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Abstract

The growth of tourism refers to the gradual evolution of tourism which is an important factor for the
productivity of a country’s economy. There is need to understand the essential meaning of international
tourism and trade, which are expected to be quite dependant on the exchange rate regimes. The
international trade is another argument commonly used to justify the exchange rate policy. When is
measured the economic impact of tourism, it should be underline the essential causality among real gross
domestic product, real effective exchange rate and international tourism. In this way, tourism should be
seen as a moving factor with an important contribution for the economies.

Key words: Economic growth, Managing, Tourism, OLS regression, GDP, REER.

JEL:F31,011.

1. INTRODUCTION

The growth of tourism refers to the gradual evolution of tourism which is accomplished with the complete
evaluation and the rational exploitation of tourism resources, with the increase of tourism productivity
and its qualitative improvement as with its adjustment to the needs or desires of tourists. The role of
tourism to the economic growth and to the progress of modern societies has become a common awareness
in political authorities worldwide. For this reason many attempts are being made in order to develop
tourism, being amongst the most important sectors of economic activity, to the benefit of their economies
as quickly and as effectively as possible. The contribution of the tourist sector is beneficial for a country’s
economy due to its influence on sectors other than the foreign exchange sector. Here are included, for
example, the employment sector, the business sector, the income sector, the cultural sector and the fiscal
sector. Also, there is need to underline the essential meaning of international tourism and trade, which are
expected to be quite dependant on the exchange rate regimes. The international trade is another argument
commonly used to justify the exchange rate policy. In this sense, more fixed exchange rates are expected

to promote international trade and tourism via reduced uncertainty in the international transactions.

'University Professors at Faculty of Tourism and Business Logistics, Goce Delcev University - Stip, Macedonia
* University Professor at School of Business Economics and Management, University American College, Skopje,Macedonia
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However, the empirical literature is not conclusive in this task. The evidence about the effect of less
exchange rate volatility on trade is mixed (McKenzie, 1999). The results are very sensitive across studies,
depending on countries and periods considered.

In addition, the study covers several countries and explains the impact of tourism on their economy. Also,
here is made an estimation which measured the effect of tourism on the following countries: Spain,

Greece, Ireland, Italy, Malta and Macedonia.

2. LITERATURE REVIEW

Sustainable tourism is a sub-branch of sustainable development that was put on the world agenda.
Research investigating the competitive advantage of small tourism business has consistently emphasized
the importance of high-quality entrepreneurship as key factor in business survival and growth. The ability
to identify and operate in a particular market niche enables the firm to exploit a range of specializations
and being competitive (Tinsley and Lynch, 2001). Tourism businesses have been identified as essential
actors for creating jobs and generally growing the economy. Also here is attempt to identify the constructs
that influence in building high-quality entrepreneurship in tourism industry.

Whether we analyze profit business or a non-profit entity, one of the steps necessary to complete is the
preparation of a business plan for tourism development opportunity. Based on the preparation and
analysis of financial projections in the business plan, there should have identified both the amount and
type of financing that are required to carry out the project. Some form of financing is needed to assist
with the initial construction and start-up costs associated with your new and/or expansion tourism project.
In addition, you may need financing assistance to support your organization’s working capital
requirements. There are a number of different sources available to help finance tourism venture. This will
help to identify a wide range of economic, social, policy, and firm factors that may affect the development
of high-quality entrepreneurship. Also it will enable entrepreneurs to uncover the critical role of
high-quality entrepreneurship in economic growth and in rural development too. One of the associations
for entrepreneurs is the fact that they innovate. In this way they create and employ (ACCA, 2012a).

In context for new ventures, according to the researchers, are far more important in bringing new ways
into economic process than are established firms(Porter 2001). High-growth and high-potential small
tourism businesses have positive impacts on economic growth. Possibility to understand entrepreneurship
quality is very important in a way to discuss about essential meaning of entrepreneurial leadership,
market and marketing orientation, differentiation and tourism destination development. This will enhance
accessing high-quality entrepreneurship in tourism industry. Growth in the tourism industry will bring
benefits which will facilitate job creation (Ayyagari et al.,2003). The government views this as an

opportunity to create employment and to bring in equality in the country’s job market.

3. SNAPSHOT THE COUNTRIES - GENERAL DATA

3.1 Spain
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Taking in advance the existing research by considering both exports and tourism as potential influencing
factors for economic growth in Spain, there is an analysis where is used CGE model. This model helps
to show the economic influence of tourism. In this way it’s quantified the effects of an additional increase
in tourist demand. Increased tourism expenditure leads to adjustments through a real exchange rate
appreciation that reduce exports from other exporting sectors and increases imports. When this will be
mixed with other general equilibrium effects through intermediate demands, factor markets and
consumption, leads to reductions in output in some sectors. The exact effects on different sectors are a
result of positive and negative effects, so the actual results are difficult to predict without numerical
simulation. The gain in welfare following a tourism boom was found to be relatively small. This is
because tourist expenditure doesn’t in itself create value. That is done by factors that provide services for
tourists. In absence of tourism boom, these factors could be employed in other sectors. The tourism boom
increases productivity of these factors, hence their wage, by increasing the possibilities of employment
open to them. So the CGE model doesn’t assess the importance of tourism in terms of what proportion
from GDP is attributable to tourism. One the results offer from Kehoe (Kehoe et al., 1995), design to
analyze the impact of tourism, is a simple shock to the demand for foreign tourism, of +10%. As a result
of the increase in tourism, welfare increases by 27.7 bilion pesetas, or 0.05% of GDP. Also in his research
he determines that the aggregate trade demonstrates that reductions in the value of non-tourism exports

and increases in imports offset the increased revenues from tourism.

3.2 Greece

Another analysis which focuses on economic impact of tourism, is maden for Greece. In this study is
empirically shown the tourism impact on the long-run economic growth of Greece by using the causality
analysis among real gross domestic product, real effective exchange rate and international tourism
earnings. So, it’s applied VAR model to gain the main objective - examining to what extent the Greek
economic growth responded to the evolution of external international tourist activity during the period
1960-2000. In this study to be tested the causal hypotheses are used a few variables, which include
international tourism earnings, economic growth and real effective exchange rate. For this aim are
investigated the possible causal relationships between the examined variables in order to provide answers
for drawing conclusions for economic growth of the studied country. So, the author Papatheodorou (2005)
to test these variables used the Johansen cointegration test and then Granger causality tests based on a
vector error correction model. The results of the cointegration analysis suggest the existence of
cointegration relationship between the three variables- the relationship among international tourism
earnings, real exchange rate and economic growth in one tourist country. The results of the cointegration
analysis suggest the existence of cointegration relationship between the three variables. This indicates the
presence of common trend or long-run relationships among these variables. The results of the causality
analysis denote that international tourism earnings and real exchange rate cause economic growth with a
strong causal relationship, while economic growth and real exchange rate cause international tourism

earnings with a simply causal relationship.
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Generally, the significant impact of tourism on the Greek economy justifies the necessity of public
intervention aimed, on the one hand, at promoting and increasing tourism demand, and, on the other hand,
providing and fostering the development of tourism supply. The intense state intervention for tourism
growth and especially for tourist economy, arises either directly from the performance of tourist
infrastructure works or indirectly from the mechanism of funds and incentives. This is a characteristic
feature of modern tourism, but also it is factual evidence that the state tries to develop tourism, which is

regarded as one of the most important sectors of economic activity.
3.3 Ireland

Irish tourism is facing its greatest challenge in several decades as a result of the impact of the recent
global recession on international travel and the changing patterns of demand for holidays in Ireland. The
short term outlook of slow economic recovery in Ireland’s principal source markets suggests a continuing
difficult trading period for most businesses, with recovery to pre-recession levels at least 3 to 5 years
away. However, tourism as an export industry can play an important part in restoring the Irish economy to
growth. Tourism recovery is essential to the sustainability of many businesses and to maintaining
employment. The speed of recovery for Irish tourism will depend on the success or otherwise of winning

market share in a slow growth environment.

Figure 1. Overseas visitor expenditure in Ireland (€Em) 1990-2009

W Great Britain Other Europe W USA and Canada W Other Areas

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

. El:enauc((m) .
§ § § § &

2

Source:CSO/Failte Ireland

In this context, the statistic for Ireland shows that despite the downturn, tourism earned €5.4 billion in
2009 with receipts from out of state visitors at just under €4 billion, plus a further €1.4 billion spent by
domestic tourists. The explanation for this is that the main driver of the growth in demand over the past
two decades has been primarily economic prosperity in source markets, coupled with supply side factors

such as the expansion of the range of attractive holidays on offer, new routes and cheaper airfares, and
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aggressive marketing. Also, here is the fact that economic recovery is key to renewed demand for travel.
This means that the primary determinant of demand remains the economy in each source market. The
outlook for a slow, economic recovery in most developed countries suggests that an upturn in demand for
travel will also be slow. The euro zone crisis has the potential to at least stall the economic recovery
underway in the developed world, while the continuing rise in unemployment is likely to dampen
consumer confidence. Pick up in employment, while historically lagging economic recovery, may be
more sluggish this time. The IMF has recently raised its forecast for global economic growth this year,
from 4.2 % to 4.6%, while warning that the risk of a slowdown had increased sharply. The forecast rate of
growth in the developed economies of Europe and North America is closer to 2% per annum over the
next three years. Worries about sovereign debt and budget imbalances in the developed world continue as

big threats to the recovery in Ireland’s top source markets.

Figure 2.Real GDP growth:% annual change 1980-2015

10

eV =

1960 1962 1984 1986 1988 1990 1992 1994 1996 1996 2000 2002 2004 2006 2008 2010 2012 2014
s World s Advanced Emerging

Yearon year % change

Source:IMF

The surveys show that the key challenges which Ireland’s tourism industry currently faces are:
-competitiveness of the Irish offering in key source markets;

-securing adequate and competitive air access services from all of the key source markets;

-ensuring that the marketing of Ireland by the agencies and businesses is effective and maximises the use

ofavailable funding.

3.4 Italy

As far as Italy is concerned, many studies suggest that a long run bi-directional temporal causality is
assessed for international tourism and economic growth. When is measured the economic impact of
tourism, it is found that only physical capital is influenced by economic growth, traditional exports and

tourism in the long term. The findings also suggest the importance of physical and human capital
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accumulation in the process. Furthermore, it is also found that traditional exports Granger cause economic
growth in the short-run. Consequently, there is a strong influence from exports to economic growth, since
it exists in both short and long terms. It is observed that the economic growthdriven exports mechanism is
also valid.

The results for Italy are consistent with its economic history. A study explains that by 1950 Italy had
become the world’s third most popular tourist destination after the United States and Canada (Jenkins,
2006). Between 1951 and 1965, tourism growth in Italy averaged 11.5% per annum, and tourism’s share
of exports rose from single figures to 19.3% (Formica and Uysal, 1996). During and after this period the
international tourism scene changed dramatically as population growth and demographic changes,
technological innovations and socio-economic developments encouraged international travelling and
competition, and as tour operators began to invest heavily in the comparatively cheap coastal areas of the
Mediterranean (e.g. Greece, Spain, Turkey). Also, some authors underline the fact that additional negative
factors limited Italy’s ability to attract tourists from the 1970s to the 1990s, such as Italy’s lack of quality
accommodation and transport services, negative publicity stemming from natural disasters and pollution,
crowding and congestion in major tourist centres, or petty crime, amongst others (Cooper et al., 2005).
Later on, the 1992 recession and the continued stagnation of the Italian economy created inflation in
tourism. However the devaluation of the lira in September 1992, and the unstable political situations in
the former Yugoslavia, the Middle East, Egypt, Turkey and Spain had positive impacts on international
travel to Italy and promising projections were made for the period 1994-2000. So, the message is more
than clear — tourism expansion has crucial role for long-run economic growth, and also, here is the

importance of physical and human capital with respect to economic growth and tourism expansion.

3.5 Malta

Malta depends on imports of many foods and animal feeds. It is also highly dependent on imports of fuel,
and many manufacturing industries must import raw materials such as chemicals and other intermediate
goods. Services dominate the economy, accounting for over 70% of GDP. Tourism is of primary
importance, and the fact is that the number of visiting tourists fluctuates significantly, depending on outside
factors. The direct contribution of tourism to the economy can be measured in terms of its contributions to
GDP, to the balance of payments and to gainful employment. In recent years, tourist expenditure directly
contributed around 15 percent of the Maltese GDP and 25 percent of foreign exchange inflows from
exports of goods and services. Multiplier analysis related to Maltese incoming tourism would seem to
indicate that tourism expenditure tends to have a higher multiplier effect than the bulk of merchandise
exports, since the value added content of production associated with tourism tends to be relatively high
(Briguglio et al., 2006). Tourism also contributed to the domestic economy through international
transportation, since a considerable amount of incoming tourists use the national carrier, Air Malta, in
scheduled flights and charter hire. In recent years, transportation expenditure associated with tourism
amounted to an estimated 5 percent of foreign exchange inflows from exports of goods and services. At

present, tourism does not contribute as much as manufacturing to the Maltese economy, in terms of
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income and employment. However, the economic contribution of tourism is growing while that of,
manufacturing is declining, and it is quite possible that within a decade the share of GDP originating from

tourism will overtake that originating from manufacturing.

3.6 Macedonia

Macedonia is a country with enormous tourism potential, with attractive and very diverse scenery in
many places, interesting old towns and villages, a good local cuisine and welcoming people. However,
tourism, especially international tourism, i.e. the export of tourism services, is extremely competitive, and
standards of facilities offered elsewhere, including in neighbouring European countries, the most natural
competitors for Macedonia, have risen substantially in the past two decades. Macedonia has not matched
this progress. Moreover, is not an especially easy country to reach by air, with very few inexpensive
flights, and has sub-standard road and rail links with most neighbouring countries. Quite clearly, the 2001
political crisis in the country, a time of serious tension between the country’s ethnic Albanian and
Macedonian populations, had a major negative impact on tourism. The number of tourists visiting
Macedonia was generally over a million for each year of the 1980s, with total bed-nights averaging over
3.5 million per year. In the 1990s there was already some decline, but numbers collapsed in 2001 to
333,000 tourists and only 1.25 million bed-nights. Since 2001, numbers of tourists have come up again,
reaching about half a million in 2006, with 1.9 million bed-nights. Even now, therefore, tourist numbers
have only recovered to about half their 1980s levels. Moreover, within all the above totals, foreign tourist
numbers fell further and have recovered less well than have domestic tourists. However, a study which
emphasis the economic influence of tourism in Macedonia is shown by Petrevska (2012). The author’s
analysis show empirical evidence that tourism contributes to Macedonian economy and might be
classified as important industry. The results suggest that Macedonia was not immune to negative shocks
and it is normally to continue to face numerous and unexpected challenges in future. The undertaken
in-depth analyses confirmed that tourism in Macedonia was infected by the world financial crisis. More
specifically, the negative impacts were detected in the GDP created in tourism, as well as within the
employees from tourism industry, thus producing series of damaging effects on the overall economy. Also,
Petrevska underline that the domestic tourists, as well as the foreign ones, were faced with rapid decrease
in consumer landing which consequently led to reducing the tourist inflows and outflows for 30% and
40% respectfully. Although some governments decreased taxes referring tourism and hospitality services
in the line of assisting their tourism industries easier and quicker to recover, that was not the case with
Macedonia. Regardless the discouraging shocks of the last financial recession and the declined
projections for the current year, the forecasts predict that the upward trend in tourism development in
Macedonia will continue.

Given this background, planning a better future for the tourism sector should entail at least the following
steps within the framework of the recently adopted tourism development strategy which include
promoting itself actively as a safe and welcoming tourist destination; building infrastructure relevant to

the tourism industry; upgrading the skills needed for the tourism industry through well targeted training
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programs focusing on language skills, service standards, etc.as well the financial infrastructure of the

country (need for establishing upgrading modern standards that international visitors increasingly expect.

4. DATA AND METHODOLOGY

We use World bank data' here from 1993 to 2012 to estimate the effect of tourism on the selected
countries in the sample :Macedonia, Malta, Ireland, Spain, Italy, Greece. As a proxy variable for tourism
we use tourist receipts, in the analysis we include and exchange rate as proxy for international prices this
is REER (Real effective exchange rate) and Air departures as a proxy for transport infrastructure which is
of importance for the tourism industry and the growth of the country. As a dependent variable in our
models is per capita GDP growth variable. We apply OLS regression with country effects and we estimate
three models, and also we use Dickey fuller technique on the residuals from the first model in the OLS
regression to check for the cointegration of the variables.

4.1 Definitions of the variables

Definitions of the variables that are being used in our models are given in the following table:

Table 1. Definitions of the variables

Annual percentage growth rate of GDP per
. capita based on constant local currency. GDP
GDP per capita growth(annual rate %) .. _ ..
per capita is gross domestic product divided by

midyear population.

International tourism receipts are expenditures

by international inbound visitors, including

International tourism, receipts (% of total payments to national carriers for international
exports) transport. Their share in exports is calculated

as a ratio to exports of goods and services,
which comprise all transactions between

residents of a country and the rest of the world.

Real effective exchange rate is the nominal

) ) effective exchange rate (a measure of the value
Real effective exchange rate index (2005 =

100)

of a currency against a weighted average of
several foreign currencies) divided by a price
deflator or index of costs.

domestic takeoffs and takeoffs abroad of air

worldwide
carriers registered in the country.

Source: State Statistical Office (various years, various publications).

5. ANALYSES, RESULTS AND DISCUSSION
5.1 Descriptive statistics

" http://data.worldbank.org/
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Descriptive statistics of the model is of importance to have first insight in the values of the variables and
their statistical properties.

Table 2. Descriptive statistics

Variables Obs Mean Std. Dev. Min Max
GDP per capita growth(annual rate

106 1.361604 | 2.966469 -7.95 6.21
%)
International tourism, receipts

94 14.16819 | 9.142885 2.08 35.28
(current US$)
Real — effective exchange rate index |,/ | 4 501607 | 0080826 | 4.39556 | 4.900076
(2005 = 100)
Air transport,  registered  carrier

108 54.5 31.32092 1 108
departures worldwide

Source: Authors’ estimations

5.2 OLS regression and country effect analysis
In this section we do OLS regression on three models and we estimate cross-country effects. Three
models are reported in the following table. We estimate the following functional forms

y=a+ITr+n+i+¢& W

Where 7 is the economic growth in per capita terms variable, @ is the constant of the variable and are
tourist receipts as percentage to export and 71 are the other two variables namely infrastructure variable
and exchange rate. And € is the usual error term, that is white noise error term that should follow normal
distribution N(0~ o 2) for the estimated coefficients to be BLUE(Best Linear Unbiased Estimators).
And [ are the countries that we control for.

Table 3. Reported regression results

Growth of GDP per capita is dependent variable
1) (2) 3)

Independent

variables Coef. P>ltl Coef. P>ltl Coef. P>ltl
Tourism receipts 0.35 0.14 0.51 0.04 0.44 0.09
Exchange rate -2.76 0.05 -2.85 0.04
Air departures 0.18 0.16
Malta 0.92 0.11 0.73 0.20 0.76 0.18
Ireland -0.38 0.31 -0.80 0.06 -0.78 0.06
Spain 0.75 0.16 0.61 0.25 0.45 0.41
Italy 0.50 0.13 0.12 0.76 0.11 0.77
Greece 0.07 0.83 -0.32 0.40 -0.25 0.51
Constant -0.33 0.68 12.17 0.05 12.09 0.05
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Functional form

0.0224 0.1921 0.2694
(p-value)
R’ 0.2542 0.3023 0.3272

Source:Authors’ estimations

*Macedonia is benchmark country in the three regressions

From the results we can observe that tourist receipts in all three models are positive and significant or
nearly significant, especially in the presence of exchange rate ,and exchange rate influences negative and
statistically significant on economic growth per capita, in the presence of infrastructure variable signs on
the exchange rate variable and air departures are as expected while infrastructure exerts positive
relationship with economic growth. When we examine country effects only Ireland and Greece show
negative relationship between economic growth and tourist receipts or more precisely more negative
relationship against the benchmark country Macedonia. Coefficients on the other countries are reported in
the table above.

5.3 Cointegration of the variables economic growth per capita and tourism receipts

Cointegration refers to the fact that two or more series share an stochastic trend (James, 2007). Engle and
Granger (1987) suggested a two step process to test for cointegration (an OLS regression and a unit root
test), the EG-ADF test.

From the previous regression we save residuals and test for stationarity .If two series do not contain unit
root they are cointegrated'

Table 4. Dickey-Fuller test for unit root

Number of obs =
Dickey-Fuller test for unit root 50
1%
Test Statistic Critical 5% Critical | 10% Critical
Value Value Value
Z(t) -6.059 -3.58 -2.93 -2.6
MacKinnon approximate
p-value for Z(t) = 0.000

Source:Authors’ estimations
Here we can see that the residuals do not contain unit root we reject the null hypothesis of unit root and
accept alternative of stationarity.
5.4 Trend analysis
On the next graphs we just do visual inspection for a panel of countries to see in which panel we have

positive and where there is a negative relationship between economic growth and tourism receipts.

' P-valueis 0.000
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From the above graphs we can see that Ireland, Italy and Greece have negative trends while in other

countries such as Macedonia, Malta and Spain there is positive trend between these two variables.

6. CONCLUSION

From the above analysis, there is statistically significant proof, of the relationship between the tourism
receipts and economic growth. This relationship is positive and merely significant. Also the residuals of
this regression when tested for stationarity, proved that they do not contain unit root, i.e. that the two series
(economic growth and tourism receipts) are co-integrated. This is in line with the proof for causality. On the
other hand real effective exchange rate in presence of tourism receipts exerts negative and statistically
significant relationship. While air departures as proxy for infrastructure exert positive relationship with
economics growth in presence of exchange rate and tourism receipts. The implication is that international
tourism expansion plays a relevant role for the economic growth in the economies mentioned above. The
intense state intervention for tourism growth and especially for tourist economy, arises either directly
from the performance of tourist infrastructure works or indirectly from the mechanism of funds and
incentives. Generally, this is a characteristic feature of modern tourism, but also it is factual evidence that
the state tries to develop tourism, which is regarded as one of the most important sectors of economic
activity. Also, here is the meaning of the impact exchange rate arrangements on international tourism. All
these countries are examples for economies that are moving faster with an important contribution of
international tourism. In this way, governments should be aware of the potential positive role of tourism
and thus how to gain a comparative advantage from such an economic activity.
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