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Abstract

Context and Purpose: Understanding the relationship between financial development and
tourism activities is crucial to attracting investment and promoting sustainable growth.
Tourism expenditures and international tourist arrivals as components of tourism demand
affect economic growth directly or through their influence on financial development.
Design/methodology/approach: Using the Autoregressive Distributed Lag Model (ARDL)
for the data on Iran's economy from 1995 to 2018, this study examined the relationship
between tourism demand and the level of financial development. Then, it investigated the
impact of financial development on the relationship between tourism demand and GDP per
capita growth.

Findings: The results indicated a significant positive relationship between tourism demand
and financial development; for the one percent growth of tourism expenditures, the
financial development increases by 0.3423 percent. Moreover, a one percent rise in the
arrival of international tourists leads to a 0.609 percent increase in financial development.
The interactive effect of financial development and tourism expenditures on the growth of
per capita production is 0.4264, which is statistically significant. Therefore, it can be argued
that enhancements in financial development strengthen the effect of tourism expenditure
on GDP per capita growth.

Conclusion: The results are consistent with the tourism-led growth hypothesis and suggest
authorities improve economic growth by strengthening the tourism sector and financial
development.

Originality /value: Paying attention to the impact of tourism demand indicators on
financial development, besides their interactive effect on the growth of per capita
production, covers the existing study gap and is considered the advantage of the present
study.
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Extended Abstract

1. Introduction

The tourism-led growth hypothesis states
that foreign exchange earnings from
tourism activities provide the foundation
for increased economic growth (Narayan
et al, 2010; Ehigiamusoe, 2020). In
addition to tourism, financial development
can also affect economic growth (Levine et
al., 2000; Ehigiamusoe & Lean, 2018).
Financial development can be interpreted
as the growth of market size, efficiency,
and market stability, leading to economic
growth through capital accumulation and
productivity growth channels. The first
emphasizes the financial system's ability
to efficiently utilize savings for generating
productive investments. The productivity
channel emphasizes the importance of
innovative financial technologies that
reduce the problem of information
asymmetry (King & Levine, 1993) .

Understanding the relationship
between tourism and financial growth is
crucial for multiple reasons. First, tourism
plays a significant role in job creation and
economic development. Second, tourism
can act as a stimulus for foreign exchange
earnings. The development of tourism
activities can enhance the balance of
payments, exchange rate, and financial
stability (Ribeiro & Wang, 2020). Third, the
relationship between financial growth and
tourism management goes beyond the
business domain. Infrastructure
development requires adequate funding,
achieved through the efficient provision of
credit facilities. Paying attention to this
connection can promote sustainable
growth. Tourism expenditures and
international ~ tourist  arrivals  as
components of tourism demand affect
economic growth directly or through
influence on financial development.

2. Research Methodology

The objective is to examine the
relationship between tourism demand and
the level of financial development. This
study investigated the impact of financial
development on the relationship between
tourism demand and GDP per -capita
growth. For this purpose, the
Autoregressive Distributed Lag Model
(ARDL) was used to collect data on Iran's
economy from 1995 to 2018.

To investigate the relationship between
tourism demand and financial
development in Iran, the specified ARDL
(3,1,2,0,0) form was used, which is as
follows:

LnFD, = ag + By LnFD,_; +
B LnFD,_, + B3 Ln FDy_5 +
AoLnExpenditure; + A LnExpenditure;,_, +
polnArrival, + p;LnArrival,_; +
poLnArrival,_, + ¢poLnTrade, +
yoInflation, + u, (A-1)

where the dependent variable, Ln FD,, is
the composite index of financial
development, representing the logarithm
of the weighted average of the balance of
the facilities granted by banks and non-
bank credit institutions to GDP ratio, the
private sector's debt to GDP ratio, and the
value of transactions Shares to GDP ratio.
In addition, following (Theobald, 2005),
(Tribe, 2004), and (Panjaitan, 2022), two
indicators of the logarithm of tourism
expenditure and the logarithm of
international tourist arrivals were used as
factors affecting the tourism demand.
Additionally, the study incorporated the
logarithm of the degree of openness of the
economy and inflation.

Next, the ARDL (1,1,2) model was
employed to examine the impact of
financial development on the relationship
between tourism expenditures and GDP
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per capita growth in Iran, which takes the
following form:

InGy =ag+ Boln Gy_q +
AoLn(Expenditure, x FD;) +
MLn(Expenditure,_, * FD;_1) +
yolnArrival, + vy, LnArrival,_; +
Y2LnArrival,_, + €, (A-2)

where, Ln G, is the logarithm of GDP
per capita.

3. Research Findings

The Generalized Dickie-Fuller (ADF) test
results revealed that all the variables in the
model are a combination of stationary and
non-stationary. The test results confirm
the model's accuracy and validate all the
classical assumptions. Based on the
cumulative sum and cumulative sum of
squared tests, structural stability is
confirmed. In addition, bound test results
confirmed the long-term relationship
between variables. Consequently, the
ARDL approach is appropriate for
analyzing the co-accumulation among
variables.

4. Conclusion

The results indicated a significant positive
relationship between tourism demand and
financial development. Furthermore, the
findings suggest a positive relationship
between the extent of trade liberalization
and the level of financial development and

a negative relationship between inflation
and financial development. The authorities
can enhance financial stability through
inflation control and appropriate policies
in trade liberalization.

The interactive effect of financial
development and tourism expenditures on
the growth of per capita production is
positive and statistically significant. This
result indicates that enhancements in
financial development strengthen the
effect of tourism expenditure on GDP per
capita growth. Additionally, there is a
significant positive relationship between
tourist arrivals and the GDP per capita
growth.
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