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Abstract:

The main objective of this paper is to estimate the tourism impact
on the economic growth of Iranian provinces over the period of
2000-2010. For achieving this aim, the panel data approach has
been used to the economic growth modeling. The empirical
findings show that tourist receipts have a positive impact on the
economic growth in Iranian provinces. It was found that a 10
percent increase in the spending of tourists leads to a 1 percent
increase in the GDP per capita. In addition, physical and human
capital has positive effects on economic growth, while
unemployment rate and consumer price index have negative effect
on the economic growth. Finally, the results of this study indicate
that the product elasticities are inelastic in Iran during the period of
2000-2010.
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1. Introduction

Nowadays, researchers have been interested in the relationship between
tourism and economic growth. A general consensus has emerged that it
increases foreign exchange income, creates employment opportunities,
stimulates the growth of the tourism industry and therefore triggers
overall economic growth. As such, tourism development has become a
common awareness in political authorities worldwide (Kasimati, 2011).
International tourism generates both macro and micro economic effects.
Among the latter, international tourism improves the quality of labor
employed in the industry, uses sources efficiently under high competition,
benefits from scale economies and develops new facilities adapted to
international standards and demand and supply in the tourism sector. The

macroeconomic effects of international tourism are a weightier
consideration: these include foreign export demand for domestic goods
and services, generating foreign currency earnings, new employment
opportunities within the country, contributing to the repayment of foreign
debt, improving the country’s international standing as well as its
people’s living standards, increasing national income, generating new
economic sources, accumulating investment and thus increasing domestic
output, etc.

Due to the fact that Iran has very rich tourism attractions and an
ancient civilization it is hoped that one day it reaches its real position in
the world tourism industry through attempt towards development and
ever-increasing prosperity of this industry and enjoys profits and returns
obtained from prosperity and growth of the intended industry.

Iran's economy is a single-product economy by relying on oil incomes
and such dependence has enhanced susceptibility level of the society's
economy so that whenever oil prices are increased because of world
changes foreign currency incomes obtained from oil exports in the
country gain a more desirable status too, since today oil prices are
fluctuating due to permanent political issues despite it is an economic
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good. But such income increase is not so helpful for us, because first it is
in cross sectional form. Secondly the necessary planning hasn't been
conducted regarding how to apply such incomes, because it is unpredicted
and thus it is unused in the short-term. Tourism industry is one of the
sectors that can play a role in eliminating single-product economy
depending on mineral resources given that Iran has a rich culture and
civilization and is among the first ten countries in the world in terms of
tourism attractions.

The main purpose of this paper is to estimate the relationship between
tourism revenues and economic growth in Iranian provinces. Though,
numerous studies in the past attempted to estimate tourism effect on
economic growth for Iran, the application of the Panel Data approach for
the set of Iran’s provinces data covering 2000t02010is new.

The rest of paper has been organized in five sections; after the
introduction, the second section reviews the literature and theoretical
basics, the third section presents empirical studies and the forth section
outlines the research methodology where, the Panel Data approach is
explained, the model is presented and the data requirement of the selected
model is discussed. The fifth section presents research findings and
analysis. The last section draws conclusions and suggests policy
implications.

2. Tourism and Economic Growth

Recorded global evidences demonstrate that whenever the economic
growth status of the world, and especially the economic status of major
tourist countries of origin haven't been in an appropriate condition (oil
shock period etc.), international tourism has been faced with stagnation in
all countries. Due to improvements in the status of the global economic
growth and enhancing future perspectives of the economy, especially in
these major tourist countries, the level of demand for foreign trips has
increased. Global economic growth leads to an increased investment in all
economic sectors and increased trade volume among the countries and
this will lead to an enhanced international tourism demand. In other
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words, when income per capita status and the economy of Iran's
neighboring countries is improved, increasing foreign currency incomes
obtained from international tourism for the country is much higher than
when improvement of economic status occurs in countries further away.
National economic growth and increasing income per capita level in the
first step, along with increasing the levels of internal tourism demand and
investment in this sector, enhances internal tourism levels within a
country. In the next step, increased internal tourism level results in the
increasing of international tourism levels according to the Linder theory.

Thus, tourism should have an impact on the frequently used
quantitative measure of the economic development gross domestic
product (GDP). As a result, a specialized literature has developed to
measure the impact of tourism upon GDP to deal with measuring how
tourism contributes to economic growth (Ivanov& Webster, 2006).

As such, tourism-generated proceeds have come to represent a
significant revenue source, increasing employment, household income
and government income in countries worldwide.

Tourism comprises the activities of persons traveling to and staying in
places outside their usual environment for no more than one consecutive
year for leisure, business and other purposes (WTO, 1999). Over the past
several decades international tourism has gained distinct importance
around the globe. World tourism recovered strongly in 2010 even
exceeding the expectations. The tourists' arrivals grew by 6.7 percent in
2010 against the 4.0 percent decline in the previous year, the year hardest
hit by the global economic crisis (UNWTO, 2011). Similarly, tourism
receipt remained at US$852 billion in 2009 (UNWTO, 2010).

According to the estimates of the World Tourism Organization, the
number of international people movements around the world will rise to
1602 million by 2020, while tourism receipts will reach some US$200
billion. Furthermore, the World Tourism Travel Council expects thatthe
scale of the world tourism industry, which made up roughly 10.4% of the
world’s gross domestic product (GDP) in 2004, will increase to 10.9% in
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2014. When all components of the tourism industry were taken into
account, i.e., tourism consumption, investment, government spending and
exports, the industry grew 5.9% in 2004 alone, reaching US$5.5 trillion.
The 10-year growth forecast is for US$9.5 trillion in 2014. For these very
reasons, thoroughly investigating all aspects of tourism development and
economic growth is extremely important for governments (Leea,Chang:
2008, p.180)

Figure 1: International Tourist Arrivals by Region (million) (Source: unwto.org)
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It has been more than a decade since tourism has been converted into
the biggest industry in the world, and it has constantly been developed
since then. Today this industry is a great income resource for many
countries and most governments support the tourism industry actively. On
the other side, half of the world employment will be allocated to tourism
industry by 2020, based on statistics from the Tourism World
Organization. The tourism industry is one of the highest income as well as
growing resources in the world. The major factor of economic growth in
many parts of the world has been tourism, since all sectors are related
with this industry directly and indirectly. According to statistics of
Tourism World Organization, the number of tourists in the world
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exceeded 800 million persons in 2007, with an income of more than 800
billion dollars. It places the tourism industry in third rank of world trades,
after the oil and automotive industries. This industry is one of the most
important and highest income industries of the world in the 21 century,
thus encouraging policy makers to pay more attention to this industry as
an economic, cultural, and political and security development strategy,
and its positive economic and cultural impacts are considered seriously by
governments and nations (Lashkarizadeh et al, 2011).

According to the twenty-year outlook of the Islamic Republic of Iran,
the contribution of international tourists will rise from 0.09% in 2004 to
1.5% in 2025. It means that, in order to attract 20 million tourists from
global market annually, the country should invest more than 30 billion
dollars in the industry. Based on the vision statement, Iran's share of the
world tourism income should grow from 0.07% in 2004 to 2% in 2025,
so that Iran will earn almost 25 billion dollars from tourism entrance
annually up to 2025 (Adopted by the Council of Ministers, 2004). The
current situation is unsatisfactory in any way, and reveals that the country
has difficult path to reach 2 percentage of the world income tourism,
therefore, regarding the objectives, vision statement can provide an
important factor for accelerating the growth and development.

The following table shows the growth rate for tourist arrivals before
and after the revolution. The table also shows the growth rate during the
war and the First, Second, Third and Fourth Economic, Social and
Cultural programs of the Islamic Republic of Iran. The growth rate of
tourist arrivals in Iran was equal to 15.43% before the revolution. Due to
the Islamic Revolution, a government change, the political situation of the
region and the Iran-Iraq War (1979 to1988), The growth rate of tourist
arrivals to the country declined, and the industry faced with a -
9.18%decrease.After the war, beginning with the Iran’s first economic&
social development program (1989-1994), the number of tourists arrived
in Iran increased at an average of 28.83%. During the second



Journal of International Economics and Management Studies- Vol.1, NO.1, Autumn 2014 105

development plan (1995-1999), with a little change the average was
29.81% per year. The rate of economic development of the country during
the Third Plan declined sharply compared to the first and second years of
the program, an average of 74.4% per year, respectively. However, during
the Fourth development plan (2005-2009) with the appropriate policy this
rate has almost doubled compared to the third program.

Table 1: Average growth rate of tourist arrivals to Iran

. . The growth rate of tourist
Time period :
arrivals

Before the Revolution (1959-1978) 15.43
After the Revolution and War period (1979-1988) -9.18
First Development Plan (1989-1994) 28.83
Second Development Plan (1995-1999) 29.81
Third Development Plan (2000-2004) 4.74
Fourth Development Plan (2005-2009) 8.69

Source: Iran statistical yearbook during the (1959-2009)

3. Review of Literature

Recently, there have been efforts to test empirically whether international
tourism leads to economic growth. In one study, the role of tourism in
Spain’s long-run economic development was examined and evidence was
found to support the tourism-led economic growth hypothesis for the data
sample from the last three decades (Balaguer and Cantavella-Jorda,
2002). This finding implies an appropriate policy choice, which has led to
positive tourism income multiplier effect in Spain. Another similar study
found strong causality between international tourism earnings and
economic growth for the economy of Greece for the period of 1960-2000
(Dritsakis, 2004). In brief, these studies imply that policies designed to
attract tourists and that parallel international demand for tourism in these
countries creates net positive income effects. As another Mediterranean
country with significant sun-sand-sea attractions along long coastlines as
well as numerous historical, cultural, geographical, and environmental
attractions and facilities, Turkey’s tourism development and tourism
policies have contributed to Turkey's economic growth, especially since
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1980.At the same time, Turkey has followed export-led industrialization
and outward-looking development policies since 1980, similar to South
Korea. In the context of this similarity, one may consider the effects of
international tourism on South Korea’s economic growth. Oh (2005)
rejects the tourism-led economic growth hypothesis in favor of the
economy-driven tourism growth hypothesis for South Korea: export-
driven economic growth in the South Korean economy may be a strong
causal component of tourism growth. In fact, Oh argues that the tourism-
led growth occurs in economies where tourism demonstrates a spillover
effect. Oh’s finding implies that the share of tourism earnings in the GDP
must be high in order to validate the tourism-led economic growth
hypothesis. The proportion of tourism receipts in relation to
manufacturing in the Korean GDP is too low, arguably, to accept the
tourism-led economic growth hypothesis. One may consider that South
Korean government policies might not be as rational as those in Spain and
Greece, to match international tourism demand for goods and services,
thereby leading to spillover effects.

Table 2: The Main Empirical Studies of Tourism
Development and Economic Growth

: Empirical

Author(s) Topic Method Result
Research results show that there is a
Relationship between mutual causal relationship between
international tourism tourism and economic growth of
Tayebi et al and economic growth VAR model; Iran, OECD countries as well as
(2009) in Iran and OECD VAR-Panel model | China, Hong Kong, Malaysia,
countries as well as Russia and Thailand and there is a
the selected countries long term balance between these

two variables.

The existence of one co-integrated
vector among real GDP, tourism
and relative prices where the
Causality between corresponding  elasticities  are
Economic Growth positive. Impulse response analysis
Brida et al. and Tourism shows that a shock in tourism
(2009) Expansion: Empirical expenditure produces a fast positive
Evidence from effect on growth.
Trentino - Alto Adige

Johansen co-
integration test;
Granger causality
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. Empirical
Author(s) Topic Method Result
Unlike the findings of Gunduz and
Revisiting the Hatemi-J (2005) and Ongan and
tourism-led-growth ) ) Demiroz (2005), this study rejects
Katircioalu hypothesis for Turkey Co-integration: the TLG hypothesis for the Turkish
using the bounds tes economy since no co-integration
(2009)9 g the bounds test ARDL y grat
and Johansen (Bounds test) was found and error correction
approach for co- mechanisms plus causality tests
integration cannot be run for further steps in the
long term.
Studied the causal
Mohammadzade relationship between Result illustrates existence of a one-
and tourism industry and Standard G i lation
ar ross domestic tandard Granger | way causality relation from gross
Najafinasab g X causality test domestic product towards number
(2010) product in the .
; of tourists.
selected Islamic
countries
Tourism and
Narayan et economic growth: a 1% increase in tourism exports
al. panel data analysis Panel data increases GDP by 0.72% in the long
(2010) for Pacific Island run and by 0.24% in the short run.
countries
The result obtained showed a
International tourism P unidirectional causality running
Akinboade& and economic Multivariate from international tourism earnings
Braimoh development in South vector auto to real GDP, both in the short run
(2010) Africa: a Granger [CBIESSIVE, | and in the’long run. The error
Y Granger causality . Lo .
causality test correction mechanism carried out
also supported this causality.
Relationship between
Belloumi tourism, real Co-inteeration: Results indicate that tourism has a
exchange rate and g 2 positive impact on GDP growth
(2010) : - Granger causality e
economic growth in unidirectional.
Tunisia
The findings of this paper are as
follows: results from the full sample
within the VECM model indicate
that there is no Granger causality
Time-varying Time-varying between the series, while the
Arslanturk linkages between causality; Time- | findings from the time-varying
etal. tourism receipts and varying coefficients model based on the
(2011) economic growth ina | coefficient model; | state-space model and rolling
small open economy (VECM) window technique show that GDP
has no predictive power for tourism
receipts; however, tourism receipts
have a positive predictive content
for GDP following early 1980s.
Research findings indicate that there
Lashkarizad Relationship between | Standard Granger | is a mutual causality relationship
agh e‘?glza tourism industry and causality test; between tourism industry and
(2012)' economic growth in error correction | economic growth in Iran and such

Iran

model

relationship between these two
variables is supported in long term.
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Author(s) Topic El(ﬂngg(l)%al Result
Dynamic relation
b?:gg:t?leggg?;llc Co-integration There is a causal relationship
Arslantirk& exchange and tourism and Granger running from tourism incomes to
Atan . . causality, Vector | economic growth, which supports
(2012) 1nc0mes.ta_n Auto Regressive | the premise that tourism benefits
econometric (VAR) economic growth.
perspective on
Turkey
The findings of this study are not
only consistent with the previous
studies on this subject, but also
Is tourism support the. _ current Zamb.ian
Odhiambo& development an government initiative .of boosting
Nicholas M engine for economic ARDL the tourism sector in order to
(2012) growth? the Zambian (bounds testing) | promote economic growth.There is
experience a unidirectional causal flow from
labor  force  participation to
economic growth — and from
tourism development to labor force
participation.
Amaghionve A causality analysis o There is a long-run positive
o diwge 5 Ar)(a of tourism as a long- Multivariate co- | relationship ~ between —economic
mefule run economic growth mtegratlonZ error- grovyth and tgur1sm. An increase in
: . correction tourism receipts tends to have a
(2012) factor in Jamaica positive impact on GDP
Reveal a long-run equilibrium
Tourism and growth relationship between real GDP per
Aperais& in the Caribbean — ~ Panel co- capita, the real effective exchange
gz gr:Z id f | | integration tests & | rate and international tourist arrivals
(20y12) eVlegrecéﬁr:nggne panel error per capita. Reveals bidirectional
model correction causality ~between tourism and
economic growth in both the short
run and the long run.
The results provide evidence of a
strong one-way directional causality
Tourism as a long-run _ between tourism and economic
Bento & economic growth Granger causality | growth and the necessary argument
Santos factor in Portugal: test, vector auto | to support the tourism led growth
(2012) ovidence from regressions hypothesis. ~ This  result  has
causality analysis (VAR) important policy 1mp119at10ns for
where  government investments
should be targeted giving a further
catalyst to economic growth.
P. Srinivasan Tourism and Tourism has a positive impact on
etal. Economic Growth in ARDL-UECM economic growth in Sri Lanka both
(2012) Sri Lanka in the short-run and long-run.
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Empirical

Author(s) Topic Method Result
The results of the study suggest that
governments of developing
countries should focus on economic
Tourism policies to promote tourism as a
EkaE%)r/]ake& Development and iriznitgg;l potential source of economic
g Economic Growth in g > growth.
(2012) . Granger causality
Developing
Does tourism predict
" ; macroeconomic Visitor arrivals consistently predict
arz)llan € performance in Panel Data exports and money supply, and to 4
2013 Pacific Island lesser extent, exchange rates and
(2013) ;
countries? GDP.
Tourism Tourism  specialization is not
RoberticoCr specialization and harmful to growth, and, in lieu of
oes P ; : Panel Data technological gaps and resource
2013) economic output 1n limitati 2 alization i
( . imitations, tourism specialization is
small islands .
a sound option.
In both the short term and the long
run, an increase in tourism (both
arrivals and real expenditures)
Effects of tourism, causes expansion in economic
Ghart economic growth, Co-integration growth, with tourist arrivals yielding
artey, real exchange rate, approach: more robust results. The tourism-led
Edward . .
(2013) stmctura! changes Johansen and economic growth findings for both
and hurricanes in ARDL the short term and long run, albeit
Jamaica modest, imply that it can be
worthwhile to extend incentives to
promote Jamaica as a tourist
destination.
There are Granger causality
relationships running from tourism
expansion to economic growth,
Is the tourism sector Co-intearation which sustains the tourism-led
Surugiu&Su supportive of metho%l and growth hypothesis. These results
rugiu. economic growth? Granger causality emphasize the need for more
(2013) Empirical evidence g consistent tourism  development
X . (VECM) .
on Romanian tourism plans and strategies to be
implemented at national and
regional levels by the governmental
authorities.
There is strong empirical evidence in
Causality between . ) favor of the hypothesis of tourism as a
Brida. et al Tourism and Long -term Co—integration, generator of long-term economic growth.
n 2%'1% al. Economic Growth: a Granger type However, this does not make it possible
Critical Review of the 1 to form conclusions o a genera nature
(2013) itical Review of th causality fi lusions of 1

Econometric Literature

regarding policy and planning implicati
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Empirical

Method Result

Author(s) Topic

The short-run dynamics of the
model suggests a speed of
correction of 0.25%, meaning that it
would take about 10.5 years to
correct for disturbances back to
equilibrium. The long-run relation
Co-integration, indicates that a 1% change in
VECM, Granger | tourism revenues would lead to a

causality 0.49% increase in real GDP in the
long-run. They show that tourism is
in part an endogenous growth
process, requiring a systematic
allocation of resources to sustain its
development for local and regional
economies.

. Modeling Tourism
Rldgtearllstaat Development and

(2013') Long run Economic
Growth in Aruba

The study finds evidence to support
the tourism-led growth hypothesis
Tourism development for a group of panel in
and economic growth Mediterranean countries. The results

Aslan in the Mediterranean Newly developed of the overall study suggest that
(2013) countries: evidence panel Granger governments of  Mediterranean
fi . causality tests . .
rom panel Granger countries should focus on economic
causality tests policies to promote tourism as a
potential source of economic

growth.

4. Methodology and Data Sources

In this paper, the panel data approach has been used for estimation of
empirical model. The use of panel data allows not only the increase in the
degrees of freedom and better estimators’ large sample properties, but
also the reduction in the endogeneity, due to the consideration of specific-
country effects ,omitted variables, reverse causality and measurement
error.

In the economic growth literature, researchers have been interested in
the rate at which provinces could fill the gap between their current
positions and their desired long-run growth path. To determine the
responsiveness of income growth rate to tourism and the traditional
sector, the sources of economic growth such as investment in physical
and human capital, employment growth and consumer price index, we
first specify a simple double log-linear Cobb-Douglass production
function as:
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LNGDPi,t= BI1+B2LNKit+B3LNHUMit+B4LNTOURI, t+B5SLNUNEMPI, t+
BG6INFi,t+p+ei, (1)

Where LNGDP:,: is the natural logarithm of per capita GDP at constant
pricesduring 2000-2010 for per province, calculated thorough the chain
index (source: Iran statistical center,2013), Ki: is performance of
development budget in every province (source: Iran statistical
center,2013), HUM.. is university graduates in per province (source: Iran
statistical center,2013), TOUR;: is tourist receipts per capita in Rial for
every state (source: Iran statistical center,2013), UNEMPi: is
unemployment rate in per province(source: Iran statistical center,2013),
INF:ds (cpi-l.cpi)/l.cpi*100(source: Iran statistical center,2013)".

To estimate the parameters corresponding to variables of interest from
the data under consideration, we employ a panel data estimation, an
empirical exposition of which is provided in equation (2) below.

Yit=6i+ I't+ (Xit )b+ Wit (2)

Where, Y is the natural logarithm of real GDP per capita in province i
at year t, andXitis a vector of the explanatory variables (tourism receipts,
investment in physical and human capital, employment growth and
consumer price index) for province i = 1, 2..., m and at time t= 1, 2,
...,I,®a scalar vector of parameters off:...., 7, Wiis a classical
stochastic disturbance term withE/Wit/= 0 and var [Yit]=0,20i and I'tare
country and time specific effects, respectively. Instead of a priori decision
on the behavior ofdi+ I't, different types of assumptions are separately
imposed on the model and the one that gives robust estimates is chosen.

If we assume the province specific effects to be constant across
provinces and the time specific effects are not present [i.e. §i = 4 and 't
=0)], then model (2) is estimated by the Ordinary Least Squares (OLS)
method, or restricted OLS method. The second estimation technique
assumes that the province specific effects are constant, but not equal (i.e.
6i = Ai and I''=0 which yields a one-way fixed effects model. The third

" Provinces studied in this paper include: East Azerbaijan, West Azerbaijan, Isfehan, Bushehr, Chaharmahal
and Bakhtiari, South Khorasan, Khuzestan, Zanjan, Semnan, Sistan and Baluchestan, Kurdistan, Kohgiluyeh
and Boyer-Ahmad, Gilan, luristan, Markazi, Hormozgan and Yazd.
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assumption is a situation where the province effects are not constants, but
rather are disturbances; the time effects are not present [i.e. §i = A + wi
and I'=0] where E/w i]=0 and var[wi]= ¢ and cov[yi, wi] =0. In this
case, model (2) is estimated by the generalized least squares (GLS) which
yields random-effects model.

As can be seen in Figure 1Isfahan province has the highest percentage
of foreign tourism revenue, which is equal to 25.8 %.This shows that the
province has great attractions for foreign tourists .East Azerbaijan
province with 14.6% is placed in second. West Azerbaijan and Yazd
provinces with 10.7% and Hormozgan province with10.5% are on the
third and fourth grades .Other provinces’ share can also be seen in
Figurel.Based on the data from Iran Statistical Center, foreign tourism
revenue share of gross domestic product in each province is presented in
Figure 2. According to the Figure, Yazd province has the most
proportion. Second part of this share belongs to Hormozgan province.
Province of West Azerbaijan is third in this respect. We can Result from
this Figure that the GDP ratio of non-industrial province compared to
industrial province, is more affected from foreign tourism income.

Table3: Data Description and Summary Statistics

Variable Description Mean Std. Dev. Min Max
GDP per capita
DP 1.77e+14 | 5.81et+14 | 3.35e+12 | 4.16e+1
G (constant 2013 Rial) 77e >8le 3.35¢ bet15
K Physical Capital 1.25e+12 | 1.52e+12 | 1.83e+10 | 1.11e+13
HUM Human Capital 8869.707 | 7312.15 1668 61537
I ional i
TOUR | " crmatonaliourism, | »5. 07 | 1.95¢+07 | 7650 | 131e+08
receipts (current Rial)
UNEMP unemployment rate 12.43561 | 4.473202 1 353
CPI Consumer Price Index | 44.81364 | 19.79334 18.3 83.9

Note: Number of provinces = 18, the values of the variables used are eleven years averages from
2000 through 2010; All variables are log transformed for the regression estimation. All data are
from Iran statistic center.
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Figure 1: Tourism Share of Iranian Provinces over the Period of 2000-2010"
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Figure 2: The Ratio of Tourism Revenue to GDP of Iran’s Provinces for period
2000-2010
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" The list offranian provinces in this paper include: East Azerbaijan(azb-sh), West Azerbaijan(azb-gh),
Isfehan(esf), Bushehr(bush), Chaharmahal and Bakhtiari(chahar), South Khorasan(W-khor), Khuzestan(khoz),
Zanjan(zan), Semnan(sem), Sistan and Baluchestan(sist), Kurdistan(kord), Kohgiluyeh and Boyer-
Ahmad(koh), Gilan(giln), luristan(lor), Markazi(markz), Hormozgan(hor) and Yazd(yazd).
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5. Empirical Results
Our finding is based on the fixed-effects and random-effects models. The

results reported in the following Tables. Broadly, the results of both
models reveal the expected relationship between the GDP per capita and
the explanatory variables. As model shows the variables representing the
sources of growth, has the expected signs. Because we estimated a
double-logarithmic model, all the coefficients represent elasticities.

Table 4: The Results of Model Estimation by Fixed and Random Effect Methods

Variable Random effect Fixed effect
c 0.925 20,2643 14379 0.1627 0.9246* ~0.2666 14349 0.15942
(89) (0.37) (0.89) ©021) (192) (-043) (L44) 0.23)
0.4636*
Lk | 03988 | oarorer | o3oreer | 0desare | 039640 | 04680 | 03806+ o
(6.59) (11.35) (6.47) 21 1321 (1142) (5.98) 112
0.336**
Ln | o043s2ewx | 034510+ | 042450 | 03358+ | 04355+ | 03451%% | 0.4250%%* >
hum (4.89) (5.25) (4.89) (5.15) (7.94) (5.19) (4:54) 507
0.1056*
Ln | 00970 | 010120 | 00978%% | 01023+ | 01013 | 01047+ | 0.1018%** o
tour 38) 3.9) (3.80) (391) @1 (3.97) 3:83) 396
nf -0.0035 ~ -0.0037 ~ -0.0035 ~ -0.0037
(-1.08) (-L15) (112) (117)
unem ~ ~ -0.0975* -0.0869 ~ ~ 00069 | -0.0864
P (-182) (-L59) (-159) (-1.38)
R2 0.8942 0.8938 08957 08953 08942 0.8938 0.8957 0.8953
Obs 198 180 198 180 198 180 198 180
F_ *
limbe - - - - 45006+ | 50495ecx | aeragees | 0807
r
Brous
h 850.24%** | 68235« | 85518%ck | 686.74% -
pagan
t:;f 298 2113 384 242 298 2113 384 242

Notes: t-statistics are reported in parentheses. ***, ** and * denote significance at the 1%, 5%,
and 10% levels, respectively.

We used Hausman specification test to compare the consistent fixed-
effects model with the efficient random-effects model. The random-
effects model was in favor of the fixed- effects one in all columns (Prob>
chi2) except the second one, because the inflation has been added.
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Utilizing F-limber test determines that using a panel data approach is
more appropriate. F-limber in every four models of fixed-effects is greater
than Fisher statistic (Prob> F = 0.0000). Therefore, the null hypothesis is
that; the use of Integration Data reject is in favor of the use of Panel Data.

The residual sentences in model are significantly related to the
explanatory variables. The result of Breusch-pagan test shows that null
hypothesis is rejected. Null hypothesis is implying homogeneity of
variance. Hence, the model has Heteroskedasticity, because BP test is
greater than Chi-square statistic (Prob> chi2 = 0.0000) in every four
models of random-effects.

The results indicate that tourist receipts have a positive and statistically
significant effect on the GDP per capita (at p <0.01) of Iran’s provinces.
Accordingly, we find that a 10% increase in the tourism receipts of
provinces’ economy would result in a 1% increase in the average of per
capita income. Similarly, a 10% increase in investment in human capital
(HUM) through rising university graduates in each province, will escalate
the GDP per capita by 4% (at p < 0.01). Consistent with the findings of
Barro (1990), Sinclair (1998), Temple (1999), Dritsakis (2004), and
Durbarry (2004), we also find that investment in physical capital (K)
which is measured by the performance of development budget in every
province as a percentage of GDP has a positive and statistically
significant impact on the real GDP of Iran’s sampling provinces economy
(at p < 0.01) i.e., a 10% increase in physical capital will lead to a 4.5%
increase in the GDP per capita of provinces economy, a huge impact
related to the other sources of growth.

Unemployment (UNEMP) and inflation (INF) have a negative impact
on the real GDP growth rate. The results show that a 10% increase in
unemployment rate of Iran’s provinces will decrease GDP per capita by
0.95%. Correspondingly, a 10% increase in inflation would result a
0.03% decrease in the average of per capita income.
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6. Conclusion and Policy Implications

The main aim of this paper is to investigate the effect of tourism on the
economic growth in Iran’s provinces and their development between 2000
-2010. The findings of this study show that the spending of international
tourists has positive impact on the economic growth. Moreover, a 1%
increase in the spending of tourists leads to a 0.1% increase in the GDP
per capita income. According to the World Tourism Organization
(UNWTO), Iran offers considerable potential, not only for seaside,
cultural, medical, sports and discovery tourism, but also for
environmental and ecotourism. However, this potential remains largely
untapped.

In addition, the results shows that the conventional sources of growth
such as investment in physical and human capital can enhance provinces
productivity and spur their economic growth. A policy implication which
may be drawn from this study is that Iran’s provinces can improve their
economic growth performance, not only by investing in the traditional
sources of growth such as physical and human capital, trade and foreign
direct investment, but also by harnessing strategically the contribution of
tourism industry and improving their governance performance.

These findings are important for policy makers; because they can now
argue the allocation of more financial resources to the tourism industry
(for more tourism supply and promotion) in order to obtain higher levels
of economic growth in the future. Iran’s provinces can increase its labor
productivity by employing new management and operation strategies,
importing advanced technologies and new inputs in the tourism industry,
thereby increasing further economic growth. Furthermore, the
endogenous nature of tourism requires policy makers to take care of
buildings and maintain adequate conditions (for example, leadership,
creativity, innovation, and entrepreneurship) to ensure a long-term
potential growth of tourism and ultimately, the economy.
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