next, the findings could help to determine the co-movement and the causality for Asia 
 Pacific’s  tourism  which  may  provide  a  clear  information  whether  these  variables 
 having long run relationship with bidirectional causality or having long run relationship 
 with unidirectional causality. 


Moreover, this can help the policy maker and public sector to develop a suitable 
policy  based  on  the  results  of  this  research  to  attract  tourists  in  term  of  number  or 



(35)revenue in order to spur rapid economic growth and resolve income inequality. Thus, 
 this  research  can  be  a  handy  guideline  for  the  policymakers  to  concentrate  on  the 
 economic sectors that can be influenced by the tourist arrivals and tourism receipts. 


Future researchers can have further understanding on the Asia Pacific countries 
 and able to gain some helpful information to conduct their studies.  


1.6  Conclusion


Chapter 1 provides a synopsis of the research topic. This chapter begins with a 
short introduction and an overview of the explanation on research background. Problem 
statement, research objectives and research questions have explained how the research 
will  be  conducted.  It  is  then  followed  by  the  significance  of  the  study,  which 
determined  the  contribution  of  this  study  to  the  different  parties.  With  the  brief 
information, reader is able to understand information in Chapter 1 and it would become 
the foundation for the advanced statistics discussed in the following chapter.  



(36)CHAPTER 2: LITERATURE REVIEW


2.0 Introduction


According to Chapter 1 focuses on elaborating the research background which 
 attached with related issues with the research, research questions, research objectives 
 and significance on the study on tourist arrivals and tourism receipts in the top ten most 
 visited countries in Asia Pacific. In this chapter, we will review on the works of past 
 researchers that related to tourist arrivals, tourism receipts, political stability, inflation, 
 exchange  rate  and  GDP.  Therefore,  by  referring  to  above  information,  relevant  past 
 studies  and  theoretical  framework  will  be  discussed  for  further  support  and 
 understanding of the study. 


In  Chapter  2,  variety  of  past  researchers’  studies  focuses  on  the  dependent 
 variables,  tourist  arrivals  and  tourism  receipts.  It  is  followed  by  four  independent 
 variables  that  are  political  stability,  inflation,  exchange  rate,  and  GDP.  The  method 
 used by the previous researchers in carrying out their studies will be further explained. 


This  chapter  also  explains  the  relationship  between  the  exogenous  variables  with 
endogenous  variables. The theoretical  framework which explained the theory in  this 
research  will  be  discussed  in  this  chapter.  Towards  the  end  of  this  chapter,  we  will 
summarize what had been discussed.   



(37)2.1 Review of the Literature


2.1.1 Tourist Arrivals and Tourism Receipts


International trade acts as one of the major concerns in  every country 
 among  these  few  years.  The  condition  of  international  trade  will  directly 
 influence  that  country’s  revenue  and  economic  condition.  Among  the 
 international trade activities, tourism is the most efficient form, such as banking 
 and  financial  market  (Popescu,  2016).  Tourism  can  be  said  as  an  important 
 criterion for a country since it acts as the industry that has the most influencing 
 in the world, which may improve the country’s earning and development. This 
 is due to the earnings from the tourism industry will become parts of the revenue, 
 which is the source of foreign exchange earnings for a country. 


On  the  earning  side,  tourism  revenue  can  be  determined  through  two 
 categories, which are tourist arrivals and tourism receipts. Tourist arrivals can 
 be defined as the data where the arrivals in a country, not referred to the number 
 of tourists travel to a country (European Environment Agency, 2015). However, 
 according to World Tourism Organization (2018), tourism receipts is defined 
 as  the  expenditure  paid  by  the  inbound  tourists  which  consists  of  the 
 expenditure such as food and beverages, transportation cost, entertainment cost 
 and others. The difference between tourist arrivals and tourism receipts is that 
 tourist  arrivals  refer  to  number  of  visitors  while  tourism  receipts  is  noted  in 
 currency form, such as Ringgit Malaysia (RM) and United States Dollar (USD). 


Despite the difference, tourist arrivals and tourism receipts move in the 
same trend and direction since both have similar meaning in terms of measuring 
the tourism revenue for a country. 



(38)and Exchange Rate


Exchange rate or foreign exchange rate, is  referring to  the rate where 
 one individual or institution exchanges currency for another country’s currency 
 (Rodrick, 2008). Exchange rate is normally defined in foreign exchange market 
 and open in wide range for the purpose of buying and selling of currency (Bank 
 Exam  Today,  2017).  Real  exchange  rate  and  nominal  exchange  rate  are 
 categorized under exchange rate. According to Treadwell (2018), real exchange 
 rate indicates the amount of foreign goods and services that can be exchanged 
 by using one unit of domestic goods and services. However, nominal exchange 
 rate is referred to the amount of foreign currency that can be purchased by using 
 one  unit  of  domestic  currency  (Eichenbaum,  Johannsen  &  Rebelo,  2017). 


Czech National Bank (2018) suggested that it was more suitable to monitor the 
 changes of real exchange rate since it reflected the goods and services amount 
 that can be exchanged when there were changes in currency. 


Jayaraman,  Lin,  Haron,  and  Ong  (2011)  evidenced  a  negative 
 relationship by using Malaysia data from year 2002 to 2008. It was significantly 
 related  since  international  tourists  will  spend  more  in  Malaysia  if  Malaysia 
 currency is weaker. Weak currency of Malaysia showed that goods and services 
 will  be  cheaper  in  Malaysia.  Thus,  a  decrease  in  exchange  rate  will  cause 
 depreciation of a destination country and boost up tourist arrivals. 


Furthermore,  Martins,  Yi,  and  Ferreira-Lopes  (2017)  explained  the 
negative causal relationship by using data of 218 countries from year 1995 until 
2012. They noted that a depreciation of country currency helped in boosting the 
number of arrivals, which evidenced by the reduction in the exchange rate or 
vice versa. 



(39)Next,  a  study  conducted  by  Yazdi  and  Khanalizadeh  (2016)  utilized 
 autoregressive  distributed  lag  methods  to  measure  negative  and  significant 
 relationship  between  real  exchange  rate  and  international  tourism  demand  in 
 USA. It stated that 1% US$ depreciation leads tourist arrivals in USA rose by 
 0.68%. This implied that US$ depreciation lower the cost of living acted as one 
 of the factors demand for tourists travel to USA. 


On the other hand, Tavares and Leitão (2017) noticed the exchange rate 
 in  Brazil  had  a  negative  relationship  with  own  country  tourist  arrivals  by 
 implanting pooled Ordinary Least Squares (OLS) estimators. The appreciation 
 of origin currency caused an increase in Brazil’s tourist arrivals due to Brazil’s 
 cheaper goods and services compared to origin country. Thus, an occurrence of 
 negative relationship between exchange rate and tourism revenue in Brazil was 
 proven. 


However, there are some debates regarding the relationship. According 
 to Borhan and Arsad (2016), the estimated long run coefficients result showed 
 the exchange rate for most of the countries had a significant positive impact on 
 tourist arrivals in Malaysia by using Autoregressive Distributed Lag (ARDL) 
 co-integration  test.  The  positive  estimated  coefficient  indicated  the  countries 
 will continue travel to Malaysia regardless the EURO crisis.   


This relationship is also supported by Zidana (2015), who evidenced the 
significant  and  positive  relationship  between  nominal  exchange  rate  and 
international  tourism  receipts  by  using  Melawi  data  from  1980  to  2013.  The 
relationship  between  variables  was  proven  by  the  low  amount  of  R2  (0.37), 
which means only 37% of relationship of tourism arrivals can be explained by 
exchange rate, since there were different sets of factors affected tourism such 
as for short run, people will continue to travel regardless the exchange rate as 
they  already  made  their  travel  plans.  In  long  run,  people  continue  to  travel 



(40)countries’ economy and development. 


On  the  other  hand,  Yi  (2015)  also  analysed  the  existence  of  positive 
 relationship  between  exchange  rate  and  tourist  arrivals  by  using  of  218 
 countries. The study proved that when domestic currency value depreciated, the 
 exchange rate dropped and led to a decrease in tourist arrivals, which against 
 the common theory of past studies which showing negative relationship. The 
 reasons such as safety of country, performance of domestic country and status 
 of economic system will cause the coefficient of this study different from others. 


2.1.3 Relationship between Tourist Arrivals, Tourism Receipts  and Inflation


Inflation, is referring to the rising in price level of goods and services 
 for a given time period (Oner, 2010). The rising of inflation caused the rise of 
 a country’s cost of living. Inflation and deflation normally measured by using 
 Consumer Price Index (CPI), average prices of a baskets of goods and services 
 (Amadeo, 2018a). Rising of inflation in origin country or destination country 
 always proposes opposite relationship to tourist arrivals for destination country. 


This theory can be proven by several studies. 


Previous  researchers  Wang  and  Xi  (2016)  carried  out  a  recent  study 
related inbound tourism for China by using 178 origins countries between the 
period  of  1995  to  2012.  They  investigated  the  relationship  by  using  relative 
purchasing  power  parity.  According  to  the  research,  high  purchasing  power 
parity indicated high inflation in origin country and currency depreciation. Thus, 
the outbound of tourism of the origin country to China and inbound of China 
had been decreased. 



(41)Besides, there is also a similar result in the past studies between inflation 
 in tourism revenue in Malaysia by using multi regression model (Jayaraman et 
 al., 2011). The study showed the rising in the price of products or services in 
 the destination country  will cut  down the interest  of tourists  to  purchase and 
 affect tourism revenue. 


Other  than  that,  regarding  to  inflation,  some  studies  also  found  that 
 inflation  which  occurred  in  destination  country  will  cut  the  tourist  arrivals 
 (Martins  et  al.,  2017).  The  researchers  proved  that  the  decline  in  relative 
 domestic prices will help to rise the number of arrivals by using 218 countries 
 data from 1995 to 2012.  


Demir and Gozgor (2018) used EPU indexes for 15 countries to examine 
 the effects of rising of price level on tourist arrivals. As stated in past study, the 
 sign  of  coefficient  showed  that  the  domestic  rising  in  inflation  caused  the 
 tourism  outbound  to  decline,  and  hence  tourist  arrivals  for  other  countries 
 dropped.  


In  Taiwan,  Wang  (2009)  generated  a  research  and  proved  negative 
 relationship of the changes in price in destination and the inbound tourism. The 
 past study related that the rising in the prices in Taiwan reduced the purchasing 
 power  of  incoming  tourists.  As  a  result,  it  reduced  the  interest  of  tourists  in 
 buying  and  hence  reduced  the  number  of  tourist  arrivals.  Thus,  the  negative 
 relationship evidenced.  


Additionally,  Yong  (2014)  examined  the  relation  of  changes  in  price 
index  and  tourism  by  using  panel  data  of  14  European  countries.  The 
methodology,  Feasible  Generalized  Least  Squares,  proved  similar  sign  of 
relationship between the two variables. As the cost of travelling and price level 
rose, the tourism demand for European countries dropped, which equal to the 



(42)offset. Therefore, the relationship can convert to positive relationship. 


2.1.4 Relationship between Tourist Arrivals, Tourism Receipts  and Political Stability


Generally,  political  stability  refers  to  a  good  and  stable  political 
 situation  in  a  country  whereby  promote  and  attract  investments.  Political 
 stability is a vital indicator to measure the economic growth of a country. If a 
 country  is  politically  stable,  it  can  bring  a  positive  impact  on  economic 
 development (Ramadhan, Jian, Henry, & Pacific, 2016). The political stability 
 index is in between +2.5 (strong stability) to -2.5 (weak stability). 


There  is  a  study  that  carried  out  by  Mushtaq  and  Zaman  (2014)  to 
 investigate the relationship between political instability, terrorism and tourism 
 in nominated SAARC nations in the long run such as Pakistan, Srilanka, India 
 and Bangladesh over a period of 1995 to 2012. In order to achieve the objective, 
 panel Dynamic Ordinary Least Squares (DOLS) is used. The empirical results 
 suggested that a significant negative relationship was shown between political 
 instability  and  tourism  receipts  in  the  region.  The  negative  coefficient  of 
 political  instability  indicated  that  an  increase  in  political  instability  in  a 
 particular region will decrease tourism receipts in that region as well. Tourists 
 are responsive to the case of political instability in their vacations because such 
 event endangered a relaxed and undisturbed holiday. However, surprisingly, the 
 findings also suggested that there was a high significant positive relationship 
 between terrorism and tourism receipts in the region. 


Besides, there is another study that conducted by Habibi (2016) using 
the Generalized Method of Moment (GMM) to explore the non-economic and 
economic  sources  of  international  tourist  flows  to  Malaysia.  The  study  was 



(43)carried  out  by  using  annual  panel  data  set  that  included  33  countries  during 
 2000  to  2012.  A  significant  positive  relationship  between  tourist  arrivals  to 
 Malaysia and political stability in Malaysia was shown by the empirical results.  


The  positive  sign  of  the  estimated  coefficient  indicated  that  international 
 tourists  tend  to  visit  tourist  destination  which  can  give  them  a  high  level  of 
 security. 


In addition, there is a research that carried out by Zidana (2015) which 
 aim  at  investigating  the  macroeconomic  determinants  of  the  performance  of 
 tourism industry in Malawi from 1980 to 2013. OLS method was employed to 
 analyse  the  relationship  between  political  instability  and  international  tourist 
 receipts. The results showed that political instability had a negative relationship 
 to tourist receipts, though weakly significant. However, in the long run, political 
 instability had a significant  negative impact  on tourist  receipts.  The negative 
 sign of the estimated coefficient indicated that political instability in Malawi’s 
 neighbouring states was predicted for leading a decline of tourism receipts in 
 Malawi which was consistent with the study conducted by Mushtaq and Zaman 
 (2014). 


Unlike other researchers who carried out study on the individual effect 
of  terrorism  political  instability  on  tourist  arrivals,  Saha  and  Yap  (2014) 
conducted a study on analysing the effects of interaction between terrorism and 
political  stability  on  tourist  arrivals  using  the  moderation  effect.  Moderation 
effects  measured  the  collective  impacts  of  exogenous  variables  on  an 
endogenous  variable  instead  of  emphasising  on  the  effects  of  an  only 
exogeneous variable. The study was conducted using panel data for the period 
1999 to 2009 from 139 countries and the results showed that political instability 
and terrorism together had a substantial destructive effect on tourist arrivals in 
a country. 



(44)and Gross Domestic Product (GDP)


GDP refers to the market value of goods and services produced within 
 a selected country in a specific time period. There are different ways to measure 
 a country’s GDP, nominal, real, GDP per capita and GDP growth (Amadeo, 
 2018b). Apart from that, it can be calculated by using three approaches, namely 
 expenditure  approach,  income  approach  and  production  approach  (“GDP 
 Calculation Methodology”, 2018). 


Chulaphan and Barahona (2017) carried a research with the aim to study 
 the relationship between economic growth in Thailand and tourist expansion by 
 analysing  how  tourist  arrivals  from  different  areas  affected  the  Thailand’s 
 economic  growth.  Thailand’s  Industrial  Production  Index  (IPI)  and 
 international tourist arrivals per continent (Tr) from January 2008 to November 
 2015 was used. The empirical results showed that there was Granger-causality 
 between tourist arrivals from South Asia with economic growth in Thailand. In 
 other words, there was positive relationship between economy growth and the 
 tourist arrivals in Thailand. 


In  addition,  there  is  another  study  that  conducted  by  Sokhanvar, 
Ciftcioglu,  and  Javid  (2018)  to  investigate  the  causal  relationships  between 
economic  development  and  tourism  in  developing  market  economies.  This 
study  applied  Granger  causality  analysis  across  16  nations  to  find  the  causal 
relationships  between  international  tourism  receipts  (%  GDP)  and  economic 
growth (annual %) by using annual data for the period from 1995 to 2014. A 
unidirectional causality from tourism receipts to GDP growth in Brazil, Mexico 
and Philippines was shown from the empirical results. On the other hand, there 
was a unidirectional causality from GDP growth to tourism receipts in China, 
Indonesia, Malaysia and Peru. Besides, there was a mutual causality between 
GDP  growth  and  tourism  receipts  in  Chile  but  there  was  no  causality 



(45)distinguished  between  tourism  receipts  and  GDP  growth  in  South  Africa, 
 Hungary, Colombia, Thailand, Poland, Turkey and Russian Federation. 


Furthermore,  there  is  also  a  study  carried  out  by  Yazdi,  Salehi,  and 
 Soheilzad (2015) to study the causal relationship between the economic growth 
 and tourism in Iran from the year 1988 to 2013. The study was carried out by 
 using  Granger  causality  test,  Vector  Error  Correction  Model  (VECM)  and 
 ARDL  model.  The  Granger  causality  test  showed  that  there  was  a  mutual 
 relationship between tourism expenditure and economic growth in the short run 
 and long run in Iran. 


Habibi  (2016)  investigated  the  non-economic  and  economic 
 determinants  of  international  tourist  flows  to  Malaysia  using  the  GMM.  The 
 study was conducted by using data from 33 countries during the period 2000 to 
 2012. The results implied that GDP, which is a proxy of income had positive 
 relationship  with  tourist arrivals. This indicated that  the  greater the GDP  per 
 capita in a region, the more the tourist arrivals from that region. This is because 
 economic conditions in tourists’ local nations are very crucial for both demand 
 and arrivals in Malaysia. 


Borhan and Arsad (2016) conducted a study to investigate the dynamic 
short-run and long-run relationship between the number of international tourist 
arrivals from six European countries, namely Denmark, Germany, Sweden, UK, 
France and the Netherlands between four economic variables which are level 
of  income,  tourism  price  of  alternative  destination  nation,  tourism  price  and 
exchange  rate.  The  statistics  covered  the  period  from  quarter  1  of  1999  to 
quarter  3  of  2014  and  employed  the  ARDL  bounds  testing  approach.  The 
findings showed that income level had significant positive relationship on the 
number of tourist arrivals from  most of the countries  except  for  Sweden  and 
UK.  In  this  study,  it  discovered  that  the  result  of  income  on  tourism  can  be 



(46)Sweden  and  the  UK  to  Malaysia,  this  happened  because  they  considered 
 tourism  in  Malaysia  as  an  inferior  good,  indicating  that  tourists  from  these 
 countries preferred to travel to a more luxury destination around the world.  


Based  on  the  research  carried  out  by  Jayaraman  et  al.  (2011)  which 
 examined  the  macroeconomic  variables  that  affecting  tourism  revenue  in 
 Malaysia by using multiple regression model from 2002 to 2008, there was a 
 significant and negative relationship between GDP for Malaysia and Malaysia’s 
 tourism revenue. The negative relationship indicated that an increase in GDP 
 will reduce the revenue generated by tourists. This is against to the study done 
 by Chulaphan and Barahona (2017) stating that there was positive relationship 
 between GDP and the tourist arrivals in Thailand. 


Zidana  (2015)  conducted  a  research  on  investigating  the 
 macroeconomic determinants of the performance of tourism industry in Malawi 
 from  1980  to  2013  by  using  OLS  method  and  found  out  that  GDP  had  a 
 significant positive relationship on tourism receipts in Malawi in the long run. 


In other words, when there was a rise in GDP for source countries, there will be 
 an increase in tourism receipts for Malawi. However, there was no significant 
 relationship in the short run. 


Martins  et  al.  (2017)  found  out  that  there  was  positive  relationship 
 between  GDP  and  tourism  demand  when  they  conducted  a  research  to 
 investigate  the  relationship  between  tourism  demand  and  macroeconomic 
 variables  using  Poisson  panel  data  model.  The  database  was  consisted  of 
 unbalanced panel of 218 nations from 1995 to 2012. The positive relationship 
 indicated that a rise in the world GDP will increase tourism demand.  


From the study that carried out by Wu, Liu, Hsiao, and Huang (2016) 
which investigated the economic growth-tourism causality by employing Panel 



(47)Smooth  Transition  Vector  Error  Correction  Model  (PST-VECM),  the  results 
 showed that there was mutual relationship between GDP and tourism in both 
 long run and short run. The database included Macau SAR, South Korea, Japan, 
 Indonesia,  Malaysia,  Thailand,  Singapore,  China,  Australia  and  Hong  Kong 
 from  1995  to  2013.  This  was  consistent  with  the  study  that  done  by  Brida, 
 Lanzilotta, and Sebestian (2015) and Phiri (2015) that also supported the mutual 
 relationship between tourism and growth.  


Tang  (2013)  conducted  a  research  using  bounds  testing  approach  to 
 analyse the dynamic  relationship between real  GDP,  real  exchange rates  and 
 real tourism receipts in Malaysia that covered annual sample period from 1974 
 to  2009.  The  results  showed  that  there  is  no  Granger  causality  between  real 
 income  and  real  tourism  receipts  in  the  short  run,  whereas  there  was  mutual 
 relationship in the long run. Besides, in order to enhance the robustness of the 
 findings, this study employed ARDL, DOLS and FMOLS to estimate the long 
 run  elasticities  and  the  result  also  showed  that  there  was  significant  positive 
 relationship between real income effect on real tourism receipts, implying that 
 increase in real income in Malaysia will lead to an increase in tourism receipts 
 in Malaysia. 


2.2 Review of Relevant Theoretical Models


There  are  four  different  views  which  examined  by  past  researchers,  which 
 consists  of  Economic-Driven  Tourism  Growth  (EDTG),  Tourism-Led  Economic 
 Growth (TLEG), mutual relationship between economic growth and tourism, and no 
 causal relationship.  


There  is  a  handful  of  studies  that  provided  evidence  of  the  existence  of  a 
unidirectional relationship, known as TLEG hypothesis which is from tourism to the 



(48)direction.  Shahzad,  Shahbaz,  Ferrer,  and  Kumar  (2017)  and  Li,  Jin,  and  Shi  (2018) 
 suggested that tourism development promoted the economic growth, which advocated 
 for the TLEG hypothesis. Besides, Tang and Tan (2018) proposed that tourism affect 
 economic growth in a positive and significant way, which support the TLEG hypothesis. 


The  EDTG  hypothesis  suggested  that  the  development  of  economics  leads 
 tourism  to  positively  grow.  Reason  supporting  this  hypothesis  stated  the  economic 
 growth  of  a  country  not  only  leads  tourism  facilities  to  develop,  it  also  brought 
 education sector and safety progresses to have a positive grow, thus caused the positive 
 rise of tourist arrivals (Sokhanvar et al., 2018). Payne and Mervar (2010) revealed one-
 way direction relationship which support the EDTG hypothesis. Moreover, from the 
 research done by Oh (2005), the results shown that there was an existence of one-way 
 causal relationship of economic-driven tourism growth. 


Apart  from  the  unidirectional  hypotheses,  some  scholars  also  found  that  the 
 existence of the causal relationship between tourism and the economy growth can be 
 on bilateral character running in both directions (Antonakakis, Dragouni, Eeckels, & 


Filis, 2015). For instance, the findings of Yazdi et al. (2015) in Iran and Wu et al. (2016) 
 in  Taiwan  supported  to  the  bidirectional  hypothesis,  which  indicated  the  mutual 
 relationship across the tourism and economy growth. Based on the past study carried 
 out by Bilen, Yilanci, and Eryüzlü (2017), twelve Mediterranean countries data from 
 year 1995 to 2012 was tested in order to examine the relationship between economic 
 growth and tourism development. The study proved the existence of bidirectional long-
 run and short-run causality between tourism and economic growth. Furthermore, from 
 the  studies  done  by  Odhiambo  (2011)  concluded  that  the  TLEG  hypothesis  is  only 
 applicable to Tanzania in short run while in long run, it is where the growth-led tourism 
 hypothesis dominated.  


However, at the same time, there were few past studies proved neutral (or non-
causal)  relationship,  which  can  be  said  as  there  is  no  impact  between  the  economic 



(49)growth  and  tourism,  and  vice  versa  (Sokhanvar  et  al.,  2018).  As  in  the  cases  of 
 Katircioglu (2009) who tested the TLEG hypothesis, the results shown that in Turkey, 
 there was no cointegration between international tourism and economic. Tang and Jang 
 (2009)  in  the  US  also  discussed  that  there  was  no  causal  relationship  between  the 
 economic growth and tourism can be confirmed.In addition, the results from Kasimati 
 (2011)  who  investigated  Greek’s  economic  growth  and  tourism  industry  by  using 
 Granger  Causality  Test.  The  finding  showed  the  absence  of  relationship  between 
 tourism  and  economic  growth.    Moreover,  Antonakakis  et  al.  (2015)  found  that  the 
 tourism-economic growth relationship is not stable over time as it is very responsive to 
 major economic events. 


2.3 Proposed Conceptual Framework


Figure 2.1: Factors Contributing to Tourism Revenue 


Exogeneous Variables   Endogenous Variables 


-  Political Stability 
 -  Exchange Rate 
 -  Inflation 


-  Gross Domestic 
 Product (GDP) 


Tourism Receipts 
Tourism Arrivals  



(50)Based on the literature reviews, previously there are many studies that focus on 
the relationship  between tourist arrivals and tourism receipts  and its  determinants  in 
different  nations  using  different  approaches.  However,  the  results  from  the  above-
mentioned studies were hardly to be consistent with each other. Therefore, we would 
like to examine the significant relationship between the endogenous variables (tourist 
arrivals and tourism receipts) and the exogenous variables (inflation, GDP, exchange 
rate  and  political  stability)  in  order  to  throw  some  light  on  the  inconsistency  of  the 
findings from the previous researchers. For the next chapter, we will discuss on the data 
and methodology for conducting the test. 



(51)CHAPTER 3: METHODOLOGY


3.0 Introduction


The  time  series  and  cross-sectional  data  are  pooled  together  to  examine 
 relationship  between  tourism  receipts  (TR),  tourist  arrivals  (TA)  and  independent 
 variables such as exchange rate (ER), political stability (PSI), gross domestic product 
 (GDP), and inflation (INF). The balanced data consists of annual data for the variables 
 from  ten  selected  Asia  Pacific  countries  which  are  Malaysia,  Indonesia,  Thailand, 
 China, Korea, Japan, Australia, Hong Kong, Macau and New Zealand for the period of 
 year 2002 to year 2016. The secondary data are collected from World Bank (2018) and 
 Global Economy (2018). 


The main economic approach we used in this study is cointegration test which 
 is test for the long run relationship between variables. Before the cointegration test, it 
 is compulsory to check the presence of unit roots. We choose Im-Pesaran-Shin (IPS) 
 test  and  Fisher  ADF  test  to  examine  the  presence  of  unit  roots  in  panel  data.  Even 
 though  the  model  contains  unit  root,  but  if  the  stochastic  trend  moves  at  the  same 
 direction,  it  will  not  lead  to  spurious  regression  problem.  When  the  stochastic  trend 
 moves at the same direction, it will have a genuine relationship and there is a possibility 
 of  cointegration  between  variables.  Pedroni  cointegration  test,  Kao  test,  DOLS  and 
 FMOLS  are  applied  to  examine  the  long  run  relationship  among  the  variables.  The 
 Granger  Causality  test  is  applied  to  test  the  presence  of  causal  relationship  between 
 variables. 


The  hypothesis  development,  model  specification,  data  collection,  data 
description, analysis method and conclusion will be revealed in this chapter. 



(52)Previous chapter discussed existing theories and relationships between tourist 
 arrivals and tourism receipts as well as the association between exchange rate, political 
 stability, inflation and GDP. It has formed the basis for the hypothesis of this research.  


According  to  chapter  two  literature  review,  there  is  a  negative  relationship 
 between exchange rate and tourist arrivals and tourism receipts. If the exchange rate of 
 tourism  destination  country  depreciates,  the  amount  of  tourism  receipts  and  tourist 
 arrivals will increase. Also, inflation is negatively correlated with tourist arrivals and 
 tourism receipts. This is due to the rising of price level of goods and services in tourism 
 destination  will  reduce  the  purchasing  power  of  tourists  and  tourism  revenue. 


Subsequently, the political stability is positively correlated with tourism receipts and 
 tourist arrivals. The positive relationship reflected that the international tourists tend to 
 visit  tourist  destinations  which  can  give  them  a  high  level  of  security.  Whereas,  the 
 relationship  between  GDP  and  tourist  arrivals  and  tourism  receipts  is  positive.  It 
 indicated  that  the  higher  the  GDP,  the  more  the  number  of  tourist  arrivals  and 
 subsequently,  tourism  receipts  increase.  The  hypotheses  of  our  study  are  as  shown 
 below: 


Exchange Rate

•  H0: The relationship between exchange rate and tourism revenue is not 
 significant. 


•  H1:  The  relationship  between  exchange  rate  and  tourism  revenue  is 
 significant. 


Inflation 


•  H0:  The  relationship  between  inflation  and  tourism  revenue  is  not 
 significant. 


•  H1:  The  relationship  between  inflation  and  tourism  revenue  is 
significant. 



(53)Political Stability

•  H0: The relationship between political stability and tourism revenue is 
 not significant. 


•  H1: The relationship between political stability and tourism revenue is 
 significant. 


GDP 


•  H0:  The  relationship  between  GDP  and  tourism  revenue  is  not 
 significant. 


•  H1: The relationship between GDP and tourism revenue is significant. 


3.2 Model Specification


This  study  proposed  the  econometric  regressions  to  examine  the  long  run 
 relationship  between  tourist  arrivals  and  tourism  receipts  (dependent  variables)  and 
 exchange rate, GDP, inflation, and political stability (independent variables). Equation 
 (1) and (2) are economic models while equation (3) and (4) are econometric models. 


They are formed and specified as below: 


𝑇𝐴 = 𝑓 ( 𝐸𝑅, 𝐺𝐷𝑃, 𝐼𝑁𝐹, 𝑃𝑆𝐼)      (1) 
 𝑇𝑅 = 𝑓 ( 𝐸𝑅, 𝐺𝐷𝑃, 𝐼𝑁𝐹, 𝑃𝑆𝐼)       (2) 


𝑇𝐴𝑖𝑡=  𝛽0+   𝛽1 𝐸𝑅𝑖𝑡+   𝛽2 𝐺𝐷𝑃𝑖𝑡+   𝛽3 𝐼𝑁𝐹𝑖𝑡+   𝛽4 𝑃𝑆𝐼𝑖𝑡 +   ԑ𝑖𝑡       (3) 
 𝑇𝑅𝑖𝑡=  𝛽0+   𝛽1 𝐸𝑅𝑖𝑡+   𝛽2 𝐺𝐷𝑃𝑖𝑡+   𝛽3 𝐼𝑁𝐹𝑖𝑡+   𝛽4 𝑃𝑆𝐼𝑖𝑡+   𝑢𝑖𝑡       (4) 


where TA represents tourist arrivals, TR refers to tourism receipts, ER is exchange rate, 
GDP represents gross domestic product, INF refers to inflation, PSI is political stability 
while ε and u are error terms. 𝛽0 is intercept while β1, β2, β3 and β4 are parameters to be 
estimated. For the it, i represents country and t represents time period.  



(54)percentage and points, natural logarithmic form is used in all variables for the purpose 
 of  reducing  the  skewness  of  data  and  increasing  the  normality  of  the  distribution  in 
 order  to  make  the  results  become  interpretable  (Benoit,  2011).  The  two  natural 
 logarithmic form models are as follow: 


𝑙𝑛 𝑇𝐴𝑖𝑡=  𝛽0 +   𝛽1 𝑙𝑛𝐸𝑅𝑖𝑡+   𝛽2 𝑙𝑛𝐺𝐷𝑃𝑖𝑡+   𝛽3𝑙𝑛𝐼𝑁𝐹𝑖𝑡+   𝛽4𝑙𝑛𝑃𝑆𝐼𝑖𝑡


+   ԑ𝑖𝑡       (5) 
 𝑙𝑛𝑇𝑅𝑖𝑡=  𝛽0+   𝛽1 𝑙𝑛𝐸𝑅𝑖𝑡+   𝛽2 𝑙𝑛𝐺𝐷𝑃𝑖𝑡 +   𝛽3 𝑙𝑛𝐼𝑁𝐹𝑖𝑡+   𝛽4 𝑙𝑛𝑃𝑆𝐼𝑖𝑡


+   𝑢𝑖𝑡      (6) 


where lnTA is  natural  log  of  tourist  arrivals, lnTR  is  natural  log  of  tourism  receipts, 
 lnGDP  refers  to  natural  log  of  GDP, lnINF  refers  to  natural  log  of  inflation, lnPSI 
 represents the natural log of political stability while ε and u are regression error term. 𝛽0
 is intercept and β1, β2, β3 and β4 are parameters to be estimated. For the it, i represents 
 country and t represents time period.  


The  equation  (5)  is  determined  as  Model  1  which  tests  for  the  relationship 
 between  tourist  arrivals  and  all  independent  variables  while  the  equation  (6)  is 
 determined as Model 2 which tests for the relationship between t
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