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Recently, tourism sector is in the spotlight of Azerbaijan amidst the non-oil 

sectors. Azerbaijan is in the wake of becoming tourism country and it seems 
that tourism has rapidly developed especially after 2000 years; the country 

tries to achieve a competitive advantage in international tourism sector.  The 

key purpose of this research is to analyze the relation between the economic 

growth and tourism incomes in Azerbaijan based on the data covering 1990-

2014 period and  within the  and cointegration tests. 

 

The stationarity of model’s variables has been provided with the first 

difference. According to the results of test made, availability of unilateral 

relation has been determined between tourism incomes and GDP. This result 

indicates that tourism is positively affected by the economic growth. 

According to the findings, it was defined that 1% increase in GDP has 
resulted almost with 4.2 % increase of tourism incomes in researched period.  

                   
 

                            Copy Right, IJAR, 2016,. All rights reserved.

 

Introduction:- 
Tourism is a sector which increase, improve and become global day by day. Despite the understanding of economic 

importance of tourism and its greater potential in this respect at the middle of 20th century, this sector has been ruled 
out generally in global researches made by 1950 years for the progress, growth and wealth (Crouch at al., 1999). In 

tandem with the end of second world war, tourism activities has started to develop especially in today’s developed 

countries represented by  western societies. Besides the understanding of its economic importance over time, 

tourism is one of rapidly developed sectors together with telecommunication and information technologies in the 

global economy of 21th century. Today, it is considered as one of the most essential sources for the economic 

growth and improvement in number of developed and developing countries (Diamond, 1977).  

 

Tourism activities in Azerbaijan have entered into the growth trend in the last decade. It was observed that there is a 

considerably important progress in tourism sector related to the investments made and policies followed in this field 

especially since 2002s.  Such developments are still underway. Tourism leads to important developments not only in 

economic field, but also in social and cultural fields in the period in question. Comparing to plenty of countries, 
Azerbaijan is known for its rich resources from the point of history, culture and natural beauties. Noteworthy to state 

that Azerbaijan has a great tourism potential with the facts that it owns 9 climates out of 11 in the world, unique 

natural beauties and clean sandy beaches and stable sunny days. Due to the fact that several historical cultures have 

prevailed in these lands, the country got the position of an outdoor museum. Besides that, cuisine culture and 

hospitality of people draws the attention of those who participate in international tourism activities.  

 

According to the World Tourism Organization, number of international tourists has increased from 1.035 million in 

2012 up to 1.087 million in 2013 by an increase of 52 million, and international tourism revenues have reached to 

1.243 billion USD, in 2012 (UNWTO, 2014). If we assume that number of tourists were 25. 3 million in 1950, it is 
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observed that world tourism steps have increased in 4296 % (around forty three fold) within 63 years and signals a 

huge progress. It is predicted that afore mentioned figures will increase by 1.6 billion people and 2 trillion USD in 

2020, and 2 billion people and 2.1 trillion USD, later in 2050. In addition to that, again in 2050, it is expected the 

worldwide total domestic and foreign incomes will reach to 24.2 trillion USD. Similarly according to the World 

Travel and Tourism Council (WTTC), more than 255 million people represented with 11 % of whole work force 

around the world have been employed in tourism sector (Pizam, 1999). Therefore, tourism contributes significantly 
to employment, level of income, alleviation of local and international burden of debt, balance of payments, and 

consequently improvement of the level of welfare in a number of countries owning tourism potential, along with the 

developing countries at the top (Marcouiller at al., 2004). 

 

Looking at Azerbaijan, it is noticed that there has been considerably high progress in tourism sector since 2003.  

Following the downfall of Soviet Union and gaining its independence, the process has been initiated for transition to 

the free market economy. No doubt that, implementation of state program on “Development of tourism sector in 

2002-2005 years, at the Republic of Azerbaijan” has established favorable climate in result for the improvement of 

tourism within the rapid increase of tourism in the economy of Azerbaijan, and thus, laid the bases for the 

integration of country to the international tourism market (http://azerbaijans.com, 2014). Share of tourism in GDP of 

Azerbaijan has increased from 2, 86% in 1995 to 3, 86% in 2012; and share of tourism in export revenue has 

increased from 2, 90 % up to 9, 62% in 2002-2012.   
 

While reviewing books and articles, despite the availability of some studies about other countries who investigated 

the relation between tourism and economic growth (Sharpley, 2002), it is seen that possible impact of such 

important sector over the economic growth of Azerbaijan has not been tested experimentally. Therefore, the prime 

purpose of study is to form a basis oriented to close this gap for Azerbaijan and tourism economy. And the second 

purpose is to test the availability of both mid and long term relation between the tourism and economic growth, and 

to present the possible contribution of this sector in respect to the economic growth. 3 hypotheses will be trialed to 

test the relation between the growth and tourism in economic development of country. The first one is the hypothesis 

that causes the economic growth of tourism, the second one is the hypothesis that leads to increase of economic 

growth in tourism and interact. In line with the purposes in question, previous empirical researches specified in 

books and examined the relation between the tourism and economic growth has been reviewed in the second part of 
study. The third part presents information on the method, model, variables and data used in study. And the fourth 

part indicates separately the consequences of all tests made with VAR (Vector Autoregressive) analysis, and 

includes the general assessment and comments on empirical results.   

 

Literature Review:- 

Export-oriented development strategy forms the basic resource of growth and economic development in a number of 

developing countries. Specially, following 1960, a number of less developed and developing countries changed their 

import substitution policies and started to stimulate export and preferred the export-oriented growth as economy 

policy. Looking at the economy literature, it is observed that there are a number of researches examining the casual 

relation between the export and economic growth (Bahar, 2006). There are similarities and differences of findings 

obtained by empirical studies made on relations between the revenues and economic growth of tourism. From the 

point of such similarities and differences, it is revealed that tourism, in the general sense export affects positively to 
economic growth, in other words, progress and increase in export results with proportional increase in economic 

growth (Shan and Sun, 1998: Bahar, 2006). Because, progress of export in country’s economy means: to benefit 

from scale economies, to decrease foreign exchange restrictions and mitigate the foreign currency pressure, to 

provide positive externalities in non-trade sectors, to use effectively and efficiently the resources in order to achieve 

the competitiveness, to boost the investment in traditional sectors and consequently, affect positively to the 

economic growth (Mckınnon, 2004). From this point of view, it is possible to say that as a development strategy, 

theoretical basis indicating tourism to cause the economic growth is arising out of the export and economic growth 

literature (Vanegas at al., 2003). If we look at the related empirical studies in literature, results obtained from studies 

support tourism-oriented growth hypothesis, in general. According to the Panel Data, ARCH, Regression, Var and 

Granger analysis, studies obtained the availability of relation between the tourism revenues and economic growth 

are:  Ghali (1976) Hawaii; Narayan and Prasad (2003) Fiji;  Durbarry (2004) Mauritius; Aslan (2008) Turkey; 
Modeste (1995) Karayıp; Yıldırım and Ocal (2004) Turkey; Kasman and Kasman (2004) Turkey; Bahar (2006) 

Turkey; Bahar and Bozkurt (2010), GMM 21 countries; Chen and Chiou- Wei’s (2009) Taiwan and South Korea. 

Also, according to the mentioned causality models, Kırbaş ve diğ. (2004) from Turkey defined the availability of 

unilateral causality from tourism to economic growth, Kızılgol and Erbayraklar (2008) from Turkey defined the 
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availability of unilateral causality from economic growth to tourism revenues, Ongan and Demiroz (2005) from 

Turkey defined the availability of bilateral causality between the economic growth and tourism revenues both in 

long term and short term periods, Khalil and dig. (2007) from Pakistan defined strong relationship between the 

economic growth and tourism revenues. According to the findings by Oh (2005, Korea) and Yavuz (2006, Turkey), 

there is no relation between the tourism revenues and economic growth.  

 
Except the afore mentioned studies, empirical studies researched relations between the tourism revenues, tourism 

expenditures, number of tourists, foreign exchange rates, international trade and GDP have been reviewed and 

related finding have been summarized. Webber (2001) from Australia has achieved the result that tourism demand is 

affected by the changes in exchange rate. Kulendran and Wilson (2000) from Australia have observed that there is a 

strong relationship between the international tourism and international trade. Shan and Wilson (2001) from China 

have observed that there is a strong relationship between the international tourism and international trade. Balaguer 

and Jorda (2002) from Spain consider that there is a mutual relationship between the exchange rate, tourism 

revenues and economic growth. Dritsakis (2004) from Greece consider that there is a relationship between the real 

exchange rate and real growth. Gunduz and  Hatemi (2005) from Turkey consider that number of tourists and 

exchange rate have an impact on economic growth. Brida and dig. (2008) from Mexico believe that there is a 

relationship between the tourism expenditures, real exchange rate and real GDP.  

 

Econometric research method:- 
Granger Causality Testing:-  

Standard Granger causality testing is a general approach for determination of the availability of causality relation 

between two (or more) variables. As the implementation of standard Granger causality testing is simple, it is used 

widely. During the empirical studies used especially the small examples with Guilkey- Salemi(1982) and Geweke-

Meese-Dent (1983) Monte Carlo have defined conformity of Granger causality test by the empirical studies used 
especially the small examples with simulations. Standard Granger causality test for 2 variables is as the following:  
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In function 1,  10  is a fixed parameter, error term ( tu1  ) is a zero mean and fixed variance   2

1 ,0 ut NDu    

and white noise process. 11L , 12L , 21L  and 22L  are the optimal delay lengths defined based on one  and more than 

one of criteria such as Akaike information criterion (AIC), Schwarz information criterion (SC), log-likelihood rate 

(LR). If we reject the basic hypothesis saying that the coefficient vector of delayed values of X variable isn’t equal 

to zero, then X variable is a Granger cause of Y variable. Similarly, through the function 2 it is tested to know 

whether Y variable is a Granger cause of X variable or not. If the reject the basic hypothesis for both function (1) 

and (2), it is possible to mention two-sided causality relation. According to the results of hypothesis test, non-

availability of unilateral causality and causality relation is another possible case (Yavuz, 2005). 

 

Model And Data Set:- 
The main purpose of study is to test the availability of long term relation between tourism revenues and economic 

growth and to reveal the possible contribution of this sector to the economic growth. In a nutshell, as there is a 

positive impact of tourism revenues over the economic growth, hypothesis will be tested by this study. As in a 

number of studies specified in part 2, ie, in literature review, GDP grade will be used herein to measure the impact 

level of tourism on economic growth.   

 

The difference from other studies is presented herein from the point of model estimate formed and tests used. 

Starting from this, quantity of relation between 2 series will be measured by using the time series of tourism 
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revenues (TUR) and GDP. Statistical data covering 1990–2014 years on afore mentioned 2 variables have been 

obtained from database of the Ministry of Tourism of Azerbaijan, State Statistic Commitee, Central Bank of 

Azerbaijan and the World Bank, and all variables have been expressed as napierian logarithm. Data related to the 

tourism revenues of 1990-1994 consist of estimated values. VAR method will be used to measure the relation 

between 2 series mentioned.  

 

Empirical results 
Unit Test Results:- 

It is required to make the stationarity tests of series prior to the research of causality relation. This is because the 

method for realization of causality analysis changes based on provision of stationarity of series. Regression analysis 

cause high test statistics and spurious regression in non-stationary series. 

 

In other words, variables not containing actual relation between each-other may be seen as containing relation 
between each-other. Therefore, the first point in analysis during the usage of time series is to define whether the 

variables used in model are stationary or non-stationary. A time series, time average and variance doesn’t change 

within the time and  will be stationary when the mutual variance between these 2 period is linked not to the 

calculation period of common variances, but only to the distance between two periods. (Gujurati, 2004). 

 

Tourism revenues have been indicated with TG variance, and gross domestic product has been specified with GDP 

in analysis. ADF roof test results related to variable has been presented in Table 2 as fixed, fixed-trendy, non-fixed-

untrendy. While reviewing the Table 2, through the unit roof test results made in high level for both variable it 

becomes clear that variables are non- stationary. Again, ADF test has been performed to define whether the 

variables are stationary or non-stationary in their first differences. According to the test results provided in Table 2, 

zero hypotheses contained in unit root of the first difference of variables has been rejected with 1% relevance level. 
Thus, it was concluded that variables are stationary in their first difference I (1).  

 

Table 2:- ADF Unit Root Test Results 

Variables ADF 

Fixed Fixed and Trendy Non-fixed and untrendy 

ln TG -0,4508 -4,3338 0,8466 

ln GSYİH 0,4169 -1,0146 2,1723 

d(ln TG) -4,0241* -4,3131** -3,6283* 

d(ln GSYİH) -2,2621 -2,5313 -1,6085** 

Note: As a result of ADF test, if the value of p is more than 0, 05 then there is a unit root. Otherwise, it will be 

concluded that unit root isn’t available. * indicates that coefficients are meaningful with 1% level and ** indicates 

that coefficients are meaningful with 1% level. 

 

In their first differences it is required to define delay length eligible for the future analysis in stationary series. As 

also indicated in Table 3 below, the analysis conducted for the determination of the length of eligible delay in 

model, eligible delay length has been determined by application of criteria such as LR (Likelihood), FPE (Final 

Prediction Error), AIC (Akaike Information Criterion), SC (Shwarz Information Criterion), HQ (Hannan-Quinn 

Information Criterion). Therefore, it was estimated that length of eligible delay is equal to 2 in all of information 
criterion. Length of delay will be used as 2 in analysis. 

 

Table 3:- Determination of eligible delay length. 

 
Note: * indicates the number of eligible delay in accordance with the related criterion. 

 Granger Causality Cointegration Test:- 
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According to the Granger, if the TG variable contributes positively to the GDP series while being added to mode, in 

other words, if TG variable increase its predictability, then TG is the cause of GDP.  Such case is tested by F value 

achieved with proportion of the residues of limited model and residues of unlimited model. If the addition of GDP 

variable to model affects positively to its series, in other words, it is increase the predictability, then the GDP is the 

cause of TG (Granger,1969). Similar test logistic is effective for the last 2 case, as well.  

 
Table 4:- Grander Causality Table 

Data Period:1990-2014 

Length of delay: 2 (According to SC) 

H0 Hipotesys Data F value  P değeri 

lnTG isn’t the cause of lnGDP’s 

 Grander  

23 0,1975 0.9059 

lnGDP’s is the cause of  lnTG.  6.26749 0.0400* 

* indicates that hypothesis has been rejected with 5% semantic level.  

    

Granger causality test indicated in Table 4 has been estimated from the second delay. If we look at the mentioned 

Table which indicates the availability or non-availability of causality relation between the variables, the hypothesis 

of “tourism revenues don’t have impact on GDP” is accepted in 5% importance level. From the other point of view, 

availability of the impact of GDP over the tourism revenues within the content of Grander causality can be seen 

again from the same Table. Increase of GDP results with the increase of tourism revenues. Within the content of 

Granger causality, it should be understood that causality relation between the tourism revenues and economic 

growth is prone from the economic growth towards the revenues. In other words, economic development and growth 
in Azerbaijan cause the increase of tourism revenues.  

 

Briefly, according to the results of causality tests made, availability of unilateral causality relation oriented from 

GDP to the tourism revenues can be seen. In this way, economic growth in Azerbaijan results with the increase of 

tourism revenues within the content of Granger causality.  

 

Availability or non-availability of long term relation between GDP and tourism revenues should be investigated. 

Availability of long term balance relation between the time series is investigated through the cointegration tests. In 

this study, availability of long term relations between the GDP and TG variables has been investigated through 

Engle-Granger cointegration method. For this, stationarity of residuals in level values is investigated. If the residuals 

are stationary in level values, then it is concluded that our variables are co-integrated. According to the results of 

Engle-Granger cointegration test, availability of long term relation between the variables is accepted with 5% 
semantic level in case of GDP to be dependent variable, and with 1% semantic level in case of TG to be dependent 

variable.  

 

Test results show that GDP and tourism revenues act together within the long period. And it reveals that economic 

growth in Azerbaijan has an impact on the tourism revenues during the long period. In other words, there is a long 

term relation between 2 variables in question.  

 

Results and Inputs:- 

The main purpose of this study is to analyze the relation between the economic growth and tourism revenues in 

Azerbaijan within the causality and cointegration tests and with the data covering 1990-2014 periods. Stationary of 

model’s variables has been provided with the first difference. According to the results of causality test made, 
availability of unilateral causality relation between the tourism revenues and GDP has been confirmed. This 

outcome indicates that tourism is affected positively by the economic growth. Due to findings, it was defined that 

1% increase in GDP results with 4.2% increase in tourism revenues during the period studied. Availability of long 

term relationship between 2 variables has been achieved Based on the results of co integration test. It was concluded 

that when the GDP is dependent variable with 5%, and when the TG is dependent variable with 1 %, these variables 

are co-integrated in semantic level. Results achieved show that economic growth in Azerbaijan affected the tourism 

revenues in long period. Thus, this study conducted for Azerbaijan defines that economic growth and development 

in long period affect tourism sector. 
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Finally, some comments should be made on the limits of this study. As the variables used in the model developed, 

the GDP variable represents the economic growth and tourism variable represents tourism revenues. These 2 

variables and applied methods form the limits of study.  It would be eligible to test the results achieved by adding 

additional factors to the model in question. In this context, some other variables which is estimated to affect the 

growth may be included to the model, or a different model may be used in future studies. Thus, doubts to be 

emerged on the economic meaning of results achieved may be removed. 
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