Chapter 10
Print ISBN: 978-93-90888-96-2, eBook ISBN: 978-93-90888-97-9

Estimation of a Growth Rate Model for International
Business Tourism

Pedro M. Carvalho'’, Miguel A. Marquez? and Montserrat Diaz-Méndez?

DOI: 10.9734/bpilieam/v9/7589D

ABSTRACT

The aim of this paper is to understand the factors influencing business tourism on a global scale, in
order to assess the competence of the countries in this tourism segment and prescribe them
guidelines for action. For the development of data analysis, a growth rate model was estimated and a
sample of 136 countries for the years 2005 and 2009 was collected. Results reveal that, for the
development of policies to stimulate the growth in the business tourism segment, countries should
develop measures that encourage capital investment in tourism, leisure tourism and trade openness.
Economic agents should also focus their investments in equipment that creates value throughout the
tourism supply chain, in particular, in transport and equipment for entertainment and culture.
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1. INTRODUCTION

Business tourism, in the international context, is an important tourism segment. According to the
World Travel and Tourism Council?, in 2016, the revenue from business tourism worldwide totalled US
$1157.03 billion, representing, in the same year, about 30% of the revenues resulting from leisure
tourism. The scientific community has also highlighted that business tourism grants countries several
benefits of an economic, social and cultural nature [1-7].

It should also be noted that several researchers still express the need for further research in this area
of knowledge, evoking that the research already developed in other segments of tourism may not be
the most appropriate, given the specific characteristics associated with business tourism [6,8-13].

This reality should lead to a discussion by business organizations and policy makers on the
effectiveness of the strategy developed, as well as a clear understanding of the factors that allow
countries gaining market share in this tourism segment worldwide. On the other hand, most studies in
this field have focused on the analysis of this sector using specific attributes associated to a consumer
behaviour approach, and some of them have used a macro determinants approach [9,14,15],
supplementing (the aggregated variables) the analytical perspective of economic agents and political
decision-makers of tourist destinations.

This article aims at contributing to the understanding of the (macro) determinants influencing travel
and business tourism, in order to assess countries’ touristic competence in the business tourism
segment and prescribe them a set of strategic guidelines for growth in this market segment. To fulfil
the stated objective, a regression model by the method of ordinary least squares is estimated, using
the collection of a sample of 136 countries for the years 2005 and 2009 and explanatory variables
usually included in the economic literature are used.
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2. LITERATURE REVIEW

The phenomenon of business travel can lead to the use of free time, during the period of stay in the
visited country, to carry out cultural, shopping and leisure activities. Therefore, business travel often
becomes one of the various types of tourism [16]. Although the scientific community is not unanimous
in terms of the concepts, business travel should not be confused with business tourism. Thus, how
should we understand the concept of business tourism?

Davidson and Cope [17] demonstrate, in a joint research, how the concepts may be distinguished.
According to them, business travel aggregates individual business travel and business tourism. On
the other hand, business tourism should be understood as travels involving the presence of several
people, in order to participate in collective business meetings, exhibitions or incentive travels.

Therefore, the authors explain that business travel includes the following types of events:

- Individual business travels, comprising the travels made by people whose employment requires
travel in the course of their work.

- Meetings, including a huge variety of events, namely conferences, training seminars, product
launch and annual general meetings held by companies.

- Exhibitions, also known as fairs for professionals and general public.

- Incentive travels, comprising the travels made by employees in the form of bonuses associated to
their performance.

- Corporate hospitality, consisting of entertainment that many companies grant, for example, to
their actual or potential customers, usually associated with sports and cultural events.

According to Davidson and Cope [17], business tourism can be seen as the travels that compose the
MICE industry — Meetings, Incentives, Conferences and Exhibitions. However, the existence of
different purposes associated to the business tourist should lead to a reflection about the factors
influencing the demand in this tourism segment.

From the late 80s onwards, the determining factors associated with individual participation in a
collective business meeting (MICE) have received particular attention from researchers of this field of
studies [13,18-28] (Jung and Tanford, 2017), as well as the factors valued by companies and
associations concerning the choice of location for business meetings’ purposes, as we shall see.

2.1 Determinants Associated with the Choice of Location by Companies and
Associations

In 1985, three American researchers developed a study linked to the meetings market for
associations in 52 north-American cities, seeking to understand the determinants of participation in
conventions in a domestic context [14]. These researchers have concluded that there are three
variables influencing the level of interest in participating in a convention: accessibility, emissiveness
(combined effects of differentiating characteristics, such as income and population of origin state) and
attractiveness (i.e., facilities, climate, availability of leisure and cultural activities).

In the 90s, following an approach related to the attribute analysis of convention destinations, the work
carried out by Oppermann [8] and Crouch and Ritchie [29] is to be highlighted. Considering a
selection of 30 convention destinations, Oppermann [8] concluded that the most relevant attributes in
the choice of destination by meeting organizers for associations are: service, cost, image, location
and facilities. Two years later, Crouch and Ritchie [29], based on an extensive literature review,
identified conceptually the factors influencing the choice of location for the convention by the
associations, and found the following new dimensions: Accessibility, local support, extra-conference
opportunities, accommodation facilities, meeting facilities, information, site environment and other
criteria (such as natural risks and risks associated with the possibility of war, boycotts and other
adverse events, profitability of convention and the very novelty of the destination).
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At the beginning of the new millennium, new studies have been carried out in this field of knowledge.
For example, Bradley, Hall and Harrison [2], in a study associated with the choice of location to carry
out individual meetings, have identified eight categories of determinants: Cultural factors; social
factors; environmental factors; political factors; regeneration/economic development factors
(associated with the perception of the success of recent urban regeneration projects); factors
specifically related to the individual venues; factors specifically related to the facilities (hotels, shops,
etc.) in the venue’s location and accessibility factors. Meanwhile, Crouch and Louviere [3], in a study
related to association meetings in the Australian market, concluded that the determinants in the
choice of location are associated to: convention venue and facilities; travel distance; cost and site
accessibility; accommodation location and costs and site environment and local assistance.

Further studies have been developed by reputed researchers in the first decade of the second
millennium [5,10,11,30], from which the work developed by Hankinson [10] stands out. This
researcher explains that the brand image of a business destination results from eight clusters of
attributes linked to the business destination: Physical environment; economic activity (holiday tourism,
industries, economic regeneration and commerce); accessibility; social facilities (shops, restaurants,
clubs and pubs); strength of reputation (prestige of the destination and marketing strategies of the
destination); people characteristics and perceived size of a destination.

Following a macroeconomic approach, Kulendran and Witt [9], in a study related to a comparison of
demand forecasting methods in international business tourism, presented as explanatory variables:
economic activity in the origin country (an increase may stimulate the demand of imports and may
result in business tourism abroad); economic activity in the destination country (may result in an
increase of exports from the origin to the destination country and, therefore, in business travel to the
destination country); holiday price in the destination country; trade openness among countries (the
reduction of protective devices leads to more opportunities for international trade and for business
tourism); and the volume of holiday tourism (holiday tourists may become business tourists, once they
may become aware of business opportunities while visiting the destination).

Over the last decade, new studies have also been published [31-34], most notably, in recent
published works, a study published in the Journal of Convention and Event Tourism by Park et al.
[32]. The researchers identified five categories of determinants in the selection of the convention site:
Destination characteristics; convention facilities and partnership opportunities; experience and
services; government and policies and price levels, taking into consideration a study carried out in
China by several meeting planning professionals.

In the literature review, we identify determinants related to the choice of location by companies and
associations, which may be classified into determinants related to the (i) country of origin, such as,
origin country income, economic activity in the origin country and emissiveness (combined effects of
differentiating characteristics such as income, population, etc...) and (ii) determinants related to the
country of destination. Considering the determinants related to destination, there are some
determinants that may be controlled by the action of economic agents and political decision-makers.
Moreover, there is a variety of determinants that are beyond the capacity of being influenced by the
various actors, due to reasons that are natural, historical or alien to the destination country (i.e.,
climate, natural disasters, natural landscape, popular culture, geographic location, distance from
attendants, historic buildings, monuments, among others). In this way, there are determinants liable to
be controlled by institutional actors that may influence business tourism at the tourist destination: (i)
the monetary vacation cost in the destination country (the monetary expense of transportation and
access, the cost of suitable accommodation and the cost of the meeting space); (ii) the equipment for
business meetings (the availability and ability of the site to provide suitable sized facilities and service
quality); (iii) security (the place provides a safe political environment, a secure social environment and
a weak possibility of strikes, boycotts and other possible adverse events); (iv) the dynamism of
industry, trade, tourism and leisure services; (v) the infrastructure (the suitability and standard of local
infrastructure); (vi) the ability of urban, commercial and economic regeneration; (vii) the hospitality
(associated with residents’ qualification and preparation for tourism); (viii) the accessibility of the site
(in particular, the connections to the business destination and the infrastructure for transport); (ix) the
equipment rooms (the number of rooms available and the perception of the standards of service); (x)
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the opportunities for culture and recreation (museums, monuments, parks, local tours, historical sites,
theaters, bars, restaurants, nightclubs, sports and activities, either as spectator or participant) and (xi)
the degree of economic opening of the destination country in relation to the outside world (influencing
the trading relationship between countries, namely negotiations, business deals and selling, among
others).

Therefore, according to the assertions presented, it is possible to understand that the performance of
a tourist destination depends on the actions of institutional actors on that destination. Thus, this
reflection allowed us developing the following research question: Which are the determinants
influencing the demand evolution, in the short and medium term, of travel and business tourism that
may be controlled by economic agents and policy makers of destination countries?

3. METHODOLOGY
3.1 Sample and Technical Analysis

For the last five years of the past decade, a representative sample collection of the main destinations
for business tourism in the global context was carried out and for the purposes of its incorporation,
data from 136 countries concerning the years 2005 and 2009 were collected?, provided by World
Travel and Tourism Council, Data World Bank and Worldwide Governance Indicators (integrated into
the World Bank). Data analysis was carried out using the estimation of an econometric model of
growth rates, by the method of ordinary least squares. To make the modelling and estimation of the
data model, the Eviews 6.0 software was used after the construction of the data table in Microsoft
Office 2010 Excel software. The estimation of the model implied the need to verify compliance with
the classical assumptions of multiple regression [35].

3.2 Dependent and Explanatory Variables

As dependent variable — business travel and tourism spending — is proposed, which can be obtained
from the World Travel and Tourism Council (WTTC) through the database available online 3.
According to the WTTC [36], it consists of business trips spending made within a country by residents
and international visitors. However, it is noteworthy that the data for this variable are subject to the
incorporation of the Gross Domestic Product (GDP) deflator of the corresponding countries (from the
base year 2002).4

Following the existing literature and the controlled determinants influencing business tourism, different
explanatory variables are introduced into the analysis. Thus, we present the explanatory variables
considered:

= For the vacation cost in the country of destination, the variable cost of living is proposed, which
will be handled from the proxy ratio — conversion factor of purchasing power parities to the
market exchange rates. This ratio is the result obtained by dividing the conversion factor of
purchasing power parities by the market exchange rate.

= The variable government effectiveness will operationalize the factor related to the opportunities
for entertainment and culture resulting from public investment, hospitality associated with the
qualification of the residents and the quality of public services and general infrastructure, while
promoting aspects of economic activity dynamism and the visitor's accessibility.

= The variable capital investment will operationalize the opportunities for entertainment and
culture resulting from private investment, investment in accommodation and meeting facilities,
and connections of private companies to the destination / location of the meeting (related to the
accessibility dimension). However, it is worth noting that the data will be subject to the

2In order to proceed with sample homogenization, are excluded, from the sample, countries that had missing values in the
reference years.

3 Database online at: http://www.wttc.org/research/economic-data-search-tool/

4The GDP deflator was provided by data word bank from the series of economic policy and external debt, available at:
http://data.worldbank.org/indicator/all
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incorporation of the GDP deflator for the respective countries, in order to obtain a time series
with real data (base year 2002).

For safety policy and social security, the variables political stability and rule of law, respectively,
are proposed; the variable regulatory quality will operationalize the ability of economic,
commercial and urban regeneration of the countries promoted by public authorities.

The variable leisure travel and tourism spending explains the dynamism of leisure tourism and
can be measured on the basis of the spending on travel and leisure tourism adjusted by the
GDP deflator (base year 2002).

The variable economic activity (GDP) aims to operationalize the dynamism of public and private
sectors (in particular, the industry, trade and services) of the economic activity and generate
added value for the tourist, and will be measured on the basis of the real GDP indicator built
from the GDP at constant prices (base year 2002).

The degree of economy openness in relation to the outside world will be operationalized with
the variable trade openness (degree of trade openness in relation to the outside world) and the
variable foreign direct investment (degree of financial liberalization). The first variable can be
measured on the basis of imports plus exports from the country of destination in relation to the
GDP of the country of destination [9,37,38]. The second variable will be tested as the inflow of
net investment by foreign investors in relation to GDP (percentage of GDP), in line with the work
developed by Aizenman and Noy [38] and Azman-Saini, Baharumshah and Law [39].

to allow a better understanding, Table 1 summarizes the units of measurement associated with

the dependent and explanatory variables.

Table 1. Units of measurement associated with the variables

Variables Units of measurement
Business Travel and Tourism USsbn (BTTS) \\here GDP Def.= —2r current Uss
Spendlng GDP Deflator GDP constant 2002 US$
Living Costs Purchasing Power Parity
Market Exchange Rate
Capital Investment Ussbn (Cap. Inv) \\ here GDP Def.= —oob current USY
GDP Deflator ' GDP constant 2002 US$
Political Stability The indicator is measured in units ranging from about -2.5 to
2.5, with higher values corresponding to better outcomes
Rule of Law The indicator is measured in units ranging from about -2.5 to
2.5, with higher values corresponding to better outcomes
GDP GDP 2002 constant US$
Regulatory Quality The indicator is measured in units ranging from about -2.5 to
2.5, with higher values corresponding to better outcomes
Government Effectiveness The indicator is measured in units ranging from about -2.5 to
2.5, with higher values corresponding to better outcomes
Leisure Travel & Tourism Spending ~ USSbRUTTS) \\pore GDp pef, = —o0P current USS
GDP Deflator’ GDP constant 2002 US$
Foreign Direct Investment FDI = %GDP
Trade Openness Imports + Exports
GDP
Source: Own elaboration
3.3 Data Sources of the Explanatory Variables

Considering the explanatory variables put forward, we present the sources of data collection
considered: Two explanatory variables — capital investment and leisure travel and tourism spending —

come

from the World Travel and Tourism Council through the database available online. Cost of living

(proxy ratio of purchasing power parities to market exchange rate), economic activity (GDP), trade
openness (imports plus exports in relation to the GDP) and foreign direct investment are variables that
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can be obtained from the Data World Bank.® Finally, the governance variables for government
effectiveness, political stability, absence of violence and regulatory quality come from the Governance
Indicators provided by the World Bank.®

3.4 Econometric Model Specifications

The mathematical specification is translated as a function of the evolution of short and medium term
variables (growth from 2005 to 2009). This specification has the advantage of dealing with the
problem of correlation caused by economic variables of trend and overcome the problem of spurious
regression results [40]. For this reason, the econometric equation function that aims to shape the
tourism offer will be estimated as:

ABTTSi=a+BAX+¢ 1)

where the dependent variable BTTS; consists of spending on travel and business tourism in the
country i, a is a constant, 8 is the parameter to be estimated, Xiis the set of variables that influence
each country i the dependent variable BTTS; and ¢;is a vector (N*1) of independent and identically
distributed residuals, with a mean 0 and common variance §2.

4. RESULTS
4.1 Estimation of the Econometric Model

From the sample, the specified model (1) is estimated by the method of ordinary least squares, whose
estimation results are depicted in Table 2.

The results allow verifying that the overall regression is significant (F=7.905391, p < .001) and so are
significant individual variables in capital investment (t=4.670757, p < .001), leisure travel and tourism
spending (t = 2.139127, p < .05) and trade openness (t=3.986831, p < .001). It should also be noted
that the independent variables in the model explain almost 39% of the variation in business travel and
tourism spending — BTTS (R2=0.387417).

The results of the first estimation also meet the classical assumptions of multiple regression. In fact,
the White’s test (F=0.614301, p> .05) and the Breush-Pagan-Godfrey test (F = 0.835382, p > .05)
allow checking the absence of heteroscedasticity, as well as the variance inflation factor of the
explanatory variables (VIF) and the condition index (Cl=4,341328) to ascertain the existence of a
weak multicollinearity [35,41]. On the other hand, the Jarque-Berra test rejects the null hypothesis that
the residues are normally distributed (JB = 11.68802, p < .01). However, the overall and individual
significance are still valid asymptotically since it is a large sample (n=136), and, consequently, the
estimators obtained are still normally distributed asymptotically [35].

After removing non-significant variables, a new estimation is made, which reveals
heteroscedasticity problems, by applying the White’s test (F=2.555810, p < .01). Consequently, the
White’s corrected standard errors is applied to this estimation and the corrected estimation is obtained
(Table 3).

The results of the second estimation of the model specified (1) show that regression is globally
significant (F=23.76261, p < .001) and that the new estimation of the model explains in 35.06% the
variation of business travel and tourism spending (R?=0.350674). On the other hand, the capital
investment (t=5.366375, p < .001), leisure travel and tourism spending (t=4.553600, p < .001) and
trade openness (t=2.818088, p < .01) are individually significant variables.

5 Provided by Data World Bank at: http://data.worldbank.org/indicator/all
5 These governance indicators, elaborated by Kaufmann, Kraay and Mastruzzi [42] can be found at:
http://info.worldbank.org/governance/wgi/
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Table 2. First estimation: Ordinary least squares regression

Dependent variable: Business travel and tourism spending Included observations: 136

Variable Coefficient Std. error t-Statistic Prob.
Constant 0.031932 0.036919 0.864914 0.3887
Capital Investment 0.148301 0.031751 4.670757 0.0000**
Foreign Direct Investment -0.007631 0.005725 -1.332858 0.1850
GDP 0.130064 0.165511 0.785829 0.4335
Government Effectiveness 0.022103 0.020488 1.078826 0.2827
Trade Openness 0.688723 0.172749 3.986831 0.0001**
Leisure Travel &Tourism Spending 0.129707 0.060635 2.139127 0.0344*
Living Costs 0.225703 0.179851 1.254940 0.2118
Political Stability 0.002110 0.003298 0.639760 0.5235
Rule of Law -0.015783 0.021313 -0.740554 0.4604
Regulatory Quality -0.032524 0.022380 -1.453283 0.1487
R-squared 0.387417 Mean dependent var 0.151089
Adjusted R-squared 0.338410 S.D. dependent var 0.329555
S.E. of regression 0.268054 Akaike info criterion 0.282165
Sum squared resid 8.981603 Schwarz criterion 0.517748
Log likelihood -8.187239 Hannan-Quinn criter. 0.377900
F-statistic 7.905391 Durbin-Watson stat 2.072305
Prob(F-statistic) 0.000000

Source: Own elaboration

Table 3. Second estimation: Ordinary least squares regression

Dependent variable: Business travel and tourism spending included observations: 136
White heteroskedasticity-consistent standard errors and covariance

Variable Coefficient Std. error  t-Statistic Prob.
Constant 0.063377 0.033049 1.917650 0.0573
Capital Investment 0.161647 0.030122  5.366375 0.0000**
Leisure Travel & Tourism Spending  0.173168 0.038029  4.553600 0.0000**
Trade Openness 0.540951 0.191957  2.818088 0.0056*
R-squared 0.350674 Mean dependent var 0.151089
Adjusted R-squared 0.335917 S.D. dependent var 0.329555
S.E. of regression 0.268558 Akaike info criterion 0.237474
Sum squared resid 9.520315 Schwarz criterion 0.323140
Log likelihood -12.14821 Hannan-Quinn criter. 0.272286
F-statistic 23.76261 Durbin-Watson stat 1.985956
Prob(F-statistic) 0.000000

Source: Own elaboration
5. CONCLUSION

This article seeks to offer a better understanding of the determinants that may be controlled in the
short and medium term by economic agents and policy makers of destination countries, in order to
assess touristic competence of the countries in the business tourism segment and prescribe them a
set of strategic guidelines to gain market share.

Results show that capital investment, leisure travel and tourism spending, and trade openness of
countries are variables that explain the behaviour of spending on international travel and business
tourism in the short and medium term.

The variable capital investment is intended to measure private investment in accommodations,

catering, cultural and sports equipment, and private investment in transport equipment specifically for
touristic purposes. The results corroborate previous empirical studies on the importance of investment
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in equipment for accommodation, equipment for catering and similar, entertainment and culture, and
accessibility [2,29,34,43].

The leisure travel and tourism spending explains the dynamism of leisure tourism of countries.
Furthermore, according to the results, the looming of several researchers about the influence of
leisure tourism in business tourism is confirmed [9,10]. In fact, a destination of international business
can, thus, benefit from the formation of a positive image created by leisure tourism [10,11,44,45,43].

The degree of trade openness in relation to the outside world explains the component of international
trade associated with commercial transactions, that is, exports and imports of goods and services [46]
in relation to the country’s GDP. Results show that the greater the flow of imports and exports in
relation to the country’s GDP, the more the economy is exposed to the outside world and the larger is
the flow of travel and business travellers [9,43].

This information is important for economic agents and policy makers to implement strategies in the
short and medium term that allow them gaining market share in their business destination: Firstly,
these actors must develop strategies to promote business tourism integrated with leisure tourism.
Secondly, policy makers must develop policies to assist national companies in the export of goods
and services (thereby stimulating the increase in commercial activity between countries) and develop
policies that encourage private investment in fixed capital in tourism. Lastly, in line with this idea,
economic agents should also focus their investments in equipment that creates value throughout the
tourism supply chain, in particular, in transport and equipment for entertainment and culture.

The research carried out may be improved, namely by gathering data from other countries, given that
a large number of countries, in particular associated with less developed economies, ended up having
a smaller representation in this study. A panel data analysis may allow identifying and measuring
effects that are not detectable in time-series data or cross-section data [47].
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APPENDIX

List of countries in the sample: Antigua and Barbuda, Algeria, Azerbaijan, Albania, Armenia, Angola,
Argentina, Austria, Barbados, Botswana, Belgium, Bahamas, Bangladesh, Bosnia and Herzegovina,
Bolivia, Benin, Byelarus, Brazil, Bulgaria, Canada, Cambodia, Chad, Sri Lanka, Congo, China, Chile,
Cameroon, Colombia, Costa Rica, Central African Republic, Cape Verde, Cyprus, Denmark,
Dominican Republic, Ecuador, Egypt, Ireland, Estonia, El Salvador, Ethiopia, Czech Republic,
Finland, Fiji, France, Gambia, Gabon, Ghana, Grenada, Germany, Greece, Guatemala, Guinea,
Honduras, Croatia, Hungary, Iceland, Indonesia, India, Israel, Italy, Japan, Jamaica, Jordan, Kenya,
Kyrgyzstan, South Korea, Kazakhstan, Laos, Lebanon, Latvia, Lithuania, Lesotho, Luxembourg,
Madagascar, Macau, Moldova, Mongolia, Malawi, Macedonia, Morocco, Mauritius, Malta, Oman,
Maldives, Mexico, Malaysia, Mozambique, Vanuatu, Nigeria, Netherlands, Norway, Nepal, Nicaragua,
New Zealand, Paraguay, Peru, Pakistan, Poland, Panama, Portugal, Papua New Guinea, Qatar,
Romania, Philippines, Russia, Rwanda, Saudi Arabia, St. Kitts and Nevis, Seychelles, South Africa,
Senegal, Slovenia, Sierra Leone, Spain, Serbia, St. Lucia, Sudan, Sweden, Syria, Switzerland, United
Arab Emirates, Thailand, Tunisia, Turkey, Tanzania, United Republic of Uganda, United Kingdom,
Ukraine, United States, Uruguay, St. Vincent and the Grenadines, Venezuela, Vietnam, Namibia,
Swaziland, Zambia.
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