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Abstract

Factors having an influence on travel demand to Iran are explored. The hypothesis
specifies the variable of “domestic upheavals and insecurity” as the most significant
obstacle to expansion of the demand for travel to Iran.

Several demand models are briefly reviewed, and then in a macro model the function of
demand for travel to Iran is estimated, using econometric methods. The substantial
finding is at the moment, the low demand for travel to Iran is not due to insufficient
infrastructures and facilities, but it is because of the element of “insecurity”. Hence, this
issue needs to be addressed by new policies.
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Introduction

At the present time, the tourism industry has developed extensively worldwide, and through
which many countries have been able to improve their own conditions substantially, whilst
overcoming some of their economic problems including low per capita income, high
unemployment and insufficient foreign exchange revenues. Thus, at the present time, the
tourism industry revenue constitutes almost 6% of total global exports (Sabagh Kermany 1997).
This figure amounts to over 444 billion dollars and, is equal to 35% of the total global service
export (Musai, 2000:3). The foreign exchange revenue from the tourism industry is increasing
on a continuous basis, such that it has increased four folds when compared to the 1960’s
(Musai, 2000).

Our country, despite its diverse ecosystems on the one hand, and being in possession of a
unique collection of historical and cultural sites on the other, is among the few countries that
have not turned their potential capacities in this area into positive advantage. A review of the
tourism industry in Iran, and considering its foreign exchange revenue potential, illustrates that
in spite of the fact that Iran ranks among the top ten countries having the most distinguished
historical and ancient sites, it earns less than a thousandth of the global tourism revenue.
Moreover, considering the over-dependence of the Iranian economy on the export of crude oil
and its extreme vulnerability in face of oil price fluctuations and other economic and non-
economic shocks, the development of tourism industry could reduce this vulnerability
significantly. It would also help economic policy makers to overcome the current problems
such as low foreign exchange revenue, low level of income in the society, low level of non-oil
export and unemployment.

A Review of Literature on Demand for Tourism

Economic studies in the field of tourism in Iran are very limited. The most recent study, “A
Survey of Tourism Circumstances and an Estimation of Distribution of Demand and Supply of
International Tourism in Iran” was sponsored by the “Center for Fundamental Research” and
carried out by. Majid Sabagh-e Kermani. In this research he used the available data for the
international tourists visiting Iran, up to 1994, (differentiated by the county of origin) to
introduce a constant functional format considering the demand for tourism for each
country(Sabagh-e Kermani 1997).

There are other studies, which have usually focused on other aspects of the field, such as: “the
significance of tourism”(Sociology and Tourism 1994), “the principles of tourism” (Alvani,
Dehdashti 1995), “planning for tourism industry” (Ershadi 1996), “economic development”
(Peeran 1993), “sociological aspects of tourism” (Sociology and Tourism 1994), “ and
“conditions of tourism in Iran as compared to other countries” (Fayz-Bakhsh 1997).

These research works are usually descriptive and have not offered any model/models to
estimate demand or supply functions for tourism. Furthermore, the available tourism-related
research about other countries are so extensive that it is beyond the scope of this paper to
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even list the titles. Therefore, in this paper, the research has concentrated on the estimation of
functions of demand and supply models categorized according to the type of modeling.

1- Linear Planning Models

“Van Derkinjff” and “John OosterHoven” published one of the most distinguished applied
models for planning demand for tourism (Van Derkinjff, John OosterHoven 1995). This study
focuses on tourism in Vaden Islands, which includes 4 islands favored by the German visitors.
The main characteristic of these islands is their strong dependence on tourism activities, such
that 70% of the employment activities -either directly or indirectly- depend on tourism. This
model is subjected to three provisions and one objective function. The objective function is to
maximize the level of employment linked to the number of beds, the number of visiting nights,
the employment creation effects of each bed, and the number of new beds, .. and the
provisions include the public budget for tourism policies, capacities at different classes of
accommodations (different cost levels) and the minimum level of employment rate.

The major objection to these models is that their provisions, which are usually expressed as
linear, do not illustrate an acceptable depiction of the reality. Also, the application of these
models for developing countries are subject to some hesitation, as utilization of such models
requires the “input-output” tables of different sectors including tourism such that the very
existence and calculations of such tables in developing countries face great difficulties.

2- Abstract Models

These models are methods for prediction of travel demand. They estimate and predict the
demand using single equations by applying econometric methods. The principles of this model
are designed for transportation means and the related demand. The main assumption of the
model is that demand for travel by any means of commuting is interrelated with the
characteristics of the transportation means and also the environment in which people live. The
dependent variable in this model -that is estimated for England- is the number of international
trips taken by British citizens. The independent variables are generally a product of
multiplication of the population at the point of origin by that of the point of destination and the
average weighted income per capita in both points (Will, 1980).

3- Microeconomic Models

In this category, the theoretical foundations of the models and the concept of “utility” are
considered. However, except for the work done by “Lancaster” who offered a new method for
utility theory, and also the empirical and statistical estimations presented by “Rugg” in 1973,
there has not been any new study.

This model could be summarized as follows:

Objective function  Max:u,(q, t i)

St: t .<Tr—frj and p.qr+cjt_”.+f.<yr

ry — N —
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In which:

u, : The utility of the tour for the tourist r,

t: The commuting time (round trip),

f: The tour ticket price,

c: The cost of the trip, per time unit,

p: The column resultant of the price of other commodities,

g: The consumption of the other commaodities,

T: The duration of the trip (ex. the number of annual vacation days of the tourist r,

ty: The time spent at the destination, by tourist r, at the tour j

j: The number of the tour destinations for the tourist r.

The above model has been revised many times, but it has not been estimated empirically.
There are other empirical models in microeconomics that have reached some conclusions,
using practical estimations, among which one could refer to “Sakai Model” that is about
business trips (Sakai 1988).

Among other models designed with microeconomics tendency and logarithmic functions of
demand, which have used the method of utility function (Translog), are models set by “Bokkal”
and “Scoperloud”, pertaining to the factors affecting demand for tourism in the United States
(Bokkal and Scoperloud 1992).

4- “Diamond’s” Demand Model

This model was proposed by “Diamond”, in an essay titled “The Role of Tourism in Economic
Development” to study the demand for tourism in Turkey (Diamond 1971). The original model
is formulated as:

Tza pbleZFbS

In which:

T: The number of the tourists visiting Turkey,

P: The Population of the country of the origin,

Y: Per capita GDP of the country sending the tourist,

F: The air ticket between Istanbul and the capital city of the sender country.

5- “Kilman” Demand Model

This model is a mono equation and explores the exploitation of time series or cross time data
(Panel Data), to perform a quantitative analysis of the Canadian tourism arrivals (Kilman 1981).
In this model, the dependent variable is the number of tourist arrivals, and the explanatory
variables are inflation indices, the adjusted exchange rate, the price of airplane ticket, and the
revenue earned from national and native attractions.

6- “Quondt & Baumol” Demand Model

This model explains the collective demand between points A and B as a function of costs of
using different means of transportation and other services at the points of origin and
destination. In this model, the only means of transportation is the airplane, and the dependent
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variable is the number of trips taken by Canadian citizens to the country of j at the year t
(Quondt & Baumol 1970).

7- “Arbel & Abraham” Demand Model

The quantity of the tourists demand for NY State Parks is estimated, and different variables
such as ecosystem, fuel cost, fuel deficiency, the value of dollar against other foreign exchange
have been considered (Arbel & Abraham 1985).

The model is formulated as:

LnQ =b,+b,In, +b,Inp +b,InT+b, A+b InH

In which:

T: Real cost of transportation,

A: A dummy variable for fuel deficiencies,

H: The price index for accommodations,

Q. : The number of visits to the park,

Y : The definable real revenue,

p: The gas price,

W: The ecosystem index,

X : The foreign exchange variable.

The findings of the model show that, with no doubts, the elasticity of income is the strongest
factor that indicates the scale of recreational activities.

The main objection to the model is that it would not be used in comparative studies, between
countries, or that it may not be applicable to international tourism. Nevertheless, the main
structure of the model with some modifications could be exploited to design a function for
international demand for tourism.

8- Truett & Truett Model

In this model, the formulation for the tourism demand is:

Q. - AYBlpB2y B3
1 I 1

Q; : Demand for tourism in the country i,

A : Constant coefficient,
Y :Real incomes of the visitors,
P. : The ratio of the real indices of the prices in the country |,

X. :The ratio of the foreign exchange indices of the country i.

1
Truett and Truett have estimated this model and the findings have shown that the variable of
exchange rate and the variable of the prices have a linear correlation and except for the
variable of the of exchange rate, almost all other variables are meaningful at the 5% level
(Truett, Truett 1987).
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9- “Uysal & Crompton” Model

In this mono equation model the factors affecting demand for flow of tourism to turkey is
studied (Uysal, Crompton 1984). The number of tourists is the dependent variable, and the
explanatory and independent variables are: the Gross Domestic Product, the population of the
tourist’s country of origin, the consumer price index in the tourist’'s country of origin, the
consumer price index in Turkey, exchange rate for Turkey’s currency, and the sum total of
expenses of tourism.

10- Other Experimental Models of Demand for Tourism

Among other studies on demand for tourism in developing countries, one could mention the
research works done by “Summary” (Summary 1987). These two models are formulated as:

X= YblAbZEb3Pb4
a
XzaYblAszb3Pb4eb4TAN

The first model is developed to estimate the number of tourists that travel to only one country,

and the second is to estimate the number of tourists that, usually, travel to several countries.

In this formula:

X indicates the number of tourists,

Y stands for the disposable income in the country of origin,

A stands for the ticket price, adjusted for inflation rate,

E stands for the exchange rate for Kenyan currency,

P is the variable for the relative price, which is obtained by dividing the index of consumer
prices in the tourist’s country origin to the index of consumer prices in Kenya,

TAN is a dummy variable that indicates the effects of closing Tanzanian borders.

The main problem of these models is due to the co-linearity of the models, which is left

unsolved.

The above material is a brief survey of the relevant literature but as it was stated earlier, so far

only one research has been carried out about demand for flow of tourism to Iran. This research

has used the data and statistics of several countries that had sent tourists to Iran during the

years prior to 1994. The data has been used to calculate the demand for tourism, differentiated

by the country of origin.

The present essay utilizes the most recent available data and statistics using a model that is

introduced for this purpose to estimate the sum total of the international demand for tourism

in Iran.

Factors Affecting International Demand for Tourism in Iran

In this section, we introduce and estimate a function of demand for tourism in Iran and explore
the degree of influence of effective variables on demand for international tourism in Iran.

It should be stated that this model has been proposed considering statistical limitations in
some fields of tourism in Iran, and also, it is done after introducing other models of demand.
The available data are used to maximum potentials. Furthermore, it has a high capability to
explain. The main thesis is that the major obstacles to growth of demand for tourism in Iran are

608
www.hrmars.com



International Journal of Academic Research in Business and Social Sciences
H RMARS March 2014, Vol. 4, No. 3
Exploring Intellectual Capital ISSN: 2222-6990

cultural issues and a feeling of insecurity. Hence, the economic issues and local facilities, and
capacities, considering the present level of tourism industry in Iran, have little significance.
Function of Demand for Tourism

In this section, in order to estimate the demand function, the time series data for the period
1970 to 2002 have been utilized.

The general format of the function for tourism demand which is estimated in this study is:

LogY,=a,+a,log(X,)+a,log X, +a,log (Y, ,)a, Dum+U,

In which:
Y, : The revenue (dollars) from tourism as dependable variable,

X, : The ratio of domestic consumer price index to the global consumer price index, as the

price variable,
X, : World “Gross Domestic Product” (in dollars), as the scale variable (revenue variable),

Y, ,: Tourism revenue in the previous period,

DUM : Dummy variables to consider political and social issues and the war during the past 20
years,
U, : The residual component

According to the demand theory in economics, it is anticipated that:

al<o
a2>0
a3>0

To calculate the above equation, the following variables are defined and substituted:

TRREV: Foreign exchange revenue from tourism, instead of variable Y,

CPI
CPW: The ratio of the consumer price index in Iran to the global consumer price index,

instead of X, (1369=1990=100),
SGDPworld: Global gross domestic products (dollars), instead of the variable X ,,,

TRREV(-1) : Foreign exchange revenue earned from tourism during the previous period, instead

of variable Y, |,

DUM78: Dummy variable to consider the impacts of the first year of the Islamic Revolution,
DUM7987: Dummy variable to consider the impacts of the war.

Including these variables and considering the resultant of the introduced equation, and also
elimination of the auto-correlations from the residual components of the equation, using the
models of “Moving Average” (MA) and “Auto Regressive” (AR), the following final results were
obtained:
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Log(TRREV)=3.11-0.252log( CPIW )+0.45log(SGDPworld)+0.910gTRREV(-1)-1.4DUM78-
0.5DUM7987
SE: 1.07 0.05 0.09 0.04 0.12 0.01
t: (-2.9) (-4.24) (-4.66) (53.86) (-10.95) (-36.77)
R%=0.992
F=240.47
h-Durbin=0.4

As stated earlier, the dummy variables DUM78 and DUM79-87 are included in the equation.
Concerning then DUM78, it should be explained that following the Islamic Revolution, due to
new social and political circumstances, the number of attracted tourists and the related tourism
revenue were reduced substantially. Therefore, in this regard a dummy variable is to be
accounted for. This variable for the year 1358 (1978-79) is taken as equal to one and for the
remaining years it is taken equal to Zero.

Also, throughout the period of the war, we observed a decrease in foreign exchange revenue
from tourism and so the Dum7987 is included in the equation. For the war years, DUM7987 is
taken equal to 1 and for the peacetime it is taken equal to zero.

The two dummy variables are considered as substitute variables and indices for the assessment
of the effects of security and the feeling of security upon demand for travel to Iran. After the
victory of the revolution, and through out the war period the circumstances in the country were
not normal, hence the state of security in this period when compared to the pre-revolution era
and also in the years after the war had diminished; according to this hypothesis, there was a
negative impact on international demand for tourism in Iran.

The interpretation of the findings from estimation of the equation is:

A- All the coefficients have the anticipated algebraic sign and are in agreement with the
hypothesis.

B- All the coefficients of the descriptive variables are statistically significant and (Student’s t
statistic for each coefficient is meaningful).

C- Statistic R® indicates that explanatory variables that are included in the equation, explain
0.992 of the fluctuations of the dependent variable, and this verifies the explanatory
abilities of the equation.

D- Statistic F indicates that the total Regression is meaningful.

E- Since, there is a delayed dependent variable at the right side of the estimation equation,
the statistician Durbin Watson (D.W.) cannot be used and it is necessary to use the
statistic h-Durbin.' Since the statistic h-Durbin in this equation is equal to 0.40 and that
means, -1.96<h.D<1.96, the assumption of an auto-correlation among the residual
components is rejected. As mentioned earlier, in order to eliminate the serial
correlations among the residual components, the models “AR” and “MA” have been
applied.
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F- The Coefficient a,;=-0.252 indicates a 1% increase in the ratio of

(the index for

consumer price in Iran over that of the global level) reduces the demand for tourism by
0.25%. In other words, if the prices of commodities and consumer services in Iran
increase at a faster pace than those of a global scale, the demand for international
tourism in Iran will decrease. However, it could be said that the international demand

for travel to Iran is not very sensitive to the fluctuations of

demand for tourism, in relations to the cost has a low elasticity.

and the function of

VII-The coefficient of a,=0.45 indicates that 1% increase in global sum of Gross
Domestic Product, (or the increase in the level of income of the international
tourists) increases the demand for tourism by 0.45%. In other words, the
elasticity of the income function for the flow of international tourism to Iran is
equal to 0.45. Since this elasticity of income is between zero and one, traveling
to Iran from the viewpoint of foreign tourists is ranked as a “necessity” and not a
“luxury”. Hence, the demand to travel to Iran, in proportion to the income
variation of the foreign tourist has a low elasticity.

VIlIl-  The coefficients of dummy variables (particularly those of the revolution and
war) imply the strong sensitivity of tourism industry to social and political issues.

They indicate that despite a rich historical and ancient background and potential

capacities of the country, the social, and political and security issues and events have

left the tourism industry in Iran with some critical problems.

Since the above function has a logarithmic format, the coefficients of the independent

variables, which are also logarithmic, express the sensitivity and elasticity of the related

independent variable. On this basis, the following conclusions can be obtained:

Elasticity of the foreign exchange revenue from tourism in
proportion to the ratio of domestic index of consumer prices to
the global index of the consumer prices is equal to -0.25. It means
that for every one percent domestic price increase in comparison
with global prices, the foreign exchange revenue decreases by
0.25 percent. In other words, the foreign exchange revenue from
tourism in relation to the domestic prices has a low level of
elasticity. The reason for this is a high degree of difference
between domestic prices and those of the international market.
Hence, the level of domestic prices is not a significant factor to
attract the tourists.

The elasticity of foreign exchange revenue earned from tourism as
a ratio of the level of global revenue (Global Gross Domestic
Product) is only 0.45. This is a positive elasticity. This is also in
accord with the hypothesis, because as the level of global product
increases, the level of demand for traveling to the country
increases. According to this coefficient, for every “one percent”
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increase in the level of total world “Gross Domestic Product”,
there is a 0.45% increase in the demand to enter the country and
vice versa.

iii. The elasticity of the foreign exchange revenue from the tourism
industry in Iran, for each year, in comparison with the revenue
from tourism in the previous year is 0.9. It means for each extra
dollar added to the dollar revenue earned from tourism each
year, there would be an extra 0.9 dollar in the following year.

iv. The foreign exchange revenue earned from tourism industry is
highly vulnerable in regard to security issues. Two concepts that
could be substituted for the security as substitute variables are:

i) The occurrence of the war during the years
1979- 1987,
ii) The triumph of the Islamic Revolution in 1979.

The first factor shown with the Dum7987 has a coefficient of 0.5, and the
amount of which indicates that the war had a negative impact on the foreign
exchange revenues. In other words the impact of the war is estimated to be as
much as -0.5 on the Logarithm of each unit of foreign exchange revenue.
The coefficient of dummy variable of occurrence of the revolution is equal to —
1.38, which indicates a very deep impact indeed upon the foreign exchange
revenues earned from tourism in Iran.
Since the dependent variable is logarithmic but dummy variables are not, the
estimated coefficients of the dummy variables, unlike other coefficients, do not
show the degree of elasticity. To calculate the relative variation of the dependent
variable, due to the impacts of the dummy variables of the war and the revolution,
one could apply the methods of “Robert Halvorson and “ Raymond Packmosit.”
For this purpose the antilogarithm of the coefficients of the dummy variables are
estimated (on the basis of e). Then, the resultant is deducted by 1. If this is done
correctly, the relative variation of the foreign exchange revenue as a consequence of
the variable of the revolution is -0.75; and the consequence of variable of the war
equals to -0.39. These figures are not only large and considerable, but also they
illustrate the significance of security as a factor influencing the demand for tourism.
In other words, since at the present time the level of demand to travel to Iran is very
low, raising the capacity of accommodations services and recreational facilities, etc.
in order to raise the level of demand for travel to Iran would be an exercise in
futility.
Conclusions
The study reaches the conclusion that, among the factors affecting the tourists
aspiring to travel to Iran and consequently upon the foreign exchange revenue
earned, the variable of “insecurity and domestic upheavals” is more significant than
all other variables. This, the hypothesis, can be said to have been verified by the
arguments given.
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Many factors such as socio-political and cultural conditions exert some degree of
impact on feeling of security. The feeling of security is, however, a qualitative issue,
and there is no index to measure it precisely. The feeling of insecurity that is created
by social conditions emerges both at the time of war and also during peacetime. In
this article only the insecurity caused by the war and the revolution has been
examined. The extent of the feeling of social insecurity which is totally dependent on
the issues of social values which ought to be the subject of further study.

More efforts must be made to modify the social atmosphere in this regard and only
after the present capacity to absorb tourists is saturated should new facilities be
established. Of course, considering the historical position and extensive cultural
heritage of the country, the possibilities for attracting international tourists
outweighs the capacity of the present tourism facilities by many folds (Musai, 1999).
Thus, since for now the deficiencies in the facilities and accommodations do not
pose impediments for attracting international tourists, and the major hindrance is
the variable of “feeling of insecurity”, policy makers and officials should adopt
appropriate policies to eliminate the feeling of insecurity. This has been the major
factor that has served to impede the flow tens of billions of tourist dollars to the
country. This objective is definitely feasible through adopting more enlightened
cultural policies and allocating a small expenditure budget within a reasonable time.
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