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A B S T R A C T

The aim of this paper is to present a methodology for the decomposition of economic growth by
industry which allows between provinces comparisons in Iran. The authors use the growth of real
GDP per capita as a measure of economic growth and disaggregate it into economic growth
created by tourism and economic growth created by other industries. A Growth Decomposition
Method (GDM) is used for measuring the contribution of tourism to an economy's growth for Iran
from period 2005–2014. The results show that the impact of tourism on economic growth is
positive. Thus, for Iran it appears that tourism on the whole support the growth of the general
economy. Results of the average contribution of tourism to economic growth in provinces in Iran
show that, khorasan razavi had the highest contribution to economic growth, Gilan took the
second place and Ardabil was third with more than 1% and further 28 provinces it still had a
positive contribution although less than 1%.

Introduction

Tourism is frequently viewed as an important engine for the economic growth and development of countries (Brida & Risso, 2009;
Tang & Tan, 2013), helping to increase the economic welfare of local populations. Research into the measurement of tourism's
contribution to economic growth has developed rapidly in the last decade. International tourism is recognized to have a positive
effect on the increase of long-run economic growth through different channels. First, tourism is a significant foreign exchange earner,
allowing paying for imported capital goods or basic inputs used in the production process. Second, tourism plays an important role in
spurring investments in new infrastructure and competition between local firms and firms in other tourist countries. Third, tourism
stimulates other economic industries by direct, indirect and induced effects. Fourth, tourism contributes to generate employment and
to increase income. Fifth, tourism can cause positive exploitation of economies of scale in national firms (Schubert, Brida, & Risso,
2010). The consumption and purchase of goods and services by tourists can affect many sectors such as accommodation, transport
and tour operators, tourism related retail businesses (such as restaurants and souvenir retailers), and attractions (which include
natural, cultural/historical and developed sites). Other economic benefits derived from tourism activity include tax revenues, em-
ployment and additional sources of income (Archer, 1995; Khan, Seng, & Cheong, 1990). Therefore, tourism should have an impact
on the frequently used quantitative measure of economic development, gross domestic product (GDP). Though, measuring the
economic impact of tourism requires a wider view on the analysis of the interaction among tourism and GDP (Ivanov & Webster,
2007).
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According to the expenditure approach, GDP includes final consumption, gross fixed capital formation, government expenses and
net export (export minus import) (SNA 2008). When international visitors spend money their expenditures are included in the net
export, tourist companies’ investments are part of the gross fixed capital formation, the expenses of tourism employees and domestic
visitors are accounted in the households’ final consumption, while government budgets for travel are part of the government's final
consumption part of the GDP. Any change in tourism GDP elements influences directly country's GDP. Therefore, tourism always has
impact on economic growth, although this impact might be positive in some years and negative in others, or higher or lower than the
contribution of other industries (Ivanov and Webster, 2008).

The economic evaluation of tourism is not an easy task. A global analysis instrument developed for this purpose is the Tourism
Satellite Accounts (TSA) promoted by the World Tourism Organization (WTO). The TSA provide a total measurement of tourism's
economic relevance through macroeconomic indicators such as its contributions to the GDP. There are still no regional TSA in Middle
East, in spite of being one of future's most promising sectors, and Iran is no exception. The lack of a feasible statistical system for
tourism prevents the direct analysis of the demand of goods and services, a component that could be related to tourism within the
economy, as well as the observation of the supply of tourism goods and services within the same economy as a reference (Rodriguez,
Martinez, & Pawlowka, 2012). The direct contribution of tourism to the rise of regional Gross Value Added (GVA) can be measured by
following the growth decomposition methodology presented by Ivanov and Webster (2007). This technique has been mostly used at
the national level. It has only been used on a regional scale by Brida, Punzo, and Risso (2011). Our aim is to apply this technique to
measure the contribution of tourism to the economic growth of the Iran's Provinces.

Contribution of tourism to Iranian GDP

The significant role that tourism plays in the Iranian economy is obvious in the considerable contribution on GDP, foreign
exchange earnings and employment. In Iran, in line with the country's economic structural change, where services have overtaken Oil
and Gas industry as the biggest sector and contributor to the GDP, the tourism industry has also grown concurrently. Based on the
information from Iran with data available, the World Travel & Tourism Council (WTTC) estimated that tourism's contribution directly
to Malaysia gross domestic product (GDP) was US$ 31.5 bn in 2016 and its forecast to US$ 44.9 bn in 2027. Also, total contribution to
employment, including jobs indirectly supported the industry was 6.5% of total employment (1,624,500 jobs). This is expected to rise
by 6.2% (1,964,000 jobs) in 2027. Travel & Tourism investment in 2016 was US$ 3.5 bn. It should rise by 5.3% over the next ten
years to US$ 6.2 bn in 2027 (WTTC, 2017). The horizon of the future outlook of the Islamic Republic of Iran in 2025, Iran, will
become one of major tourist destination in the world. The goals and visions of the country in 2025 in the tourism sector, the entry of
20 million international tourists, US$ 36 bn tourist receipts and 4 million job creation (direct or indirect) has been targeted. That is
the reason why the Regional Strategic Programme for Iran seeks to turn Iran into a competitive and sustainable destination in order
revitalize the regional economy by 2025 (future outlook of Iran, 2017).

Since tourism affects transportation, hotels and lodging, food & beverage, cultural and entertainment, banking & finance and
promotion and publicity services, tourism's contribution to employment tends to be slightly higher. Therefore, the tourism sector has
boosted the physical capital investment of Iran (airport, hotels, railway, etc.) and has been a leading source of foreign currency.
Nevertheless, Iran still has many infrastructure shortages and inadequacies to overcome as well as environmental and based heritage
limitations to manage in order to overcome the negative impacts of tourism.

Despite the enormous and rapidly accelerating accumulation of literature on tourism's impacts on economic growth, we can
identify three major gaps in much of what has been written on the topic. Firstly, few attempts have been made to investigate the issue
on the regional. Secondly, most of existing research focuses on determining whether there is cointegration and causal relationship
between tourism development and economic growth, but does not determine the actual per capita economic growth that is generated
by tourism. Finally, the review of existing literature reveals that the factors influencing tourism's actual contribution to per capita
economic growth have not been empirically studied. In this regard, the Purpose of this paper is to demonstrate a growth decom-
position methodology (GDM) to evaluate the impact of tourism on economic growth for provinces in Iran, based on disaggregating
economic growth into two parts economic growth generated by tourism and economic growth generated by other industries.

The rest of the paper is organized as follows: Section 2 reviews the literature. Section 3 focuses on methodology and data. Section
4 presents the empirical results. Conclusion and policy implication are presented in Section 5.

Impact of nuclear agreement on tourism industry in Iran

Last January, the nuclear agreement between, Iran and the five permanent members of the UN Security Council (US, China,
France, Russia, UK), plus Germany and the EU became effective. Once approved and implemented, the JCPOA is expected to provide
relief from sanctions in four broad areas: (1) export and transportation of hydrocarbon and hydrocarbon-related products; (2)
banking and other financial services and transactions, including restored access to the international payment system (SWIFT); (3)
access to foreign financial assets; and (4) the sale, supply of parts, and transfer of goods and services to the automotive and air-
transportation sectors (tourism), and associated foreign investment. The post-sanctions growth dividend will also depend on the
domestic macroeconomic policy response and the pace and content of structural reforms following the removal of the sanctions.
Structural reforms of the business climate and labor and financial markets could play a key role in this respect. Macroeconomic
policies will also need to be adjusted in the years ahead so that the authorities can achieve their goals of single-digit inflation, a
competitive real exchange rate, and sustainably higher inclusive growth. In particular, additional fiscal consolidation would help
contain the appreciation of the real exchange rate and support monetary policy in containing demand and achieving the desired
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reduction in inflation.
The simple response is that the nuclear agreement is necessary but not sufficient for Iran to attract FDI for promote tourism

industry. Today, the rivalry for International FDI is more intense than ever before, due to stagnation in advanced economies and
deceleration in emerging economies. As a result, Iran must push investment promotion, upgrade competitiveness, improve the
business environment, and communicate its unique advantages, and so on. Iran's economy has grown not only through sanctions but
also enjoyed growth has been negative and even negative growth rate. Real GDP growth could rise up to 5/5 percent in 2016/17 and
2017/18, while hovering around 3/5 - 4 percent annually in the years after. The most important driver of growth in the short term
would be a recovery in oil production and exports, projected to increase by about 0.6 million barrels per day (mbpd) in 2016 and by
about 1.2 mbpd over the medium term. Higher oil output would contribute about three quarters and two-thirds of the estimated
economic growth in 2016/17 and 2017/18, respectively.

Literature review

Today, tourism is one of the largest world industries, and is still growing. It is labour intensive and known to have a great
potential to attract foreign and public investment, particularly in infrastructure. It also contributes to economic growth (Sequeira &
Nunes, 2008). Given these features of the tourism sector, it seems to offer the prospect of simultaneously increasing employment and
growth, two of the main long-run policy goals. Tourism provides advantages in overcoming the region of a country in three ways.
First, it provides the volume to overcome insufficient market demand enabling greater efficiency and providing economies of scale for
more goods and services which decreases the unit costs of production. Second, it increases competition by encouraging new entrants
in the market place, which provides a positive impact on the price level of goods and services. Third, tourism, by providing scale and
competition together with greater consumer choice and trade openness, can raise the standard of living and thus improve the quality
of life in the region a country (Schubert, 2011).

It is usually believed that tourism has contributed positively to economic growth as exports have strongly triggered economic
expansion. The international trade theories are supportive of a positive relationship between export and economic growth (Thornton,
1997; Xu, 1996; Ahmed & Kwan, 1991; Jin, 1995). Some of the studies including Marin (1992) indicate that a unidirectional
influence of exports growth on economic expansion in developed countries such as United States, Japan, United Kingdom and
Germany. Moreover, export promotion and economic growth have considerably reinforced each other in South American and African
(Jin, 1995; Bahmani-Oskooee and Alse, 1993). In addition Kulendran and Wilson (2000) and Shan and Wilson (2001) found that a
strong reciprocal relationship between international trade and international travel in Australia and China. Theoretical models that
regard a causal relationship between non-traded goods, such as Tourism, and economic growth are recent phenomenon (Kim, Chen, &
Jang, 2006). In a recent study of the economic growth some researchers show that tourism has a long-run economic growth effect
(Lanza, Temple, & Urga, 2003; Balaguer & Cantavella-Jorda, 2002, Tang & Jang 2009; Hye and Khan, 2013, Katircioglu, 2009; Oh,
2005; Ridderstaat et al., 2014), and some of them indicate that reciprocal causality relationship between tourism growth and eco-
nomic development (Kim et al. 2006; Dritsakis, 2004; Durbarry, 2004; Kumar & Kumar 2012, Lee & Chang, 2008). The tourism-led
growth literature claims that tourism specialization spawns economic growth (Algieri, 2006; Perez-Dacal et al., 2014; Ridderstaat,
Croes, & Nijkamp, 2016). The growth potential of tourism is revealed through increased terms of trade (ToT). The empirical evidence
corroborates these theoretical propositions because small islands, despite the pessimistic predictions of the endogenous growth
theory, were able to grow (Brau, Lanza, & Pigliaru, 2007; Croes, 2013; Holzner, 2011).

Fayissa, Nsiah, and Tadasse (2008), this study investigate the Impact of tourism on economic growth in Africa using Using panel
data of 42 African countries for 1995 to 2004. The results show that receipts from the tourism industry contribute significantly both
to the current level of gross domestic product and to the economic growth and do investments in physical and human capital. The
authors’ findings imply that African economies could enhance their short-run economic growth by strengthening their tourism
industries strategically.

Ecotourism will be positioned as a premier segment of the tourism industry by leveraging biodiversity assets through extensive
protection and conservation, supported by targeted branding and promotion activities. Ecotourism products will be developed along
the value chain of high-yield tourism by attracting reputable investors who are competent in the conservation and preservation of
nature and wildlife. Experience-enriching elements, such as tourism facilities, interpretive centres, safety measures, and commu-
nications, will be strengthened. The development of ecotourism will also offer greater opportunities for local communities to par-
ticipate in related income-generation activities to raise living standards. Azam, Mahmudulalam, and Hafeez (2018), this study ex-
amine the effect of tourists’ arrivals on environmental pollution caused by Carbon Dioxide emissions in Malaysia, Thailand and
Singapore over the period of 1990–2014. The empirical results reveal that tourism has a significant positive effect on environmental
pollution in Malaysia. However, an inverse relationship between tourism and environmental pollution is observed in Thailand and
Singapore. Empirical findings suggest that sustainable economic growth and development should be ensured by implementing
prudent public policy where host governments must strive to promote socially and environmentally responsible tourism industries in
their respective countries.

Habibi (2017), this study investigate the economic and non-economic determinants of international tourist flows to Malaysia
using the generalized method of moment (GMM) during the period 2000–2012. The Results indicate that the estimated coefficients of
substitute tourism price in the model is negative. This implies that the five alternative destinations are complementary destinations to
Malaysia. In addition, the dummy variable for Visit Malaysia Year in 2007 and SARS in 2003 had a positive and negative impact on
tourism demand for Malaysia, respectively.

Kusni, Kadir, and Nayan (2013) investigate the effect of economic and non-economic factors on tourism demand of OECD
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countries for the period 1995–2009. The results imply that tourists from OECD countries are sensitive to the price changes and
Singapore is a substitute destination for Malaysia. Also, the spread of SARS and global economic crises are significant effects on
tourism demand. Kadir, Nayan, and Abdullah (2013) investigate of inbound tourists from ASEAN countries to Malaysia using panel
data for period of 1994–2009. The results indicated that the relative price of tourism in substitute destination, the Asian financial
crisis and the spread of the SARS are the significant effects on tourism demand.

Rodríguez et al., (2012) investigate the term academic tourism to describe such a form of tourism using a generalized method of
moments (GMM). The results imply that academic tourism depends mainly on determinants that are not strictly economic; namely,
the importance of the habits and preferences of foreign students (which are generated every year by various means, such as
agreements between universities, the reputation of the institutions receiving these students, or word-of-mouth), the ease of mobi-
lization of Erasmus programme and the differential attractiveness of the University of Santiago de Compostela. Massidda and Etzo
(2012) investigate the main determinants of Italian domestic tourism demand using GMM panel data. The results indicated that
southern tourists appear more responsive to income variations, and less sensitive to price differentials than their northern coun-
terparts. In addition, southern tourists seem to be more influenced by environmental attributes while northern tourists are more
sensitive to cultural activities.

Literature on the subject provides a wide range of instruments intend by measuring the economic impacts of tourism. The Tourism
Satellite Account (TSA), Computable General Equilibrium (CGE), and Input-Output technique (I-O) can be applied to estimate the
impact of tourism on economic growth (Parrilla, Font, & Nadal, 2007). latest trends in this area encourage measuring its importance
on the basis of macroeconomic information provided by national accounts under the Tourism Satellite Accounts scheme (Holz-Eakin
2001; Mak 2005; Suich 2002) and computable general equilibrium models (Adams and Parmeter 1995, 1999; Blake, Sinclair, &
Sugiyarto, 2003; Blake, 2004; Dwyer, Forsyth, & Spurr, 2006; Narayan, 2004).

Tourism yield

Yield concepts classified in terms of which level of activity is affected. The impacts of extra tourism on a firm, on the tourism
industry as a whole, or the economy will be of interest to different stakeholders. Thus a firm will be interested in the impact on its
profit and employment, while a government will be interested in the impact on profit and employment in the economy as a whole.
This classification concerns who is affected by additional tourism (Dwyer & Forsyth, 1997). The economic impacts refer to the effects
of tourist expenditure on economic variables, such as output and employment. The expenditure of tourists stimulates economic
activity, and creates additional business turnover, employment, household income and government revenue in the host destination
(Dwyer & Forsyth 2005).

Out of the 5.5 million tourist arrivals into Iran in 2017, more than 70% came from short-haul markets especially from neigh-
bouring countries. In regional scale, the country is ranked first with regard to the predicted growth of the sector's direct contribution
to employment (4.9%) in 2016, more than double the Mideast and global average (both at 2.1%). Domestic travel spending generated
79.8% of direct Travel & Tourism GDP in 2016 compared with 20.2% for visitor exports. Leisure travel spending (inbound and
domestic) generated 92.3% of the industry's direct contribution to GDP, compared with 7.7% for business travel spending. Foreign
visitor expenditure made up 20.2% of the sector's direct contribution to GDP (WTTC, 2017).

The yield per tourist in Iran is also relatively low at US$ 1200. This indicates that most of the international tourists are amongst
the lowest income level. They are looking for the lowest budget destination and seek for local home stay and budget motel instead of
five star hotels, local food stall instead of expensive restaurants.

The reasons for low yield per tourist in Iran include:

➢ Lower average length of stay: Long-haul tourists currently spend 4 nights in Iran,
➢ Lower spend per day: Tourists to Iran currently have a lower spend per day,
➢ Dependence on arrivals from short-haul markets: Iran is highly dependent on tourists from the short-haul markets.

Effects of disaster and political instability

Rawls (1999) suggests that political stability leads to safety and security in democratic countries and has the potential for tourism
to continue to prosper. Naturally, tourists are sensitive to events of political violence in their holiday destination. On the other hand,
if the country is perceived to be unstable, potential tourists may cancel their reservations or change to other destinations. Thus,
national tourism industry needs a stable political, legal and financial system within which it can operate, which will give tourism
activities legitimacy (Ingram, Tabari, & Wattahanakhomprathip, 2013).

International tourist become more anxious about the safety and security while there holiday rather than domestic tourist since
there not belong to country they visit. From a CNN global study in 2013, 67 percent of respondents more worries about the safety and
security of a destination rather than its cost and reputation. Natural disaster causes the declination of tourist arrivals in effected area
and created the negative image to the visitor and pushing them away from the destination (Zhang, 2005).

Political instability is very important in tourism. There are few studies that have demonstrated the negative impact of terrorism on
tourism (Enders & Sandler, 1991; Hall, 1994; Wall, 1996; Wahab 1996; Drakos and Kutan, 2003). Eilat and Einav (2004) found that
political instability has a significant impact on tourism demand in both developed and developing countries. In particular, Sequeira
and Nunes (2008) investigated the effect of country risk on tourism demand using GMM. The results indicated that tourism in
countries with less risk variability is not harmed by the risk. On the other hand, risk influences arrivals in poor and rich countries, but
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its impact on returns in rich countries is more than poor ones. Their results showed that risk increase in poor countries leads to a
decline in international tourists, but it seems that returns remain unaffected. Teresa and Martin (2007) studied tourism demand for
the Balearic Islands. The results of their research indicated that after the terrorist attacks of September 11, long-haul destinations
were changed for short-haul ones and car travel was preferred over air travel.

Methodology and data

Tourism creates positive impacts on the economic growth in the destination country. The positive contributions that tourism can
creates flow of foreign currency into the economy of a destination country which may help to improve a gap in foreign exchange and
finance imports of capital goods, increases in income, creates employment, and higher tax revenues (Lee & Chang, 2008).

Thus, economic growth should increase the welfare of the local population, although certain sections will benefit more than costs.
A simple characterization of economic growth is that it is the growth of GDP in constant prices. The disadvantage of such a simple
definition and measurement approach is that it ignores the growth of population size and the welfare effects of economic growth.
Ideally, economic growth should increase the welfare of local population in order to be considered an economic benefit. In this
regard, we use the growth of real GDP per capita gr as a measure of economic growth in line with other publications in the field
(Ivanov & Webster, 2007; Lopes et al., 2002; Plosser, 1992).

This current paper builds on the growth decomposition methodology initially proposed by Ivanov (2005) for measuring the
impact of tourism on economic growth in Iran's provinces. The methodology was further developed and refined by Ivanov and
Webster (2007) and applied to the tourism sector in Spain, Greece and Cyprus. More recently, the discussed methodology was
adopted to evaluate the contribution of tourism to economic growth in Bulgaria (Ivanov and Webster, 2008), Argentina, Brazil,
Uruguay, and Mexico (Brida et al., 2007), Spain, France, Italy, the UK and USA (Brida et al., 2008), and Columbia (Suich, 2002; Brida,
and Aguirre, 2010). In this paper we generalize the methodology for every type of industry/region and use it for interindustry
comparisons.

We use the growth of real GDP per capita, gr, as a measure of economic growth. The growth of the real GDP per capita, gr, is:

=
⎛

⎝
⎜⎜

−
⎞

⎠
⎟⎟

Gr 1 .100,

Y
N

Y
N

q p

q p

1( 0)

1
0( 0)

0 (1)

where Y q1 (p0) is the GDP in the current period in constant base year prices, Yq0(p0) is the GDP in the base year at market prices, N is
the average size of the population, index 1 denotes the current period and index 0 is the base period. We disaggregate the nominator
of Eq. (1) to separate the tourism GDP in constant prices, Ytq 1(p0), from the GDP in constant prices of other industries, ΣYiq 1(p0), and
the tourism GDP in the base period, Ytq 0(p0), from the GDP of other sectors in the base period, ΣYiq 0(p0):

= ⎛

⎝
⎜ +

∑
− −

∑ ⎞

⎠
⎟

= ≠Y
N

Y
N

Y
N

Y

N
Y

N
Gr / .100.q p

t
i q p

i
q p
t

i q p
i

q p1( 0)

1

1 1( 0)

1

0( 0)

0

1 0( 0)

0

0( 0)

0 (2)

Arrange in new group the phrases in the nominator and come to:

⎜ ⎟= ⎛

⎝
− ⎞

⎠
+ ⎛

⎝
⎜

∑
−

∑ ⎞

⎠
⎟

= ≠Y
N

Y
N

Y
N

Y
N

Y

N
Y

N
Gr / / .100.q p

t
q p
t

q p i q p
i

i q p
i

q p1( 0)

1

0( 0)

0

0( 0)

0

1 1( 0)

1

1 0( 0)

0

0( 0)

0 (3)

The first phrase in Eq. (3) indicates the direct impact of tourism on economic growth. The indirect effects are part of the difference
between gr from Eq. (1) and gtr from Eq. (4), and are considered the direct effects of other industries on economic growth (Ivanov &
Webster, 2007).
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Eq. (4) could also be applied to individual tourism characteristic activities of tourism to measure their impact on economic
growth, if the appropriate data are available (Ivanov & Webster, 2007).

The major advantage of the growth decomposition methodology (GDM) discussed above is that it generates a performance
measure of tth industry's contribution to economic growth showing how effective the industry is in stimulating the real per capita
growth of the GDP (Brida et al., 2008). Comparing the GDM to computable general equilibrium models (CGE), we can say that while
CGE models are used for forecasting the impact of different shocks to the economic system, the GDM assesses the actual results of the
economic development focusing on ex post estimate of industries’ contribution to economic growth. In this regard, GDM does not
substitute the CGE models, but it rather verifies their ex ante estimates (Ivanov & Webster, 2007; Ivanov & Webster, 2013a, 2013b).
Another advantage of GDM is that it uses data from the System of National Accounts and unified methodology for every industry thus
allowing inter-industry and temporal comparisons. A third advantage is that GDM does not require initial assumptions in measuring
the economic impact of specific industries.

The methodology applied with data on Gross Value Added (GVA) and GDP. In comparing GVA and GDP, we can say that GVA is a
better measure for the economic welfare of the population, because it includes all primary incomes. From the point of view of the
society as a whole GDP, despite its disadvantages, is probably a better measure for economic growth and welfare, because it includes
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also net taxes (taxes minus subsidies) which are the financial basis for the collective consumption of the society.
Our data have been collected from the Departmental of Statistical Center of Iran Series of National Accounts for the 2005–2014

periods. As we use national accounts data, our analysis considers only the tourism activities directly and indirectly linked with
tourism included. Both are used in this analysis in constant 2011 prices. In total, 30 provinces have all statistics necessary for the
calculations (GDP, tourism GDP and midyear population) and are included in the analysis. In this regard, the final data set of 30
provinces is considered representative for the study on tourism's contribution on economic growth on a global scale.

Empirical results

The results include the growth of GDP per capita in constant prices, gr (Eq. (1)), the growth of GDP in tourism per capita, and the
impact of tourism to economic growth, gtr (Eq. (4)). Table 1 presents the results of the application of the GDM to tourism industry of
Iranian provinces economy for the period 20005-2014. Data explicitly show that the growth of GDP in tourism per capita in constant
2004 prices in Iran increases significantly every year between 51.9% (2012) and 16.2% (2005). Fig. 1 show the growth of GDP per
capita in tourism in constant 2004 prices is higher than the growth for the economy as a whole. The highest growth of GDP in tourism
per capita is 51.9% in 2012. As a consequence, the impact of tourism on economic growth is positive. Thus, for Iran it appears that
tourism on the whole support the growth of the general economy. If the gtr values become negative, this means the impact of tourism
less to the growth of GDP in comparison to the rest of the economy and, in fact, slowed economic growth. Fig. 2 show the contribution
of tourism to economic growth in Iran increases between 10.4% (2012) and 3.2% (2005), also the impact of tourism on economic
growth is highest in 2012 (10.4%). The highest contribution of tourism is in 2012 when 10.4% out of 51.9 percent of the real per
capita growth of tourism is attributable to it. It is interesting to note that albeit tourism's sheer size in Iran, its tourism contribution to
economic growth was positive in 2005- 2014, where after sanction nuclear against to Iran in 2012 dropped but remained positive.

However, each province in this analysis has a very different contribution to the growth in the economy. Also, Table 1 shows the
contribution of tourism to real per capita economic growth for each of the 31 provinces for the period 2005–2014. The most effective
province, according to average of growth of GDP in tourism per capita, is Kohgiloyeh Boyerahmad, Yazd and Kurdistan with 76.3%,
55% and 49.1% respectively (See Table 1). These results might be attributable to the explosive growth of tourist arrivals (both
domestic and international) in Kohgiloyeh Boyerahmad, Yazd and Kurdistan during the period. Another reason might be the possibly
better linkages between tourism and other industries, especially in Kurdistan, that decrease the necessity for imports and, thus,
increase the tourism GDP. Furthermore, as formula (3) shows the inverse relationship between tourism's contribution to economic
growth and the country's per capita GDP. In this regard, any unit of currency spent on travel and tourism would produce, ceteris
paribus, a higher contribution to economic growth in the country with the lower per capita GDP.

Fig. 3 presents the average contribution of tourism to economic growth in provinces in Iran. With an average aggregated con-
tribution for the 2005–2014 periods, tourism in khorasan razavi had the highest contribution to economic growth (0.83%). Gilan
took the second place with average aggregated contribution of 0.74%, Ardabil was third with 0.71%. From 2005 until 2014 tourism
had high and positive contribution to economic growth with the exception of 2005. In 2014 in Khorasan Razavi, Gilan and Ardabil

Fig. 1. Growth of GDP in tourism and growth of GDP in Iran, 2005–2014.

Fig. 2. Contribution of tourism to economic growth in Iran, 2005–2014.
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increased the contribution of tourism to economic growth by more than 1% and in further 28 provinces it still had a positive
contribution although less than 1% (See Table 1). Table 1 also reveals that most of years in provinces in Iran contribution of tourism
to economic growth less than 1%, while in Korasan Razavi, Gilan and Ardabil, only 4 years out of 10 years less than 1% and the rest
have grown by more than 1%.

Conclusion and policy implication

In this research note, the authors presented a growth decomposition methodology, which allows between provincial comparisons.
The main goal of this study is to investigate the impact of tourism in the growth of GDP per capita in constant prices in Provinces in
Iran. In the analysis, the growth of GDP per capita in constant prices is perceived as a measure of economic growth. The model
presented is universal and has the benefit of permitting comparisons between provinces as well as permitting comparisons over time.
Further research might integrate indirect and induced effects in the analysis in addition to the developed performance measure gr.
The model is suggested as a starting point to improve our understanding of how industries contribute to economic growth, under-
standing that this growth will be a precondition for improving the economic growth.

The results show that the growth of GDP in tourism per capita in constant 2004 prices in Iran increases significantly every year
and is higher than the growth for the economy as a whole. As a consequence, the impact of tourism on economic growth is positive.
Thus, for Iran it appears that tourism on the whole support the growth of the general economy. Results of the average contribution of
tourism to economic growth in provinces in Iran show that, khorasan razavi had the highest contribution to economic growth, Gilan
took the second place and Ardabil was third with more than 1% and further 28 provinces it still had a positive contribution although
less than 1%. Hence, policy makers and the government should be allocated more resources to tourism and travel industry.

From a policy implication point of view, a number of recommendations can be made from this research. Firstly, word-of-mouth is
also a strong factor influencing tourism demand for Iran. Accordingly, policy makers should put in priority the comfort of tourists
during their stay in Iran. In addition, the suppliers of tourism products and services should improve their service quality and upgrade
their brands’ image. Secondly, price competitiveness is also a strong factor that can be controlled in the Iranian economy; it influences
tourism demand for Iran. As a result, policy makers and suppliers must closely monitor all tourism service providers such as hotels,
restaurants, tourist operators, and transportation companies such as airport taxis and tourist buses to ensure that they do not charge
‘unreasonable’ prices for their services.

International tourists are sensitive to events of political instability in their holiday destinations. As a result regards to the increase
of political stability provide some important implications for policy makers, fifthly, governments in multi-cultural countries like Iran
should aim to minimise crime and maintain religious and cultural justice among various ethnic groups. Sixthly, introducing education
programmes, which encourage tolerance and understanding among people from different ethnic backgrounds and creating jobs for
citizens, may be beneficial for controlling political instability in a country. Seventhly, tourism companies and travel agencies should
focus on the political stability of a country that provides high peace of mind of tourists by lowering threats and increasing freedom.

Natural disaster and crisis cause the declination of tourist arrivals in effected area and created the negative image to the visitor.
Eighthly, for fighting natural disaster risk, Iran should create natural disaster fund and encourage tourists to buy travel insurance that
have less negative impact on the economic growth. Ninthly, Crisis management may better prepare countries to deal with unexpected
events when they occur. During the crisis period itself, the immediate priority is to demonstrate exceptional crisis management
capabilities to minimize losses, ensure tourists’ safety and limit excessively negative media perceptions. Governments should limit
negative media publicity about the destination when it is exaggerated.
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Fig. 3. The Average Contribution of Tourism to Economic Growth in 2005–2014 - Provinces of Iran.

F. Habibi et al. Future Business Journal 4 (2018) 261–271

270



References

Ahmed, J., & Kwan, A. C. (1991). Causality between exports and economic growth. Economics Letters, 37, 243–248.
Algieri, B. (2006). An econometric estimation of the demand for tourism: The case of Russia. Tourism Economics, 12(1), 5–20.
Archer, B. (1995). Importance of tourism for the economy of Bermuda. Annals of Tourism Research, 22(4), 918–930.
Azam, M., Mahmudulalam, M., & Hafeez, H. M. (2018). Effect of tourism on environmental pollution: Further evidence from Malaysia, Singapore and Thailand. Journal

of Cleaner Production, 168.
Bahmani-Oskooee, M., & Alse, J. (1993). Export growth and economic growth: an application of co-integration and error correction modeling. The Journal of Developing

Areas, 27, 535–542.
Balaguer, J., & Cantavella-Jorda, M. (2002). Tourism as a long-run economic growth factor: The Spanish case. Applied Economics, 34(7), 877–884.
Blake, A., Sinclair, T., & Sugiyarto, G. (2003). The economic impact of tourism in Malta: Computable general equilibrium analysis. Valletta: Malta Tourism Authority.
Brau, R., Lanza, A., & Pigliaru, F. (2007). How fast are small tourism countries growing? Evidence from the data for 1980–2003. Tourism Economics, 13(4), 603–613.
Brida, J. G., & Aguirre, S. Z. (2010). Economic impacts of cruise tourism: The case of Costa Rica. Anatolia, 21(2), 322–338.
Brida, J. G., & Risso, W. A. (2009). Tourism as a factor of long-run economic growth: An empirical analysis for Chile. European Journal of Tourism Research, 2(2),

178–185.
Brida, J. G., Lanzilotta, B., & Risso, W. A. (2008). Turismo y crecimiento económico: El caso de Uruguay. PASOS. Revista de Turismo York Patrimonio Cultural, 6(3),

481–492.
Brida, J. G., Punzo, L. F., & Risso, W. A. (2011). Tourism as a factor of growth: The case of Brazil. Tourism Economics, 17(6), 1375–1386.
Croes, R. (2013). Tourism specialization and economic output in small island destinations. Tourism Review, 68(4), 34–48.
Dritsakis, N. (2004). Tourism as a long-run economic growth factor: An empirical investigation for Greece using causality analysis. Tourism Economics, 10(3), 305–316.
Drakos, Konstantinos, & Kutan, Ali M. (2003). Regional effects of terrorism in three Mediterranean countries. Journal of Conflict Resolution, 47(5), 621–641.
Durbarry, R. (2004). Tourism and economic growth: The case of Mauritius. Tourism Economics, 10(4), 389–401.
Dwyer, L., Forsyth, P., & Spurr, R. (2006). Assessing the economic impacts of events: A computable general equilibrium approach. Journal of Travel Research, 45,

59–66.
Eilat, Y., & Einav, L. (2004). Determinants of international tourism: A three-dimensional panel data analysis. Applied Economics, 36(12), 1315–1327.
Enders, Walter, & Sandler, Todd (1991). Causality between transnational terrorism and tourism: The case of Spain. Terrorism, 14, 49–58.
Fayissa, B., Nsiah, C., & Tadasse, B. (2008). Impact of tourism on economic growth and development in Africa. Tourism Economics, 14(4), 807–818.
Habibi, F. (2017). The determinants of inbound tourism to Malaysia: A panel data analysis. Current Issues in Tourism, 20(9), 909–930.
Holz-Eakin, D. (2001). Capital in a tourism satellite account. Tourism Economics, 7, 223–232.
Holzner, M. (2011). Tourism and economic development: The beach disease? Tourism Management, 32(4), 922–933.
Ingram, H., Tabari, S., & Wattahanakhomprathip, W. (2013). The impact of political instability on tourism: Case of Thailand. Journal of Worldwide Hospitality and

Tourism Themes, 5(1), 92–103.
Ivanov, S., & Webster, C. (2007). Measuring the impact of tourism on economic growth. Tourism Economics, 13(3), 379–388.
Ivanov, S., & Webster, C. (2013a). Tourism's impact on growth: The role of globalisation. Annals of Tourism Research, 41, 231–236.
Ivanov, S., & Webster, C. (2013b). Tourism's contribution to economic growth: A global analysis for the first decade of the millennium. Tourism Economics, 19(3),

477–508.
Jin, J. C. (1995). Export-led growth and four little dragons. Journal of International Trade and Economic Development, 4, 203–215.
Kulendran, N., & Wilson, K. (2000). Is there a relationship between international trade and international travel. Applied Economics, 32, 1001–1009.
Katircioglu, S. (2009). Testing the tourism-led growth hypothesis: The case of Malta. Acta Oeconomica, 59(3), 331–343.
Khan, H., Seng, C., & Cheong, W. (1990). Tourism multipliers effects on Singapore. Annals of Tourism Research, 17, 408–418.
Kadir, N., Nayan, S., and Abdullah, S.M. (2013). A panel data analysis of international tourist arrivals from ASEAN countries to Malaysia. In Proceedings of the

International Conference on Economics and Business Research. Procedia Economics and Finance, 7, 80–85.
Kim, H. J., Chen, M. H., & Jang, S. (2006). Tourism expansion and economic development: The case of Taiwan. Tourism Management, 27(5), 925–933.
Kumar, R. R., & Kumar, R. (2012). Exploring the nexus between information and communications technology, tourism and growth in Fiji. Tourism Economics, 18(2),

359–371.
Kusni, A., Kadir, N., & Nayan, S. (2013). International tourism demand in Malaysia by tourists from OECD countries: A panel data econometric analysis. Procedia

Economics and Finance, 7, 28–34.
Lanza, A., Temple, P., & Urga, G. (2003). The implications of tourism specialisation in the long run: An econometric analysis for 13 OECD economies. Tourism

Management, 24, 315–321.
Lee, C. -C., & Chang, C. -P. (2008). Tourism development and economic growth: A closer look to panels. Tourism Management, 29, 80–192.
Narayan, P. K., Narayan, S., Prasad, A., & Prasad, B. C. (2010). Tourism and economic growth: A panel data analysis for Pacific Island countries. Tourism Economics,

16(1), 169–183.
Massidda, C., & Etzo, I. (2012). The determinants of Italian domestic tourism: a Panel data analysis. Tourism Management, 33(3), 603–610.
Oh, C. -O. (2005). The contribution of tourism development to economic growth in the Korean economy. Tourism Management, 26, 39–44.
Parrilla, C. J., Font, R. A., & Nadal, R. J. (2007). Tourism and long-term growth a Spanish perspective. Annals of Tourism Research, 34, 709–726.
Perez-Dacal, D., Pena-Boquete, Y., & Fernandez, M. (2014). A measuring tourism specialization: A composite indicator for the Spanish regions. Journal of tourism,

culture and territorial development, 5(9), 53–73.
Ridderstaat, J., Croes, R., & Nijkamp, P. (2014). Tourism and long-run economic growth in Aruba. International Journal of Tourism Research, 16(5), 472–487.
Ridderstaat, J., Croes, R., & Nijkamp, P. (2016). The tourism development- quality of life nexus in a small island destination. Journal of Travel Research, 55(1), 79–94.
Schubert, F. S., Brida, J. G., & Risso, W. A. (2010). The impacts of international tourism demand on economic growth of small economies dependent of tourism. Tourism

Management, 32(2), 377–385.
Rodriguez, A. X., Martinez, R. F., & Pawlowka, E. (2012). Acadimc tourism demand in Galicia, Spain. Tourism Management, 33(6), 580–590.
Sequeira, T. N., & Nunes, P. M. (2008). Does tourism influence economic growth? A dynamic panel data approach. Applied Economics, 40, 2431–2441.
Shan, J., & Wilson, K. (2001). Causality between trade and tourism: empirical evidence from China. Applied Economic Letters, 8, 279–283.
Suich, H. (2002). Development of preliminary tourism satellite accounts for Namibia. Development Southern Africa, 19, 105–121.
Tang, H. C. -H., & Jang, S. S. C. (2009). The tourism-economy causality in the United States: A sub-industry level examination. Tourism Management, 30, 553–558.
Thornton, J. (1997). Exports and economic growth: Evidence from 19th Century Europe. Europe Economics Letters, 55, 235–240.
Travel and tourism economic impact 2017. World Travel & Tourism Council, (WTTC (2017). Retrieved from 〈www.wttc.org/eng/tourism_Research/Economic_Data_

search_tool〉.
Wahab, Salah (1996). In Pizam Abraham, & Mansfeld Yoel (Eds.). Tourism and terrorism: Synthesis of the problem with emphasis on Egypt (pp. 175–186). New York: John

Wiley: In Tourism, crime and international security issues.
Xu, X. (1996). On the causality between export growth and GDP growth: An empirical reinvestigation. Review of International Economics, 4, 172–184.
Zhang, H. (2005). Impact of the Tsunami on Chinese Outbound Tourism. International Journal of Contemporary Hospitality Management, 17(5), 433–453.

F. Habibi et al. Future Business Journal 4 (2018) 261–271

271

http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref1
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref2
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref3
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref4
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref4
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref5
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref5
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref6
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref7
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref8
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref9
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref10
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref10
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref11
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref11
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref12
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref13
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref14
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref15
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref16
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref17
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref17
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref18
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref19
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref20
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref21
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref22
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref23
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref24
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref24
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref25
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref26
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref27
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref27
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref28
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref29
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref30
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref31
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref32
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref33
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref33
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref34
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref34
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref35
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref35
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref36
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref37
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref37
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref38
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref39
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref40
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref41
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref41
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref42
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref43
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref44
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref44
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref45
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref46
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref47
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref48
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref49
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref50
http://www.wttc.org/eng/tourism_Research/Economic_Data_search_tool
http://www.wttc.org/eng/tourism_Research/Economic_Data_search_tool
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref51
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref51
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref52
http://refhub.elsevier.com/S2314-7210(18)30060-4/sbref53

	Contribution of tourism to economic growth in Iran's Provinces: GDM approach
	Introduction
	Contribution of tourism to Iranian GDP
	Impact of nuclear agreement on tourism industry in Iran
	Literature review
	Tourism yield
	Effects of disaster and political instability
	Methodology and data
	Empirical results
	Conclusion and policy implication
	Acknowledgment
	References




