American Journal of Applied Sciences 7 (12): 15984, 2010
ISSN 1546-9239
© 2010 Science Publications

Revenue Determinantsin Tourism Mar ket

'"Mohammad Mohebi antKhalid Abdul Rahim
'Department of Business Management, Faculty of Mememt,
Hormozgan University, Bandarabbas, Iran
%Institute of Agricultural and Food Policy Studiémiversity Putra Malaysia

Abstract: Problem statement: Malaysian tourism industry has been growing considly in recent
years. The number of tourist arrivals has grown28% during 2006-2008. In comparison with
Thailand and Singapore, Malaysia has more touristads but it has earned less income. The purpose
of the study was to determine the major factoreaiiig inbound tourism expenditure in Malaysia.
Approach: A panel data set for 14 origin countries, from 82909 has been used to estimate tourism
expenditure using gravity modeResults: The results of the expenditure model suggest tinat
Malaysian price index and distance have negatiygactwhile per capita income of origin countries
and Malaysian per capita income have positive impactourism expenditur€Conclusion: The own
price elasticity indicates in short run that thartem expenditure was inelastic to price. But ia kbng

run tourism expenditure in Malaysia was elastic potential tourists are more sensitive to the price
changes. The lagged dependent variable’s highicaaft (0.78) was represents that, our expectation
has been right about consumer constancy to théndteh. Based on the results, Singapore was a
complementary destination meanwhile Thailand andtralia are substitute destination for Malaysia
and finally SARS crisis negatively affected thertemn revenue.
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INTRODUCTION Total tourist arrivals to Malaysia are more thah 2
million in 2008 with an annually growth about ofl%6
Malaysian tourism industry has been growingaccording to the Malaysian tourism ministry. Based
considerably in recent years. Based on the statjdtie  the statistics Singapore is a major source of $buri
number of tourist's arrivals has grown by 25% dgrin arrivals for Malaysia. Considering the growing
2006-2008. During the same period, this rate h@be jnnortance of tourism it seems that studies on the
4% for Singapore and Thailand. But By comparison;nernational demand of tourism in Malaysia arersea
although Malaysia has more number of tourism alsiva and inadequate. Basically tourism revenue can be
it has earned less income than Thailand and Simgapo divided into two parts, namely: private and public

In 2005, the tourism activities in Malaysia contried evenue, Tourism expenditure is a source of private
about 7% of the national product and employs moré ' P P

than 10% of the total labor force. Furthermore dose ~ '€VENUe, meanwhile public returns of tourism comes
it is the second largest foreign exchange earrfest a from tax.on tourism gqods and services. Expenditfire
industrial production the gains from tourism are th tourism is one of the important sources of revefuue
main source of income for financing the currentoact ~ the private sector. There are many factors thatchff
deficit. Malaysia received 22.05 million visitorsica ~ tourism expenditure (such as destination price,
over 14.5 billion USD in returns from this industry ~ substitute price, number of tourist arrivals, exaim
the year 2008 (www.tourism.gov.my). rate and per capita income in generation countrie®)

On the world scale Malaysia, is ranked 31st, withthis reason in this study we use a model of tourism
good ground transport infrastructure and exceligite  expenditure to determine these factors in Malaysian
competitiveness. It is also ranked 2nd in tax regand  tourism market. A theoretical framework based om th
in the government priority for travel and tourisin.  gravity model is used to specify our tourism
terms of security and safety it is ranked 24th (M/or expenditure model. Based on trade gravity models,
Tourism Organization, 2007). distance and prices in other countries also hay&an
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on trade between the two countries. To estimage thare diverse and are unrivaled; therefore destinatior
expenditure model a panel data set for 14 origirfourists are not absolutely substitutable (Durbarry
countries, from 1998-2009 is used in this study.2001).

Tourism expenditure from the 14 major origin coiggr The vacationers are forced to pay tax charges,
(i =1,..., 14) comprises more than 85% of tourism transport costs and as well as currency excharges.
arrivals to Malaysia. These countries are Singaporegeneral gravity model that is specified for tourismas
Thailand, Australia, Taiwan, Saudi Arabia, Bruneifollows:

Darussalam, China, Hong Kong, Indonesia, Japan,

Philippine, United Kingdom, Germany and United Y, =a, +y, +A, +BXL, +B,X2,

States. The annual data set for the 11-year periqu X3 +. . +y, @)
between 1998 and 2009 give us 154 observations. sk *

Tourism expenditure model: where, Y is the volume of trade from country k to
Gravity model: Gravity model among many trade country j at time t, as dependent variable X1k ar
models is quite successful in economics and appliedxplanatory variables with dissimilarity in all é®&
social sciences. This model is derived from Newdon’ dimension k, j and t, for example exchange rateq X2
law that the force which increases with mass andire explanatory variables with discrepancy in
decreases with distance in physics is identified asneasurement k and t. For instance gross domestic
gravitation. Newton’s Law of Universal Gravitation product, X3 is an explanatory variable with disparity in
dimensions j and fy is the origin country effecty is
_GMM;, ) the destination country effeck; is the time effect and
[ Dijz ug is a white noise disturbance term. The precise
effects @, y and)) can be treated as random variables
(Error Component Approach) or fixed parameters

Whe_re: . (fixed effect approach) when estimating such a rhode

F = Attractive force . o

M = Mass The ~amount paid for_ the acquisition of

D = Distance consumptions goods and services, as well as vasabl
_ o for personal or public use, which is for the trip i

G = Gravitational constant

referred to as tourism expenditure. This tourism
expenditure includes expenditure by visitors thdwese

. For econometric analyse_s we can change it Into fh addition to expenses that are paid for or reirséd
linear form using logarithms. The following

e o . : by others. It is comprehensive of VAT and otheretax
specification is usually used in international gdhbat is . . ; . )
P o In stipulations of the major factors influencingeth
similar in all studies: . ;
expenditure for tourism, the most commonly used
variables are income and prices (Lim, 1999). Peapde

VT, =a(Y)HY)PIND HIN) 4Dy *1Z,) * Tuy) 2 more inclined to travel as their income increases.
Tourists are susceptible to transportation costd an
Where: destination cost of living includes accommodation,
VTy = The value of the flow from nation k to meals. This variable is captured by the distancéofa
nation j, in the modelPotential visitor may change destination if
Y and (¥) = The supposed value of Gross Domesticthe costs of living are relatively high and alsbey
Product (GDP) in k and j might try to find a cheaper destination or prefer
Ncand N = The size of population in both countries domestic trip. To measure the cost of living in one
Dy = The distance between k and j, while destination appropriate variables that could bel use
(Z) = A vector of other variables also assistingrelative prices of lodging services and restauraBtg
or opposing the flow between k in this study in the absence of the above mentiatza
jandy = Distributed error term we use inflation rate in the destination that igustéd

by exchange rate as the cost of living in destmati
In the field of tourism Gravity models, theoretica based on purchasing power parity concept.
base of the model as suggested by Bergstrand (1985) The tourism expenditure model for specification in
can be constructive to explain foreign tourism dedha this study follows the empirical model of Durbarry
in a particular country. Travelling for tourism pases (2001) a gravity based model which looked at the
has a fundamental idea behind it which is that gdac influence of world income, relative prices and aiste
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on tourism expenditure. Our model uses Malaysian(PG), In computing the price variable PG, we used a
tourism receipts as the dependent variable. Instiidy, = method that was applied before by Durbarry (2001) i
Feasible Generalize Least Square (FGLS) estimatdhe UK tourism expenditure model which obtained
with Panel data is used to estimate the expenditrre from the following term:

tourism in Malaysia. Its specification is given as:

In Expmjl = 4)0 + cxi +)\1 + Bl In YMI + In pmjl = lnliz XkI {C:plkl:;EMl}jl (5)
Im'x ase
B,InY, +B;INDIST,, +B,INR,, @) “
+B5In Py + INEXR, € D+ Yy Where:
Where: X = A weight and is the proportion of tourists
ere. . . - . visiting destination from country j at time t,
EXPyi = The tourism expenditure of origin country, | where k = 1 n excluding the Malaysian
(119;312"80]3) in the Malaysian attime t (t= g = - The exchange rate between k and Malaysia
) ) Exbase = The exchange rate in the base year
) = Locally country effect
o = Target country effect We used the GDP of origin country in per capita
A = Time effect _ terms as the income measure to capture the welfare
Ywme = Theincome of the Malaysia effect in the expenditure model. Based on the $ouri
Yi = The income of the country __ economic theory the arrival of tourist is an eneglimg
Pwi = The price of tourism in the destination factor for another person that will be travelling a
relative to exchange rate is based on th&eriain destination.
~ Purchasing Power Parity (PPP) concept The justification of including a lagged dependent
Pq = The price of substitutes available to origin yarigple in tourism models were discussed by Garin-
J- Eased on.tradhe gravity models, prr]|ces 'anunoz (2007). Provided two possible justifications,
gt ter coutntnes atV%? an Impact on the trade; gy yncertainty about a destination that wileet for
e Ti;,vcejiesrt]ar\:\é%%%l:\?vgeer? Malaysia and the first time is more than of any place that asper
M~ i . ) Iready visited. | dditi tourist i [ligkr
U = White noise disturbance term already visited. In addition tourist is generallis

averse and may feel more contented in choosing the
same previous destination country. Secondly, aplpeo
fhlk about their holiday experience knowledge altbet
destination extends, thus decreasing the unceytéont
tourist to that destination. According to Song amdt
t62000) in any year the number of tourists who gedec
certain destination depends on the number of touris
arrivals in the previous years. There are manyistud

Data: Expenditure of tourism is considered as being 4hat used the lagged dependent variable to exjifein
more suitable variable for evaluating the tourismtourism demand. For example Habii al. (2009);
demand rather than the tourist arrival or any otheMartin and Witt (1987) Fuji and Mak (1981) Garin-
variables because the increasing flow of tourisndo ~ Munoz (2007) Witt and Martin (1987). Also, we used
necessarily show an increasing revenue in destimati the Malaysian GDP (YM) as an explanatory variabie.
(Durbarry, 2001). this model, YM corresponds to the attraction capaci

Our study is the first attempt to modeling tourismOf the destination and is associated with the suppl
expenditure in Malaysia which considers tourismcapacity. In order to study more precisely we idek
expenditure as the dependent variable. Unfortupatelthe price of Singapore (SP), Thailand (TP), Indanes
the yearly data of expenditure of tourism by coymatre  (IP), China (CP) and Australia (AP) as a variable
not available. Therefore we use available infororati separately in the model. Tourism price is a measure
about expenditure share by country to calculate théor costs of living in a destination by the tousistn
tourism expenditure data by country. In our modelour model the inflation rate is used as a proxytfer
explanatory variables include the per capita GDP otost of living in the destination relative to the
generation countries (YG) as income variable,exchange rate. The value of exchange rate is cadput
substitute price referring to average of destimaffsice by the purchasing power parity:
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. INF Table 1: Result of the panel estimation expendiapgation
Pi= EX (6)  Variables Coefficient
C -2.88 (-1.44)*
LEXPG (-1) 0.78 (16.46)*+
Where: LYM 1.18 (2.38)**
Pi = Cost of living in destination i LYG 0.04 (4.65)*
INF = Inflation rate of destinatioandEXis exchange ;g'ST '%Oli ((22%73?;::
rate of destination LPG 0.02 (2.18)
AP 0.20 (12.72)%
This term comes from the purchasing power paritymp -0.69 (-2.22)**
concept. Other variables included in the modeltaee TE3 8-% 81?118:*
distance between Malaysia and generating countnegz: 091 DW = 214

(DIST) and dummy variables. Annual data for 14 mos‘tNote: Significance levels denoted as follows ***: (19%); (5%) and
important generating countries during the perio889  *: (10%), t- ratios in parentheses

2009 were used in this model. All data from Malaysi

and the fourteen origin countries were obtainednfro Income: The results indicate that the coefficient for the
the Tourism Statistics by the Ministry of Tourism income of generation countries is 0.2 in the shont
Malaysia (2010), the International Financial Statss and 0.9 in the long run. An increase in the incowié)
(2007) and International Monetary Fund-2009 (Worldother things being equal, will increase 0.9% the

Economic Outlook). expenditure in the long run. The global economisexy
have less effect on the Malaysian tourism revenue.
MATERIALSAND METHODS Since the elasticity of income in expenditure model

less than a unit and it means that that tourism in
Our attempt to model inbound tourism expenditune fo Malaysia is considered by fourteen major countess
Malaysia is based on the gravity model with thegban not a luxury. The long run elasticity of incomeeigual
data approach. In the first step we applied thetebt  to 0.9 thus the Malaysian inbound tourism expemeitu

to choose between the pool and panel method. The nun the long run remained inelastic in terms of imeo
hypothesis is that cross-sectional variances coemsn

is panel (random).In the second step, we applied theypenditure is a measure of the percentage change i

Hausman test to choose between the fixed and randome expenditure caused by a percentage changécin pr
effect methods. The results of the Hausman teslvshoIn our model the own price elasticity is coefficienf

that our model is random (Hausman and Taylor, 1981) P - e
The H, is that the _individ_ual effects have_nq correlationfr? astt i?]fdlil(\:/;:g smi nM;L?;fI?ugMT% ear:gul;[i ésmegigla?di?sr
with the other variables in the model. This is hsgain . ) . .
our model we have included the distance variatdeith inelastic to  price. But in the ang run the. rqasul
fixed on time. According to Wooldridge (2007) these SU99ests that the tourism expe_nd|ture . ialalybia is
types of models are random models. Finally, we use§@stic e = (-3.45) and potential tourists are more
the error component analysis to choose betweeroone Sensitive to the price changes. This result wapanted
two-way causality and the results show that our ehod PY Habibi and Rahim (2009b) and Norlietzal. (2007).
is flexible to choose any. The results of the Dowtiést ~ The own price elasticity for demand of tourism as
statistics indicate that there is not any evidesfcgerial ~ estimated by Habibi were -0.6 and -6.1 in the shanmt
correlation in the expenditure equations, basedhen and long run respectively.
Durbin’s h-statistic
Cross price elagticity: the price in competing
RESULTSAND DISCUSSION destination has clear effect on the Malaysian swari
revenue. The elasticity of average substitutioeis
In our panel model, shown in Table 1 all of the0.04 in the short run and 0.2 in the long run. As
findings are consistent with the theory. The co#&fit mentioned, in order to study more precisely we
of determination the Rindicates that 91% of the total included the price variable in Singapore (SP), TEinai
variation in tourism expenditure can be explaingd b (TP), Indonesia (IP), China (CP) and Australia (AP)
including variables in the expenditure model .lbwld  separately in the model because the PG was angevera
be noted that we have used the lagged dependeptice and it could not be a good criteria for ourgmse.
variable as an explanatory variable. Without thisSince, in the estimate model, the Indonesian RiRe
variable the Rstatistic was 0.80. and Chinese Price (CP) were not significant we tuhit
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these variables from the model. The result hightigh study. These countries comprise more than 85% of
that Singapore is not a competing destination fotourism arrivals to Malaysia These countries inelud
Malaysia because the elasticity of Singaporeansepri Singapore, Thailand, Australia, Taiwan, Saudi Aaabi
has negative sign (-0.14) in the short run andi®t®e  Brunei Darussalam, China, Hong Kong, Indonesia,
long run. Thus, it seems that this country is aJapan, Philippine, United Kingdom, Germany and
complement for the Malaysian tourism industry United States. The annual data set for the 11-year
although it is not fully complementary. Meanwhile period between 1998 and 2009 give us 154
Australia and Thailand are substitute destinatidiiee  observations. The results suggest that expendiéire
coefficient of Indonesian price is negative buttourism in Malaysia is sensitive to price in thedaun.
insignificant and China’s price has a positive sagd =~ The results also reveal that exchange rate is not a
also insignificant therefore these variables weritted  significant determinant of tourism expenditure doiét
from the model. being constant for 2002-2006. On the other hang, th
These results explain that one unit increase iMalaysian price index and distance have negative
Thailand’s cost of living will bring a 0.54% increain  effects on the tourism expenditure. Our result® als
the Malaysian revenue from tourism in the short runshow that the coefficient of tourism price of Sipgee
and 2.4% change in the long run. We can conclude this negative and positive for Australia and Thailand
any increase in the living cost in Malaysia canediv therefore Singapore is a complementary destination
the potential Malaysian tourist to Thailand. meanwhile Thailand and Australia are substitute
destination for Malaysia. Other variables such as p
Travel cost: We used distance into the expenditurecapita income of origin countries and Malaysian per
model as a proxy for travel cost. The coefficiefit o capita income have positive impact on tourism
distance is negative and significant (-0.05), it isexpenditure. The results also indicate that SARSIscr
consistent with theoretical expectations. Althoubls  negatively affected the tourism revenue.
coefficient is negative and indicated the travedtde a
factor for potential tourism but it is not high emh REFERENCES
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