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Abstract: Problem statement: Given the high contribution of tourism industry fhe Malaysian
economy, Malaysia has a vast view to increase @gket share of the international tourist arrivals i
the Asia Pacific region. Therefore, this study mftés to investigate the long run and short run deima
for tourism from top ten markets (countr@pproach: To accomplish this objective the ARDL bound
test approach to cointegration was carried outjfmrterly time series data from 1998:Q1 to 2007 Q3
A three-stage procedure followed to test the dinecbf causality. In the first stage the order of
integration was tested using the Augmented DickeleF (ADF) and Phillips Perron (PP) unit root
tests. The second stage involved testing for thistence of a long-run equilibrium relationship
between arrivals, income, tourism price, tourisnbssitute price and travel cost. The third stage
involved constructing standard Granger-type catysédists augmented with a lagged error-correction
term where the series were cointegraiesults: The result of ADF and PP unit root tests confirmed
that all variables were stationary at first difiece. In addition the results indicated that a long
relationship and between variabl&Sonclusion: The results indicated that tourists from these ten
countries seem to be highly sensitive to the paing the alternative destinations are complemerttary
Malaysia. In addition the results showed that thtbeak of Severe Acute Respiratory Syndrome
(SARS, 2003) had a negative affects significantfgcded Malaysia’s tourism demand.
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INTRODUCTION Figure 1 shows that in 1980, the total tourist
arrivals to Malaysia were 2.3 million and increased
Before its independence in 1957, the Malaysiarabout 21 million in 2007 at an average annua cit
economy was heavily dependent on primaryl0.1%. Within the last 27 years total tourist aat$vto
commodities mainly tin, rubber, palm oil and pettoh ~ Malaysia had increased especially in visit Malaysia
products. Tourism industry affects positively ore th year's in 1990, 2000 and 2007 at a growth rate3of 5
economy besides an increase in foreign exchangd8.9 and 19.5% respectively. Also tourist recelmsl
earning and employment opportunities. The Malaysiafncreased from RM 0.7 billion in 1980 to RM 46.1
government has serious attention to develop tourisrRillion in 2007 at an annual average rate of 13314%
industry after decrease in oil and the world ecocom The Gulf War in 1991, the Asian financial crisis in
recession in the middle of the 1980s. The Minisify 1997 and the outbreak of Severe Acute Respiratory
Culture, Arts and Tourism had established in 198 a Syndrome (SARS) in 2003 have negative affects on
later upgraded it to the Ministry of Tourism in 200 intérnational  tourist ~ arrivals at an aahu
The government was also allocated amount of fund tgVerage rate of-12.5,-13 and -20.4% respeiyt
tourism industry besides providing sufficient basic s
infrastructure. In 2006, tourism Malaysia receiai¥o 40000

more funding for advertising and other promotions i 000

preparation for Visit Malaysia Year in 2087 The 10o0o M.--W
Malaysian government will spend RM1.8 billion under IS Y :

the Ninth Malaysian Plan (2006-2010), on upgrading

tourist destinations and infrastructure, as wello®s Fig. 1: International tourist arrivals and receipts
marketing promotions in major source markéts Malaysia, 1998-2007
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Table 1: Tourist arrivals by country of origin (290 Kulendraff! analyzed the effects of marketing
Country Arrivals (thousand) Share of total (%) expenditure on tourism demand for Australasia using
Singapore 10492692 59.96 the ARDL model. They found that both the ‘word-of-
Indonesia 1804535 10.31 th effect’ and visitor tisfacti . t
Thailand 1625698 929 mouth effect’ and visitor's satisfaction arrivesrepeat
Brunei 1172154 6.70 visits also play an important role in promoting
China 689293 3.94 international tourist arrivals to Australia. Algi€rused
India 422453 241 the VAR model to investigate the determinants of
Japan 367567 2.10 touri ibts in R ia. Th It h that t
Philippines 327140 187 ourism receipts in Russia. The results show the
Australia 320363 1.83 significant long-run cointegration relationship Wween

UK 276213 158 Russian tourism receipts, real exchange rates,dworl
Total 17498108 100.00 GDP and air transport prices. Through an ARDL

model, Naraya” studied the tourism demand from
In terms of international tourist arrivals in 2006, Australia, New Zealand and the USA to Fiji for the

Malaysia was ranked as the fourteen world’s topigou  Period 1970-2000. He founq”that the tourism precan
destinations with 2.2% of market share. Also inaAsi Important determinant of Fiji's tourism demand. %61

and the Pacific region Malaysia was ranked as th%ncrease in the cost O.f a hoI.iday in F”' relatieeBall
second place with 10.5% of market share after &hina eags to a decrease in tourists to Fiji of 5.1, AAd
Table 1 shows the relative importance of each eftém 2.4% f_rom the USA, ALflslt]raI]a an_d New Zea_lland,
origins according to 2007 data on numbers of alsiva respectively. Songet al. investigated tourism

In terms of constitution, it can be observed thatdemanOI for Thailand and showed that the own price

international tourism is highly intensified ia few and cross price variables significant affects afisien

countries of origin. Singapore, Indonesia and THmall m_aking process of residen_ts from Australia, Japan,
more than 80% of internationai arrivals. Singapore and the UK. Their study also demonstrated

Hence, it is important to know the determinants ofthat the terrorist attacks on the USA on 11 S_epafr_nbl
tourism demand from these markets in order to cttra 2001 an(_j th? war on Iraq and Fhe SARS epldem_lc n
more tourists from these countries. Therefore ssrio 2003, S|gn|f|cant. affects or@ﬁlln.ternatmnal tourism
attention should be given in studying the factdratt demgnd to Thalla_nd. Ouerf . implied .that the
affect international tourist arrivals to this coyntThe relatlvg prices anq ncome are highly elastic fmrisf[s

to Tunisia. In addition the supply factor (hotebno) is

objective of this study is to identify and estimakte S . A . M .
income, tourism price, tourism substitute price ano&gmﬂcant in the dest_|nat|on c_h0|ce decision esgity
for French and lItalian tourists. Through an Error

travel cost of the tourism demand to Malaysia kbath . iteakidl
the short run and long run. The remainder of theyst Correction (EC.M) Model Dntsa_ found that the .
long-run relationship among important economic

is organized as follows: Initially the literatureview is : L . )
described. The methodology and data used fot/arlables determining German and United Kingdom

investigate tourism demand is presented and follines ourl_ls_hm derﬂand to (iretece. . Distributed L
empirical results. Finally conclusion and policy rough an Auloregressive IStribute ag

R , (ARDL) model Habibiet al.*¥ investigated Australian
implication are described. tourism demand to Malaysia for the period 1998: Q1-
] ] - 2007: Q3. The results implied that the price ofrigm
Literature review: A large number of empirical products and services and the outoreak of Severe
studies on international tourism demand are found i acyte Respiratory  Syndrome  (SARS, 2003)
the literature and are divided into two main categd  sjgnificantly affected  Malaysia’s tourismdemand.
The first category includes of studies that estartae  \ohd Sallehet al.t® found that income and tourism
determinants of international tourism demand usinqmce have a significant effects on tourist arrvab
classical regressions. See for exaiple The second Malaysia from Singapore, Hong Kong, Japan and
category consists of studies that use modern teriess  Aystralia. In addition they found that the Singapix a

and cointegration techniques. See, for exaffiffe A complementary destination as shown by negative sign
number of the existing empirical studies have usedor Australia and Japan but a substitute destinatio
tourist  arrivals/departure§™  and  tourism  (positive sign) for Hong Kong. Wali® showed that the
receipts/expenditures as dependent varifblés The  |eg) exchange rate and all the age groups, with the
number of overnight stays and the average length qfyception of the under-18 age group are signifi¢ant
stay han] also been studied, but much lesgyplaining tourism expenditure in the case of Canad
frequently*®. Mervaf*” implied that the real exchange rate and
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transportation costs are not statistically sigaificand
the political instability negatively affects toums
demand for Croatian destinations. HyndHfastudied
the number of visitor nights based on the main psep
of travel: Holiday, visiting friends and
business and other from first quarter of 1998 toad

quarter of 2005 for Australia. They found that the

negative relationship between the lag of the groath
of DPI (the price index for domestic holiday trawsid

relatives,

tourist nights in the destination courtfy In this study,
the available data have not permitted the constnuctf

a tourism receipts or number of tourist night's
variables. An alternative way of measuring the wwdu
of tourism is to use the number of tourists armgvat a
Malaysia from Australia.

Independent variables: Lagged dependent variable:
Once people have been on holiday to a special

accommodation) and positive relationship betweerdestination and liked it, they tend to come backhtt

growth of Gross Domestic Product (GDP) and holidaydestination.

travel. The results indicate that after the Balinbings,
Australians reverted to visiting friends and reles
more than before. They also investigated the impéact

Moreover, information about the
destination extends as people share their holiday
experiences with friends and family, thus reduding
amount of uncertainty for potential visitors to ttha

the 2000 Sydney Olympics and found a positive andountry. In fact this ‘word of mouth’ recommendatio

statistically significant increase of business éfan the
December Quarter of 2000.

MATERIALSAND METHODS

may well be involved a more important role in
destination  selection rather than commercial
advertising. Therefore, the number of people chapai
given destination in any year depends on the nusnber
who chose it in the previous yeats Word of mouth is

The model constructed is based on the classicgroxied by number of tourist arrivals in the pasawy
economic theory which supposes that total tourisincome: This factor seems to be suitably measused b
arrivals, as a measure of Malaysian tourism demandhe disposable income level, however, because ef th

are determined by the lagged tourist arrivals, llefe
income, tourism price, travel cost, tourist sulbigtit

problem of data unavailability, the real Gross Dstite
Product (GDP) (2000 = 100) is used to measure the

piece and dummy variables. In investigating tourismincome variable in origin country.

demand to Malaysia from ten markets the following

function is used:

|nTAt = Bo+BllnTAt+lenYi,t+BglnTPi't+B4|nTCiyt
+BsINTPS +B6IN TV, +B-D03+¢;¢ Q)
Where:
InNTA,, INnTA.; = The logarithm of tourist arrivals from
Australia to Malaysia at time t and
time t-1 respectively

Tourism price: The price of goods and services in the
destination would usually account for a significaatt

of the total price. The consumer price indices wesed

as a proxy for the cost of tourism in Malaysia tigkato
the cost of living in Australia adjusted by the leange
ratd'®?!. We therefore expect a negative sign for this
variable. The definition of the tourism price véuliain
this study is:

In Y, = The logarithm of GDP in Australia at TP,= (CPl,/CPL)*(ERn/ERy) 2
time t
InTR, =The logarithm of tourism prices Where:
(relative prices) at time t TP, =The tourism price in Malaysia relative to
INTCi; = The logarithm of travel coast between Australia at time t
Malaysia and Australia at time t CPln = The consumer price index in Malaysia at time t
INTPS; = The logarithm of tourism price in CPlL; = The consumer price index in Australia at time
substitute destination at time t t
INTV;,; = The value of trade between Malaysia ER.; = The average rate of the Ringgit against the US
and origin country at time t dollar
D03 = The dummy variable with a value of ER,; = The average rate of the Australian dollar
1 for the SARS crisis in 2003: Q2 and against the US dollar
is 0 otherwise
Travel cost: Transportation costs have attracted much
Dependent variable: The international tourism |ess attention in empirical studies, basically daea

demand is often measured in terms of the number ghck of precise measures for effective transpantati
tourist arrivals, tourist expenditure and number ofcosts. Some of studies used airfares index between
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origin and destination incluié® and another studies Trade value: Value of trade is hypothesized to affect
used the price of crude oil for this varidbfe In this  the demand of travel to Malaysia and it was theeefo

study the price of crude oil is used as a proxytfis  contained in the model in order to help explain the
variable. We also expect a negative sign for theourism demariy?*?* value of trade is measure as the
coefficient of this variable. total value of import and export of goods and sewi

. ] ) between Malaysia and origin country. Table 2 shows
Substitute price: In the background of tourism, there ine variables and data soufeé?

destinations and the second is between interndtionghe ADF test based on the auxiliary regression with

tourism and domestic tourism. Both geographic andntercept and trend (or without trend) following:
cultural characteristics are considered when safgct

the substitute destinations. In this study seldits )
most popular alternative destinations out of tendY, =B, +BL+3Y +>  yAY,  +e (4)
destinations in the Asia Pacific Region for towisbm
the Australia as competitors for travel demand for,

) o . Where:
Malaysia. These ten destinations from a compesigbr Z A hit . ‘
in Asia in Dwyel? where price competitiveness of &t = £\ PUre white noise error term

: . - . Y. = The tourist arrivals variable (or each of them

travel and tourism is studied (China, Hong Kong, . . o

. I : independent variables) to check whether it is
Indonesia, Japan, Macau, Philippines, SingaporethSo stationary or not
Korea, Taiwan, Thall_anQ). The substitute price mde AY, = (Y<-Y.q) = the first difference operator
was calculated by weighing the consumer price irafex | _ g, lag length®
each of the five substitute destinations (China,
Indonesia, Singapore, Thailand and Hong Kong)

according to its share of the international tourism  In conducting ADF test, lag length is very
arrivals and it is given as: important, as it is sensitive to the test resuksr

selecting the lag length using an information cidte
such as the Akaike Information Criterion (AIC) dret
Schwarz Information Criterion (SBC).

Cointegration technique have developed and
Where: known as the ‘Autoregressive Distributed Lag (ARDL)
CPI and ER= Respectively, the consumer price index Bound test by®?®. The ARDL bound test approach has

and the exchange rate of the currency ofseveral advantages over the Johansen’s cointegratio
the rival country j,j=1,2,3,4and5  method following: First the ARDL model its abilitp

TPE=)" w,CP| /ER (3)

W, = The share of international tourism detect long run relationships and solve the snaatifde
arrivals for country j which is calculated size problem. Second the ARDL approach can be
f _TAj applied irrespective of whether the underlying
romw, = ——— i .
! TA] regressors are purely first order integrated, IfLixely

=

A - Designates the tourist arrivals from zero order integrated, 1(0), or a mixture of bothird

e _ advantage is in ARDL, one can include dummy
country j, >/ TAj total arrivals variable in the cointegration test process.

Table 2: Variables and sources

Variable Proxy Description Source

Tourist arrivals TA Annual tourist arrivals per dapfrom origin country Ministry of Tourism Malaysi(2008)

Income GDP The real GDP per capita in the origimntry in US$ International Financial Statistics§|F2008)

Tourism price TP The relative CPI Malaysia dividgdCPI in origin International Financial Statisti@¢gS, 2008)
country adjusted by exchange rate

Substitute price TPS The weighing consumer pridexrof each of the five World Tourism Organizat{®TO, 2008)
substitute destinations

Travel cost TC The price of crude oil Energy Information Administration (EIA, 2008)

Trade value TV The total value of import and exmiryoods and services Direction Trade StatisfiXES, 2008)
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The second step is to examine the null hypothesikevel. Thus, the null hypothesis of no cointegration is
(of no cointegration) against the alternative hypothesisejected. There is really a cointegration relationship
(there is cointegration) between all variables by usindgetween tourist arrivals, income, tourism price, tourism
Wald- coefficient or F-test with the respective critical substitute price, travel cost and trade value. The
values. In the next step, we estimate the short run argklection of the order of the ARDL model for the
long run elasticities. We have followed the Unrestrictedcomputation of the long run coefficients is based on
Error Correction Model (UECM) Case Ill, which are Akaike’s information criteria up to two lags and results
unrestricted intercepts and no trends based on there presented in Table 4.
assumption made B§. Equation 1 can be expressed in

the UECM version of the ARDL model as follows: Income: Income is an important variable in all countries
except for Brunei, Australia and UK. The results indicate
AINTA, =B, +Y" bAINTA, that Fhe coefficient o_f income have_ the correct _s_ign_ and
Pt P elastic except for Singapore, Thailand and Philippines.
+Z::0cpAlnYt_p+Z::OdpA|nTF{_p For example, a 1% increase in income in Japan would

n n increase by 6% tourist arrivals from India.
+Zp:0epAInTCt_ID +Zp:0 f,AINTPS, ®)

ool ATV +NINTA L +A0NY
+ A INTR_ +A,INTPS  + A INTV, _,
+AJINTV,; +A,D0O3+¢,,

Tourism price: Tourism price is another important factor

which affected tourism demand. The estimated coefficient
of tourism price has the correct sign (negative) and
significant in all countries except for Singapore and India.
The negative sign of tourism price indicated that increase

The second step is to examine the existence of Ioni@ price of goods and services which purchased by tourists

run cointegration relationship among all variables. Thd" Malaysia consequence to decrease their arrivals to
F-test is used for testing the existence of long rufMalaysia. For example, the estimated tourism price
relationships. The null hypothesis for no cointegration€lasticity suggests that 1% increase in price of goods and
between the variables in Eq. 5 is: services in Malaysia lead to in 8% decrease in tourist

arrivals to Malaysia from China.
(HO: )\1 = )\2: )\3: )\4:)\5: )\6: 0)

Table 3: Results of bound test cointegration

(Ha M # Ao As% Aa# As# Ae# 0) 1(%) 5 (%)

If the computed F-statistics is higher than the uppeg_ountry F';%”l‘p“ted 11(05)3 'g%? '(??)12 '(?6
bound Critical Value (CV), the null hypothesis of no m'QgﬁgS{f 7.05 ' ' ' '
cointegration is rejected, therefore there is a long rurhailand 6.66
relationship between tourist arrivals, income, tourismprunei 6.65
price, tourism price substitute and travel cost. If th ig'i';a %06010
computed F-statistics is smaller than lower boundjapan 931
Critical Value (CV), then the null hypothesis of no Philippines 8.95
cointegration cannot be rejected. The third step is tdustralia 7455

estimate the elasticities of the short run and long rugk

lati hio. The | lasticiti lculat ritical values for the partial F-statistics were obtained from
relatonship. e long run elasliciues are calculate arayaft?, table of critical value of bound test case IIl: Unrestricted

from the estimated respective coefficients of the onentercept and no trend)
lagged level explanatory (independent) variables

divided by the coefficient of the one lagged |eve|Table 4: Estimation of long run elasticities of the model

dependent variable (multiplied with a negative sign). Sounty LY LTP LTPS LTC LTV
Singapore -3.25** -2.58 -3.86**  0.57 1.1%*

Indonesia  2.30*  -4.56*  5.56* 0.17**  -4.67
RESULTS Thailand ~ -0.640** 0.14*  -5.33**  0.300 -1.11%
; : : N . Brunei 0.960  -3.45%* 0.25%  -1.040 0.43*
The apaly&s b.eglns by mves'ugatmg the unit r00t-pina 2 530" -8.00%* 226 0.050%*  1.02%+
test of variables using the Augmented Dickey-Fliffer  |ndia 6380 -7.03  -0.73%  0410% 1.3~
The results indicate that all variables are integrated ofapan 3.860%** -5.45%  2.94*  -0.150% = -2.12**
order zero 1(0) or order one I(1). The calculated |:-Ph|||tpp||_nes '3-2528** '2-%’;* 'f-???*** é-ggg* 005013*
ot : - - Australia . -1.18** 37 .020* 81
statistics in the Wald test as reported in Table 3 |€K 2100 103% 3968 -0 160" 209

greater than the upper bound critical value at 1% leveye Significance levels denoted as follows *: (1%), *: (5%)
for all countries except Singapore and Australia at 5%nd *: (10%)
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Table 5: Results of short run granger causality

Variable Singapore Indonesia Thailand Brunei China  India Japan Philippines Australia UK
ALTA - 0.57*+* 0.14** 0.63* 0.27* - 0.23* 0.30° 0.81 %+ -

ALTA () 0.21** -0.37*** - 0.64%* - 0.01 - - 0.48** 0.19
ALY 1.31* -5.59%** - -0.39 -1.51** 3.87* 9.59* 0.2*** - -

ALY (4 - - - - - - - 1.32% 12.21* 2.69%**
ALY () - - 0.45 - 0.18 1.27* - - - -
ALTP -7.64* - - -3.31 - - - - -2.55%** -
ALTP(y) - - 4.27* - - - -6.03** -2.21%%* - 2,04+
ALTP(3 - 1.29%** - - -1.82** - - 2.45% -
ALTPS -4, 54%%% - - - - - 7.07%* -

ALTPS.y) 5.84* 6.10** - -4.18** -0.78** - - -2.41 2.61*

ALTPS - - 0.94* - - -3.87*** 6.85%** -

ALTC - - 0.35 -2.73%** -1.10** - - - -0.41
ALTCy) -0.55%** -0.38* - - - - - - 0.51* -

ALTC 2 - - - - -0.41 - -0.44* - -

ALTV - - - 0.89** - 0.88* 0.09 -0.44 -0.75
ALTV (4 - - 1.44% - - - - - - -

ALTV () 1.27%* -2.09%+* - - 0.52** 0.95* - - - -

D03 -0.48%** -1.04%%* -0.16 -1.14% -1.89%* -3.68%*  -1.41%* -0.84%* -0.72%%* -0.51%**
Diagnostic tests

Test A 3.02[0.22] 0.95[0.62] 3.86[0.14]  0.09[0.99] 0.25[0.88] 1.34[0.51] 1.58[0.45] 1.51[0.47] 1.3H0} 0.50[0.77]
TestB 0.33[0.56] 0.25[0.62] 1.85[0.18]  0.45[0.50] 0.13[0.87]  0.78[0.38] 5.57[0.03] 0.33[0.56] 2.34[0] 1.21[0.18]
TestC 0.49[0.48] 0.72[0.49] 0.49[0.48] 0.05[0.81] 1.32[0.25]  0.50[0.48] 0.29[0.59] 0.64[0.42] 0.8&5] 1.58[0.21]
TestD 0.02[0.87] 0.42[0.52] 2.31[0.14]  3.54[0.07] 0.70[0.41]  3.37[0.08] 0.60[0.44] 0.09[0.76] 0.18[0) 1.14[0.30]

Notes: A: Denotes the first difference of variables, [ Eridte the probability, Significance levels denatedollows ****: (1%), **: (5%) and *:
(10%), A, B, C and are the tests for normalityjdeal autocorrelation, heteroskedasticity and fiometl form respectively

Tourism price substitute: In this study the selected for Thailand and UK. Several diagnostic tests were
five competing destinations acquired a large marketarried out to ensure the model is an appropriateet
share from the nine competitor destinations.such as the test for serial correlation (LMt)tes
Specifically, China, Indonesia, Singapore, Thailand  heteroscedasticity (ARCH test), normality (JB (idid
Hong Kong picked up on average 80% of the tourisfunctional form. The statistics reported shows thate
market. The sign of substitute tourism prices a th are no problems associated with serial correlation,
alternative destinations can be positive or negativ normality or heteroscedasticity.
Positive sign implies that the alternative destorats a
substitute destination for Malaysia or otherwiseais CONCLUSION
complementary destination. The results indicate tha
tourism  price  substitute is negative  sign The objective of this study is to analyses theglon
(complementary destination) in all of countriesepic run and short run relationship between touristvatsi
for Singapore, Thailand and UK. Hence, for example, and income, tourism price, tourism price substjtute
1% increase in price of goods and services in Chinaravel cost and trade value. In addition dummyalzle
Indonesia, Singapore, Thailand and Hong Kong wouldf the outbreak of SARS in 2003 are also included a
lead to an increase of 1.03% of UK tourists. short run analysis. A single cointegration techeiqu
ARDL in version ECM, was applied to estimate
Travel cost: Travel of cost is significant in the tourism demand from top ten countries to Malaysia.
Indonesia, China, Japan and UK. For example, 1% he results indicate that there is a cointegration
increase in travel cost will lead to decrease wrigt  between the variables. Most of the variables are
arrivals from China by 0.05%. significant in the long run as well as for the gham
granger causality. Knowledge of the variables that
Trade value: The coefficient of trade value has influence the demand for international tourism is
significant and positive sign in all countries epcéor  valuable to policy makers in planning growth stgite
Indonesia, Japan and Philippines: The results atelic  for the tourism industry in Malaysia. The tourifitsm
that a 1% increase in trade value between Malaysih these countries seem to be highly sensitive tgptie
UK would lead to 2.09% increase in tourist arrivalsvariable. Hence, policy makers and suppliers must
from UK. closely monitor all tourism service providers suh
Table 5 shows that the most of short run elasscit hotels, restaurants, tourist operators and tratesjam
estimation of variables are significant. The resf  companies such as airport taxis and tourist buses t
short run Granger causality indicate that the wofd ensure that they do not charge ‘unreasonable’ piiwe
mouth and the outbreak of SARS (D03) have artheir services. As the demand is price elasticmalls
expected sign and significance in all countriesepkc percentage reduction in price could attract a large
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percentage of tourist arrivals and the pay-off dobé  13.
significant.
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