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Abstract

This study investigates the effect of infrastructure, economic sectors and its status, foreign direct investment and private investment, as well as the
role of political stability in enhancing the tourism demand in the ASEAN region. The research collected the secondary data from the World Bank
database and the UNWTO website of 10 ASEAN countries over 17 years from 2000 to 2016. Applying the generalized method of moments,
this research found that, “private investment”, “economic sectors”, “exchange rate and infrastructure measured by “using of the internet” can
increase the tourism demand of a country in the ASEAN region. This research provided evidence indicating that the “foreign direct investment”
and “inflation” are two detrimental factors for tourist attraction. The major finding confirmed the positive role of “political stability” in increasing
tourist arrivals. First, attracting tourists to a country always poses many challenges to its government. It has been observed in the past decades
that though there were many documents, which confirmed that industry can help in promoting tourism, very few studies investigated the role of
both agriculture and manufacturing sectors in tourism promotion. Secondly, there are only a few studies which verifies the stability of the political

system to the tourism demand in the ASEAN region and that this variable (political stability) has the strongest impact.
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1. Introduction

To define the impact factors on tourism demand plays
an important part in the promotion of its economic outcome
owing to the following reasons: Firstly, tourism is an
industry that can support poverty reduction in the developing
countries and bring opportunities for enhancing the image
of the country (World Bank, 2006). Secondly, tourism can
generate a higher benefit than trade in developing countries
(Culiuc, 2014). UNWTO (2019) reports tourism contributes
29 per cent of the global service export in 2019. Furthermore,
Ribeiro and Wang, (2020) confirm that tourism is an engine
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that leads the economic growth, thus this topic attracts
researchers around the world.

We know that tourism is a crucial sector for developing
countries, which enhances their economic outcome (see
Figure 1). Abel and Roux (2017) argue that tourism could
help government expand business opportunities, maintain
stable employment, and provide a better condition of
communication with their residents. Most of the previous
researchers have investigated how tourism affects an
economy; only a few studies show the ways to increase
tourism capacity. At that moment, the determinants of
tourism demand were a big challenge for researchers.
Furthermore, forecasting is essential for all industries,
including the tourism industry. For developing economic
policies, governments require information related to
determinants of tourism demand (Li et al., 2020). Tourism is
a complex industry that relates to different industries (Foris,
2014). As there is little literature available which explore
the factors that leads to an increase in tourism demand in
ASEAN countries since 2000s, this paper aims to investigate
the factors that contribute to tourists attraction in ASEAN
countries. Unlike the previous papers, this study determines
the tourism demand depends on variables of macroeconomic
factors and political stability.
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The meanings of these variables and the reasons for
choosing them will be presented in the methodology section.
Besides, in the introduction part, this study is structured
by four remain sections, such as brief of literature review,
methods and data, empirical findings and discussion and the
last section-a conclusion, limitation and future research.

Figure 1 illustrates that there is a close linear relationship
between tourism and economic growth in the first group of
ASEAN countries, which gains the GDP per capita under the
10 thousand US dollars per year. The second group of these
countries, which retains the higher income and raises a non-
linear relationship with tourism.

2. Literature Review

Cengizci et al. (2020) provide the evidence of the
motivation factors that results in 13 percent more demand for
tourism, such as hotel service, natural and cultural attractions
and accessibility and security, etc. Ranasinghe and Li (2017)
confirmed that the Government has to invest in developing
tourism service and facilities as well as in education to attract
tourist arrivals.

Lietal. (2020) apply the case study to develop the tourism
demand forecasting model and confirm that tourism demand
prediction is an important task for its complex decision-
making. A few previous researchers noted that the weather
conditions, the seasons and the type of the day work as proxies
on the intention of tourism. O’Lemmon (2017) also notes that
tourism brings much needed dollars for Vietnam’s developing
society. The factors that can accelerate tourism demand in
the country are Vietnamese food, beaches, and shopping.
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Figure 1: The linkage between tourism’s demand and
economic growth

Source: Author’s illustration from World Bank’s database

Some previous authors noted that demographic variables
include characteristics such as unemployment status and
diseases. These two vulnerable factors prevent tourists when
choosing a travel destination by two reasons. Firstly, almost
all tourists fear diseases and pandemic, and secondly, the
Government allows only tourists who have received vaccine
or safety certification can arrive in their countries (Reno et
al., 2020). While Rohman (2020) states that in Indonesia, the
demography does not influence tourists’ loyalty. Tatem et al.
(2006) have also highlighted that the Government should
be aware of the seriousness of infectious diseases that may
enter through the global transportation network to effectively
prevent them in, this is important to easily attract growing
global tourists. Wamboye et al. (2020) studied the case in
Tanzania and suggested that the Government and stakeholders
in this country should focus on enhancing the infrastructure,
reducing living cost as well as controlling exchange rate
to promote tourism demand. To sum up, the summary of
determinants of tourism and its impact on the economies can
be divided into several groups as seen below:

Firstly, some previous researchers argue that macro-
economic factors have both positive and negative impact on
tourism demand. The following variables such as “exchange
rate” (Chi, 2020; Irandoust, 2019; Dincer et al., 2015),
“foreign direct investment” (Snieska et al., 2014; Endo,
2006), “economic sector” (Agiomirgianakis et al., 2018;
Hiiller et al., 2017),“household debt and household income”,
(Yap & Allen, 2011; Allen et al., 2009),“transportation cost”,
“consumer price index”, and “cost of accommodation” are
unfavourable and favourable factors relevant in attracting
tourists while microeconomic factors such as: food, beaches,
and shopping opportunities are beneficial factors that impact
the decision making of tourists (Wamboye et al., 2020;
O’Lemmon, 2017; Macneill & Wozniak, 2018; Markus
et al., 2019). Prayag (2020) has also noted the necessary
role of macroeconomics factors for tourism resilience
research. Furthermore, Alegre et al. (2018) confirm that
unemployment in European countries negatively affects an
individual’s probability to make a decision for a vacation.

Secondly, some previous authors have confirmed the
supply-side proxies that always have a positive effect on
tourism demand and re-visiting of destination, some of
these are infrastructure, information technology, means of
transportation, tourism and health care services, and tourism
facilities (Agiomirgianakis et al., 2018; Navio-marco et al.,
2018; Ranasinghe & Li, 2017; Xiang et al., 2015).

Thirdly, some researchers have confirmed that the
government and political stability is an important factor
in attracting tourist arrivals. Foris (2014) verifies that a
political-administrative analysis provides a new approach
that considers the relationship between Government policy
and tourism. Political ecology is a dominant factor that
drives tourism demand because of its relationship with
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social and economic variables (Knowles, 2019). Kim et al.
(2007) note that the Government in Korea imposes and
commands the people’s views and perspective, that leads
to a decease in the demand of tourism. Furthermore, Ghalia
et al. (2019) have shown that the political instability is one
of the reasons that poses difficulty in attracting tourists.
While Than et al. (2020) indicate that socioeconomic
stability has a high positive relation with destination
choice of tourists. Moreover, residents of a county act
when the Government promptly issues some policies in
order to respond quickly with the disease or an epidemic,
which results in tourists going ahead with booking their
tours (Fong et al., 2020; Nunkoo & Smith, 2013; Veréb
et al., 2020).

To sum up literature review, we learn that most of the
previous studies focus on the OECD region and African
countries, and a few studies in the ASEAN region. The
previous findings can be summarized in Table 1 (See

Table 1: Summary of tourism determination

Table 1). Table 1 indicates that previous studies confirm the
complex role of “exchange rate”, and “political stability” in
attracting travelers from all over the world. These findings
raise the need to further examine the effect of this variable
on tourism demand in ASEAN countries.

Table 2 shows that most of the authors apply the survey
questionnaire, and then analyze it through the CFA or SEM
model to verify the relationship between impact factors and
tourism demand. Some researchers use the secondary data
and measure the effect on tourists’ choice by using the PLS,
OLS, and FGLS model. Furthermore, of all these studies,
only one study applies to the dynamic panel data to estimate
coefficients of factors affecting tourism demand. Some
researchers apply the qualitative method to conduct their
studies through focus group discussion or expert interview in
a single country. Some researchers apply co-integration test
or Granger test to explore the relationship between economic
factors and tourism (See Table 2).

Levels of Effect Macroeconomic factors Microeconomic factors Government stability
Negative - Exchange rate - CPI

- Inflation

- Exchange rate

- Using internet of traveler . -

. -Tourism - Government policies
- Agri-food products e .
- facilities - Government expenditure
Positive - FDI . . i
-Tourism service - Political ecology
- Trade openness S I, 2 .
. ; - Low cost of living - Political administrative

- Private investment

- Socioeconomic stability
Neutral -Exchange rate Geographic - Political and Government stability

Table 2: Summary of applied method to determine tourism demand

Research Method or model

Authors applied

Kim, Timothy, and Han (2007); Nunkoo and Smith (2013);

ﬁ\qgart{w(i’:tt:rview O’Lemmon (2017); Ranasinghe and Li (2017)

Survef) Kim Macneill and Wozniak (2018); Markus et al (2019); Than et al.
y (2020); Cengizci et al (2020); Veréb et al. (2020)

Review Foris (2014); Xiang et al (2015); Nawaz and Hassan (2016);

Knowles, (2019)

- Secondary data

- Granger causality model,

- Fixed effects (FE) model,

- MA/ ARIMA model

- Gravity model,

- Haussmann- Taylor model

- GARCH Model

- Generalized methods of moment model (GMM)

Yap and Allen (2011); Culiuc (2014); Dincer et al (2015); Endo
(2016); Hdiller et al (2017); Irandoust (2019); Ghalia, Fidrmuc,
Samargandi, and Sohag (2019); Wamboye et al. (2020); Li et al.
(2020); Chi (2020)
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3. Methodology

3.1. Research Method

To define the tourism demand, Lim (1997) makes a
critical review from 56 previous articles, positing that most
of the previous researchers applied the specific model, and
then confirmed that tourism demand depends on exchange
rate, transportation costs, the stability of market prices, and
the income of a country. Wamboye et al. (2020) expanded
this model by complementing ‘infrastructure’ and ‘consumer
price index’ which provided evidence and then certified
that a country’s infrastructure plays an important role in
tourism enhancing in Tanzania. Ghalia et al. (2019) applied
the expanded Gravity model to test the role of political and
Government stability in tourism demand. To achieve the
research objectives, this paper summarizes the previous
models as seen below:

Y., =8 + B .M, +,BX +& e, 20, €))

Where Y, denotes the international tourism demand; M4,
and MI,, represent the macroeconomic and microeconomic
vectors. X ., presents the control proxiers.

To follow the models of Prayag, (2020) as well as
Wamboye et al. (2020), Ghalia, et al. (2019) and Culiuc
(2014), the paper designs the research model (see eq. 2)

[TAi,t =7 +71FDli,z + 72P1i,z + 73EXRi,t
+y IFR, , +yMFA, , +y,AGR,
+y UL, + 7 PS,  + 1, 2

Y23 V3 Vs3¥73Ys >0sand: ys y 570 <0

- ITA,, = International tourists refer to the number of
arrivals of country i at time z.

- FDI, = Foreign direct investment, net inflows (% of
GDP) of country 7 at time ¢.

“FDI” and “PI” are two factors that indicate the capability

of an economy.

- PI,, = Private investment (% of GDP at current market
prlces) of country 7 at time .

- EXR,, = Exchange rate - Average of the period of
country 7 at time ¢. This variable presents the stability
of the country’s forex market.

- IFR,, = Inflation, consumer prices (% annually) of
country 7 at time ¢. The variable represents the status
of the economy.

- MFA,, = Manufacturing value added (% of GDP) of
country i at time 7.

- AGR= Agriculture value added (% of GDP)

“AGR” and “MFA” are two variables that represent the

economic structure.

- IUI,, = Individuals using the Internet (% of population)
of country i at time ¢ The variable represents
infrastructure of the economy.

- PS = Political Stability and Absence of Violence (PS)
(Index, range from -2.5 to 2.5)

This paper uses the secondary panel data from 10 ASEAN
countries over 17-year period from 2000 to 2016 and collects
the “exchange rate” data from the ADB library, the data
of “International tourists’ arrivals” from the UNWTO’s
database, and the other data from the World Bank’s database
(See Table 3).

3.2. Research Data

Table 3 shows that Thailand is the country that attracts
the most number of tourists. However, Singapore is the
country with the highest foreign direct investment as well as
domestic investment. Brunei is the country with the highest
percentage of internet users but it is in the lowest position for
other indicators, including tourist attraction, exchange rate,
private investment, and inflation. Table 3 further shows us
that it is necessary to consider how macroeconomic variables
affect the tourism demand in countries of this region.

The panel data with small N and short T, as well as
endogeneity cause inconsistency of the usual OLS estimates,
and thus requires instrumental variable (IV) methods
like two-stage least squares (2SLS) to obtain consistent
parameter estimates (Baltagi, 2005). This study applies the
panel 2SLS model that is concerned with small and short
panel for evaluating the determinants of tourism in ASEAN
countries with endogenous phenomenon. To clarify the
empirical model’s certainty, this study continues to conduct
the Cross-sectional time-series regression by The Feasible
Generalized Least Square (FGLS) as well as Generalized
Method of Moments (GMM) regression for checking the
results of estimation (Greene, 2012). For the least bias from
regression, this study also takes logarithm of the factor “ITA-
International tourists refer to the number of arrivals”; The
empirical equation will be:

Litai,t =7 t 71FDli,t + 72P1i,t + 73EXRi,r

+ 7 AFR;  + ysMFA,  + ycAGR,,
+ 77[Ulz’,t + 78PSi,t +luz',t’ (3)
3.3. Hypotheses

Based on the above argument, this study develops the
below hypotheses:

H;: 7573575577575 >0: The following variables:
Private investment, exchange rate, manufacturing value,
infrastrucutre and political stability are positive factors that
affect tourism demand.
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Table 3: Summary Description of Variables

Variable Obs Mean Std. Dev. Min Max

International Tourist (ITA - 119,000.00 33,000,000.00

number of arrivals) 170 6651553.00 7382374.00 Brunei (2004) Thailand (2016)

!:orelgn direct investment net 170 507 5.55 -2..76 ' 26.33

inflows (FDI ) (% of GDP) Indonesia (2000) Singapore (2006)

Individuals using the Internet 0.0002 90.00

(IUl) (% of population) 170 24.94 24.78 Myanmar (2001) Brunei (2006)

1.25

Exchange rate - Average of . . 21,935.00

period(EXR) 170 4115.86 5968.22 Brunei and Singapore Viet Nam (2016)
(2012-13)

Private Investment (PI) (% of 25.25 70.76

GDP at current market prices) 170 45.62 10.25 Brunei (2008) Singapore (2013)

Inflation, consumer prices -2.31 57.07

(IFR) (annual %) 170 513 7.23 Brunei (2002) Myanmar (2002)

Manufacturing, value added 7.16 31.95

(% of GDP) (MFA) 170 19.72 6.46 Myanmar (2000) Indonesia (2002)

Agriculture, value added (% of 0.03 57.24

GDP) (AGR) 170 16.31 12.99 Singapore (2016) | Myanmar (2000)

Political Stability and Absence 209 150

of Violence (PS) (Index, range 170 -0.20 0.95 : . :

from -2.5 o 2.5) Indonesia (2003) Singapore (2016)

Sources: World Development Indicators, ADB’s database, and UNWTO.

H,: 71574 V6<0: The foreign direct investment,
Inflation rate, and agricultural sector have a negative

impact on Tourism demand.

4. Empirical Results and Discussion

Before processing the equation 3, this study checks
the correlation between the dependent variable and the
independent variables (see Table 4).

Sources: World Development Indicators, Worldwide
Governance Indicators, and Paying Taxes index

Table 4 shows the close linkage between tourism
and other remaining variables. To protect the bias from
autocorrelation, this study runs the VIF test and obtains the
results that support the confirmation of no autocorrelations
among independent factors. In this case, the VIF should be
1/( 1-0.952 ) = 10.256. A rule of thumb is that if VIF>10,
then the multicollinearity is high (Hair et al., 2014; Nguyen
& Pham, 2020). The mean VIF coefficient in the model is
2.43 and it is smaller than 10. The VIF test result provides
an evidence to confirm that there does not exist the
multicorelation.

Table 5 shows the evidence of positive role of only three
factors: the average exchange rate (EXR); infrastructure:
individual using internet (IUI), and both the economic
sectors: a part of major economic structure is manufacturing
(MFA) and the agricultural sector (AGR). This table also

provides the evidence that foreign direct investment inflow
and inflation rate represent the stability of a market and
are detrimental factors for raising tourism demand. While
private investment can attract the tourists’ arrivals, the most
important finding is the role of political stablity that has the
highest positive effect on tourism.

Unlike Tanzania and African countries, in ASEAN
region, the exchange rate is a beneficial factor in increasing
tourism. This finding also supports the recommendation
from Wamboye et al., (2020). Infrastructure and the major
components of economic sectors are both manufacturing
and agriculture can increase the tourism demand. Two
major factors: private investment and stability of the politic
system have a strong positive effect on tourism. The paper
summarizes the supporting hypotheses as seen as below:

The hypothesis H: ¥25V3¥5:¥ 375> 0

- PI(y,) = 0.12> 0 significance at 1% — Accepted
- EXR (y,) == 0.0001 > 0 significance
at 1% — Accepted

MFA (y,) = 0.17 > 0 significance at 1% — Accepted
IUI (y,) = 0.03 >0 significance at 1% — Accepted
- PS (y,) = 0.63 >0 significance at 10% — Accepted

The hypothesis H,: 7174:7¢>0
- FDI (y,) = —0.20 <0 significance at 5% — Accepted
- IFR (y,) =—0.02 <0 not significance =~ — Accepted
- AGR (y,) = 0.1 > O significance at 1%  — Rejected
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Table 4: Correlation Matrix

LgITA FDI Ul EXR MFA IFR PI AGR PS
LgITA 1
FDI 0.23 1
(0.00)"
1UI 0.47 0.43 1
(0.00)™ (0.00)™
EXR -0.22 -0.09 -0.27 1
(0.01)™ 0.23 (0.00)™
MFA 0.56 -0.04 0.11 -0.28 1
(0.00)™ 0.59 0.16 (0.00)™
IRC -0.25 -0.14 -0.36 0.17 -0.25 1
(0.00)™ (0.07) (0.00)™ (0.03)" (0.00)™
PI 0.40 0.50 0.43 -0.37 0.41 -0.18 1
(0.00)™ (0.00)™ (0.00)™ (0.00)™ (0.00)™ (0.02)"
AGR -0.11 -0.14 0.41 -0.29 -0.19 -0.25 -0.42 1
0.15 (0.08) (0.00)™ (0.00)™ (0.01)™ (0.00)™" (0.00)™
PS -0.12 0.53 0.62 -0.03 -0.23 -0.33 0.08 -0.53 1
0.13 (0.00)™ (0.00)™ 0.69 (0.00)™ (0.00)™ 0.33 (0.00)™
Note: * p <0., ** p < 0.05 and *** p < 0.01.
Table 5: analysis results
2SLS GMM FGLS
Variables Coef. Computed z Coef. Computed t Coef. Computed t
Std. Err. Statistic” Std. Err. statistic’ Std. Err. statistic’
Dependent variable: ITA Dependent variable: ITA Dependent variable: ITA
EDI -0.20 —2.30“ -0.21 -1 92 -0.02 —2.37"
(0.09) (0.02) (0.11) (0.06) (0.08) (0.02)
P 0.12 4.09 0.12 3.40 0.12 4.21
(0.03) (0.00)™ (0.04) (0.00)™ (0.03) (0.00)™
EXR 0.0001 5.92 0.0001 5.92 0.0001 6.10
(0.00) (0.00)™ (0.00) (0.00)™ (0.00) (0.00)™
IFR -0.02 -1.08 -0.02 -1.05 -0.02 -1.11
(0.02) (0.28) (0.02) (0.29) (0.02) (0.27)
MFA 0.17 8.52m 0.17 8'40,., 0.17 8.77*“
(0.02) (0.00) (0.02) (0.00) (0.02) (0.00)
AGR 0.10 4.13m 0.10 3.58’" 0.10 4.25“'
(0.02) (0.00) (0.03) (0.00) (0.02) (0.00)
ul 0.03 5.67m 0.03 5.54'" 0.03 5.84'“
(0.01) (0.00) (0.01) (0.00) (0.01) (0.00)
PS 0.63 1.70 0.68 1.48 0.63 1.75
(0.37) (0.09) (0.46) (0.14) (0.36) (0.08)
cons 4.47 3.23 4.29 2.56 4.47 3.33
- (1.38) (0.00)™ (1.68) (0.01)™ (1.34) (0.01)™
Number of 162 162 162
observation
R? 0.48 0.47 0.47
Adj R-squared 0.45 NA NA
Root MSE/ 1.09 1.07 1.07
Wald chi2(8) NA 352.09 235.69
Prob>chi2 0.000 0.000 0.000

Z statistics in parentheses: ‘p< 0.1, “p< 0.05, “p< 0.01
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Unlike recommendation of Wamboye et al. (2020) for
Tanzania, this study provides the evidence of three useful
factors that are being strength of tourism in ASEAN countries
such as exchange rate, using internet and major components
of economic structure is both manufacturing and agricultural.
Nevertheless, inflation rate has the same coefficient of effect
on tourism as stated above researchers. The study confirms
that other harmful effect of the foreign direct investment on
demand for tourist.

5. Conclusions

There are two major limitations of this paper: Firstly,
this study does not investigate the reason why both
manufacturing and agriculture sectors can attract more
tourists. Secondly, due to the limitation of the collected
data, this research does not compare the travelers of the
origin countries with the destinations. For future research,
this study should try to find out the answer for the positive
role of both MFA and AGR variables. In future, the study
should expand the collection of data to compare the origin
countries with the destination countries and investigate
more deeply the drivers that lead to an increase in tourism
in the region.

Tourism is a crucial proxy that promotes each economy
all over the world. The paper applies 2SLS model and
performs robustness check by GMM and FGLS methods to
measure the factors affecting tourism. The findings show that
the success factors that drive the tourism in ASEAN region
are control of financial market: (EXR) exchange rate and
private investment (PI). The following factors also attract
more tourists: infrastructure factor: (IUI) “using internet”
variable, both economic sectors such as “manufacturing”
(MFA) and producing agricultural products (AGR) and
“Political stability” variables.

However, the unstable economic condition represented
by inflation rate (IFR) and foreign direct investment (FDI)
that are two harmful factors, which reduce the number of
tourists visiting countries. To increase tourism capability,
the Governments in ASEAN countries should reduce the
slight value of their domestic currency by increasing the
exchange rate, promptly issue appropriate policies that
promote private investment. Besides that, they should
encourage their residents using internet popularly, every
day to raise the ratio of individuals using internet with
appropriate costs as well as develop manufacturing and
producing agricultural goods in their economies. The
most important thing is that these Governments attempt
to maintain the stability of political system to attract more
tourists. At the same time, the Government in ASEAN
countries should also control inflation rate and handle
foreign direct investment.
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