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constitute a very important ele—---"t ° all planning activities. It is clear that
accurate forecasts of tourism demand are essential for efficient planning t
tourism-related businesses. particularly given the perishable nature of the
tourism product.  Second, a- und-—tanding of tou~ -1~ demand dynamics
through improved and more robust estimates of tourism demand parameters is
essential for more informed and successful tourism policy decision makir ~ and

implementation.

Notwithstanding the economic benefits offered by the tourism industry, the
Nigerian tourism industry remains underdeveloped and represents a small
share of national output and world tourism. For example, with respect to the
total tourists arrivals to Nigeria, the receipts generated by the number of
foreign visitors have been on the decline in the last few years. In 2000. Nigeria
attracted 656.000 foreign tourists, which generated an income of $186 million
but fell to $49 million in 2004 even with 962.000 visitors. In addition, the
tourism receipts in 2004 represented a ut 0.08% of the GDP and a deciine of
about 15% of the value recorded for 2003 (WTO. 2008). Understanding the
factors responsible for the low tourism demand in  geria, is therefore, the pre-

occupation of this study.

Quantitative studies on the demand for tourism in Nigeria are scarce. In order
to fill this gap. this study employs a recent cointegration technique to explore
the major factors that influence international tourist arrivals to Nigeria and to

reveal the importance of a stable tourism demand equation for economic policy
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also been included in some studies. As for the trend variable, the dete—inistic

linear trend has been used especially in studies prior to the 1990s.

The theoretical framework of tor~*sm demz—1 is laid on “* : for latio~ of the
consumer theory which predicts that the level of consumption depends on the
consumer's income, the price of the good/ser ce in question. the pric of
related goods (substitutes and complements), and other factors that shif

demand. Economic analysis has recognized the role of k¢ wvariables in
determining demand and nsumption. In practice, empirical models of
tourism demand borrow heavily from consumer theory which predic that the
optimal consumption level depends on the consumer’s income, the ice of the
good in question, the prices of related goods (substitutes and complements),
and other demand shifters. Formally, the arshallian demand for tourism

product can be expressed as.

TA = f{WY. RP, TC . POL) (1)

where TA is the total number of tourists arrivals; Y is world income; RP is

relative prices; TC is transportation cost ¢ and POL is political stabil.. .

III  Methodology and Model Specification
Empirical Specification of the Model
Most of the studies modelling the demand for tourism have used visitor arrivals

or tourism earnings as a dependent variable (Narayan, 2002; Halicioglu, 2004:
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involve multiple destinations. T* ~ origin of the problem is due to the fact the.
indices for tourism prices are not generally available. Rather, in the absence of
such an index. researchers have used exchange rate variables to proxy for
tourism prices. T > assumption is that the prices of hot~'~ a~ 1 restaurar  move
in line with domestic prices. Therefore, if the domestic exchange rate was not
maintained at a competitive level, potential tourists would be dissuaded

travel to such destinations.

In addition, a tourism demand must reflect the price of transportation.
However, due to the complex nature of the cost of trans  tation, no consistent
data exists on transportation prices. Rather, empirical ir :stigation in the
literature have made use of the distance of travel, price of airline tickets, or
crude oil prices as a suitable proxy for transportation costs. Crouch (1994)
argues that. from the - de variety of results, one cannot  equately rev | that
the underlying nature of the relationships between the demand for international

tourism and its determinant (Haliciog__, 200 "),

Finally. one-off shocks could also impact the demand for tourism, In the case
of Nigeria, political crises can be a major deterrent for tourists. Hence. a
dummy variable is used to account for years of political instabil” - in Nigeria.
The aggregate tourism demand model for Nigeria assumes that total touri. s
flc  into Nigeria is determined by the le : of world income, the relative
prices, transportation cost as ' :ll as political instability. Thus our empirical

model can be presented as:
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for unit roots. The “RI’" approach to testing for the e~ tence of a long-run
relationship between the variables in levels is applicable irrespective of
whether the underlying regressors are purely /(0), purely /(1), or fractionally
integrated. Finally, as argued in Nr-1yan (2005), ““e sr~~1l s——~le prop-—ies of
the bounds testing approach are far superior to that of multivariate
coint¢ ~~ation (Halicioglu. 2007). The approach. therefore. modifies the Auto-
Regressive Distributed Lag (ARDL) framework while overcoming the
inadequacies associated with the presence of a mixture of /(0) and /(1)
regressors in a Johansen-type framework.

The ARDL representation of equation (2) is, therefore, formulated as follows:

q q '}
ALnTA=a,+ Y a,ALnTA +) a, ALhWY, +> a, ALnRP_

i=l =0 =0

9
+> a, ALRTC,_, + ay LnTA_ + o LnWY,_ +a, LnRP_ + o, LnTC,_, +a,POL
1 (3)

where LnT4 is the log of tourists arrivals; LY is log of real world income:
LnRP is log of relative prices, LnTC is log of transportation index, POL is
political stability. g represer*~ the lag length and V' is the summation sign.
Investigation of the presence of a long-run relationship ¢ ongst the variables
of Eq. (2) is t led by means of bounds testing procedure of Pesaran et al
(2001). The bounds test is a Wald Test (or F-test) in which the joint
significance of coefficients for lagged level variables is tested with F-statistics
calculated under the null. The distribution of the test statistics under the null is
non-standard. in which critical values depend on the order of integration of

variables involved. More formally. we perform a joint significance test, where
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Providing " at the plot of these statistics fall ii ide the critical bounds of 5%
significance. one assumes that the coefficients of a given regression are stable.

The outputs of the two tests are usually presented in graphical form.

Sources of Data

Quarterly time series data were collected on tourists arrivals, world income,
real effective exchange, political instability and per barrel spot oil prices. The
quarterly data covers the | riod 1995:Q1 to 2006:Q4. The choice of this period
was guided by data availability considerations. The data ere obtained from
the Central Bank of | geria Statistical Bulletin (2005), Annual Report and
Statement of Accounts (2006), and World Bank World Development Indicators
(WDI), 2008 edition.

1V.  Empirical Analysis

1V.1 Lag Length Selection

In order ) select the lag leng..r for the cointegration test, we emplc :d both
the Akaike ™formation Criterion (AIC) i d the Scharwz’s Bayesian
Information Criterion (SBC). The results of the lag sel tion tests in addition
with the diagn tic tests on the residuals are presented in Table 1. The .sting
methodology adopts the approach suggested in Pesaran, et al. (2001. Table 1).
The analysis presents the results of the lag selection with and without a
deterministic trend. A valid bounds test requires that the error terms should not
be serially correlated (Pesaran, et al., 2001). The r ilts of the lag selection

criteria in Table | suggest that the optimal number of lags is 2. For lags 3 and 4
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they are small budget or high-budget tourists. Transport cost was also for~ 1 to
be inversely related to the number of tourists” arrival in Nigeria. As
transportation cost increases, demand for tourism decreases, with the elasticil
2ss tha ™ one. A 1% * :rease in transportation cost reduces tourism demand by
0.06%. Contrary to the a-priori expectation, political instability was not found
to be a major deterrent to the demand for tourism. Rather it was found to have
a positive impact on tourists arrivals in Nigeria. The advent of democracy in
Nigeria since 1999. when a democratically-elected government was worn in.
might be the plausible reason for the result on the political instability variable
or the possibility that the political instability of the late 1990s is over helmed
by the relative peace enjoyed since the transition to democratic governance

which begun in 1998.

The error correction ter— (ECM(-1)) is negative and statistically significai...
thus corroborating the results of the cointegration tests of the exi..2nce of a
stable long-run relationship among the variables. The error corr  on term is -
0.55 which indicates that 55% of the previous year’s deviation from long-run

equilibrium will be restored within one quarter.
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