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ABSTRACT 

In today’s world, the tourism industry, as one of the largest and cleanest industries globally, occupies a distinctive position and constitutes 

one of the most important sources of foreign exchange earnings. Tourism has played an important role in encouraging investment in 

infrastructure, generating government revenue, and creating direct and indirect employment worldwide. The impact of the tourism industry 

on the prosperity of domestic industries and the expansion of international cooperation has changed countries’ attitudes toward tourism and 

has given it an important place in government policymaking. Accordingly, examining the factors influencing tourism has become highly 

important in economic studies. In this regard, the present study employed the generalized method of moments to investigate the effects of 

five determinants—financial development, good governance, gross domestic product, the exchange rate, and the inflation rate—on tourism 

revenue as an indicator of tourism in D-8 member countries over the period 1996–2024. According to the results obtained from the model 

estimation, all the study variables had positive and statistically significant effects on the tourism indicator. 
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Introduction 

Tourism has become one of the most influential sectors of the contemporary global economy, generating foreign 

exchange earnings, stimulating investment, creating employment, and establishing extensive linkages with 

transportation, accommodation, food services, retail trade, cultural industries, and other service activities. Unlike 

many resource-intensive industries, tourism can create economic value through the utilization of cultural, historical, 

natural, and social assets while simultaneously contributing to regional development and international interaction. 

Its economic importance is particularly evident in developing countries, where tourism revenues may compensate 

for foreign exchange constraints, broaden the productive base, and reduce dependence on a limited number of 

export commodities. Tourism also contributes to government revenue through taxes, entry fees, and business 

activities and may generate both direct employment in tourism enterprises and indirect employment across related 

supply chains. Consequently, tourism development is increasingly regarded not merely as a recreational or cultural 

phenomenon but as an integral component of national economic and development strategies (1, 2). 
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The contribution of tourism is not confined to its immediate economic effects. Tourism may promote intercultural 

understanding, improve the international image of destinations, strengthen diplomatic and political relationships, 

and encourage the preservation of cultural and natural resources. The movement of tourists across borders creates 

channels through which communities, businesses, and governments interact, potentially enhancing political 

cooperation and reducing social distance between countries. At the same time, tourism may affect domestic political 

priorities by increasing the importance of security, public accountability, infrastructure quality, environmental 

protection, and international openness. These broader political effects imply that tourism development depends on 

a complex institutional and socioeconomic environment rather than on natural attractions alone (3). Accordingly, 

identifying the determinants of tourism performance requires an analytical framework that simultaneously considers 

macroeconomic conditions, financial capacity, institutional quality, and the persistence of tourism demand over time. 

The development of tourism can also support structural transformation by encouraging investment in 

infrastructure, enhancing the quality of public services, and creating new markets for local products. Roads, airports, 

communication networks, sanitation systems, banking services, and urban facilities established or improved for 

tourism may benefit residents and other economic sectors as well. In rural and peripheral regions, tourism can 

create opportunities for entrepreneurship and the commercialization of local knowledge, handicrafts, agricultural 

products, and cultural practices. Sustainable rural tourism strategies are especially important because they can 

diversify household incomes and reduce regional disparities while protecting environmental and cultural assets. 

Strategic orientation, green intellectual capital, local entrepreneurial capacity, and community participation have 

been identified as important foundations for sustainable rural tourism development (4). Similarly, the organization 

of destinations around thematic routes can integrate geographically dispersed attractions, create coherent tourism 

products, and enhance the competitiveness of rural areas (5). 

Despite these potential benefits, tourism growth must be managed carefully because uncontrolled development 

may generate environmental degradation, congestion, excessive resource use, cultural commercialization, and 

unequal distribution of income. Sustainable tourism management therefore requires a balance among economic 

viability, environmental protection, and social welfare. Long-term tourism competitiveness depends on the 

preservation of the natural and cultural resources upon which destinations rely, as well as on the institutional 

capacity to regulate tourism activities and coordinate public and private actors. Sustainability should consequently 

be incorporated into destination planning, investment decisions, infrastructure development, and visitor 

management (6). The experience of cultural and natural tourism in selected member countries of the Organisation 

of Islamic Cooperation further demonstrates that countries possessing significant tourism resources do not 

necessarily achieve their full tourism potential unless these resources are supported by effective planning, suitable 

infrastructure, destination management, and appropriate institutional arrangements (7). 

Technological change and innovation constitute another important dimension of contemporary tourism 

development. Tourism markets increasingly depend on digital platforms, online booking systems, electronic 

payments, social media, and data-driven marketing. Digital marketing allows destinations to communicate directly 

with potential visitors, reduce information asymmetry, create destination awareness, and promote sustainable 

tourism products to wider markets. Evidence from tourism villages indicates that the integration of digital marketing 

with local participation and sustainability strategies can improve destination visibility and strengthen the market 

position of smaller tourism communities (8). Social media interactions also affect consumer perceptions, brand 

relationships, and behavioral intentions, making digital engagement an important mechanism through which tourism 
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destinations can shape their image and establish long-term relationships with visitors (9). At the national level, 

innovation-related capacities can contribute to tourism development by improving services, information systems, 

transportation, destination marketing, and the overall quality of the visitor experience (10). 

Tourism demand is nevertheless highly sensitive to macroeconomic conditions. Income, prices, inflation, 

exchange rates, economic growth, and financial crises can alter both tourists’ ability to travel and the relative 

attractiveness of destinations. Economic and financial crises may reduce household disposable income, increase 

uncertainty, restrict access to credit, and weaken consumer confidence, thereby decreasing international tourist 

flows (11). Conversely, rising income and output can increase the demand for travel and simultaneously enable 

host countries to invest in tourism infrastructure and services. The relationship between tourism demand and output 

per capita suggests that economic growth may support tourism through greater purchasing power, improved 

productive capacity, and enhanced international integration, while tourism itself can stimulate output through 

expenditures, investment, and employment (12). Tourism and economic growth may therefore interact dynamically 

rather than through a simple one-directional relationship. 

Gross domestic product is particularly relevant to tourism development because it reflects the overall scale and 

productive capacity of an economy. Higher GDP can facilitate public investment in airports, transportation networks, 

health services, public safety, telecommunications, and urban amenities, all of which improve destination 

accessibility and service quality. A stronger economy may also support a larger and more competitive private 

tourism sector, increase domestic tourism demand, and enhance the capacity of governments to preserve 

attractions and market destinations internationally. The spatial nature of tourism growth additionally means that 

economic development in one region may produce spillover effects in neighboring regions through shared 

infrastructure, tourist routes, labor markets, and complementary attractions (13). Consequently, differences in 

national output and regional development can create substantial disparities in tourism revenues across countries. 

The exchange rate is another central determinant of international tourism because it influences the relative prices 

faced by foreign visitors. A depreciation of the destination country’s currency can make accommodation, 

transportation, food, entertainment, and other tourism services less expensive for international tourists, potentially 

increasing arrivals, length of stay, and tourism expenditure. Conversely, appreciation may reduce price 

competitiveness and redirect visitors toward alternative destinations. However, the influence of exchange rates is 

not always linear, as tourists may respond differently to currency appreciation and depreciation, and persistent 

volatility may create uncertainty regarding travel costs. Empirical evidence indicates that exchange rate volatility 

can produce asymmetric effects on tourism demand (14). Studies of developing countries similarly confirm that 

exchange rate movements affect foreign tourist demand by changing destination affordability and international price 

competitiveness (15). The impact of the real exchange rate may also depend on environmental quality and 

institutional performance, indicating that price competitiveness alone cannot ensure sustained tourism revenues 

(16). 

Inflation is closely related to exchange rate effects because it changes the domestic prices of tourism goods and 

services. High inflation may reduce the price advantage created by currency depreciation, increase business costs, 

weaken service quality, and create uncertainty for investors and tourists. It can also affect transportation costs, hotel 

prices, food expenditures, and other components of the tourism package. Nevertheless, moderate inflation may 

coincide with expanding demand and economic activity, and its final effect on tourism may vary depending on 

exchange rate adjustments, market structure, and the responsiveness of tourism suppliers. Research on Iran has 



Arefzadeh et al. 

4 
shown that political risk, the exchange rate, and inflation may exert asymmetric effects on tourism industry 

development, suggesting that positive and negative macroeconomic shocks should not necessarily be expected to 

have identical consequences (17). Therefore, inflation should be analyzed jointly with other macroeconomic and 

institutional variables. 

Financial development represents another important channel through which tourism may expand. A developed 

financial system mobilizes savings, facilitates payments, allocates capital, diversifies risk, and provides credit to 

productive activities. Tourism enterprises, including hotels, travel agencies, transport providers, restaurants, 

recreational facilities, and small local businesses, often require substantial initial investment and continuing access 

to finance. Financial constraints may prevent these enterprises from upgrading services, adopting technology, 

expanding capacity, or meeting international standards. By improving access to credit and financial services, 

financial development can stimulate tourism-related investment and strengthen the supply side of the industry. It 

can also facilitate electronic transactions, currency exchange, insurance, and payment services for tourists, thereby 

improving convenience and reducing transaction costs. 

The association among financial development, tourism, and economic growth has therefore attracted increasing 

scholarly attention. Evidence from India suggests a meaningful relationship among tourism, financial development, 

and economic growth, indicating that financial-sector improvements may reinforce the economic contribution of 

tourism (18). Research on Malaysia has likewise emphasized the relative importance of financial development and 

trade openness in the relationship between tourism demand and output per capita (12). In Iran, the interaction 

between financial development and tourism has been examined as a determinant of economic growth, suggesting 

that tourism may generate stronger growth effects when supported by a sufficiently developed financial system (19). 

Tourism may also encourage foreign direct investment by creating profitable opportunities in accommodation, 

infrastructure, transportation, and entertainment, while foreign investment can provide the capital, technology, and 

managerial expertise needed for tourism expansion (20). 

Institutional quality and good governance are equally fundamental to tourism performance. International tourists 

make destination decisions under conditions of uncertainty and are sensitive to political stability, public safety, 

regulatory predictability, corruption, administrative efficiency, and the protection of legal rights. Good governance 

can reduce transaction costs, strengthen investor confidence, improve public-service delivery, and create a more 

stable environment for tourism enterprises. Governance indicators such as voice and accountability, political 

stability, government effectiveness, regulatory quality, the rule of law, and control of corruption collectively reflect 

the institutional conditions within which tourism activities occur. Countries with stronger governance systems are 

more likely to coordinate tourism policies effectively, enforce quality and safety standards, protect tourism 

resources, and establish credible relationships with international investors and visitors. 

Empirical evidence supports the importance of institutional quality for tourism. The quality of institutions has been 

shown to influence tourism performance in European Union countries, indicating that efficient and reliable 

institutions can enhance destination competitiveness (21). In developing countries, host-country governance 

institutions have significant implications for tourism income because governance affects investment conditions, 

service provision, security, and the international reputation of destinations (22). Dynamic panel evidence further 

indicates that governance and institutional quality influence inbound tourism demand across countries (23). These 

findings suggest that destinations cannot rely exclusively on natural or cultural endowments; rather, tourism 
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revenues depend on the institutional environment through which resources are managed and tourism services are 

delivered. 

The importance of governance becomes even more pronounced in specialized tourism markets. Health tourism, 

for example, requires coordination among medical institutions, tourism agencies, transportation providers, 

accommodation facilities, and government regulators. Tourists seeking medical and health-related services 

evaluate service quality, professional expertise, safety, accessibility, destination image, and supporting 

infrastructure. Research on health tourism development has demonstrated the need to identify and prioritize multiple 

economic, managerial, infrastructural, and environmental factors rather than focusing on a single attraction or 

resource (24). This multidimensionality is relevant to tourism more broadly, as destination development generally 

depends on the interaction of resources, institutions, infrastructure, finance, and macroeconomic stability. 

The D-8 member countries—Bangladesh, Egypt, Indonesia, Iran, Malaysia, Nigeria, Pakistan, and Türkiye—

possess considerable cultural, historical, religious, and natural tourism potential. Their diverse attractions include 

heritage sites, coastlines, religious destinations, medical resources, rural landscapes, and major urban centers. 

Nevertheless, these countries differ substantially in economic scale, financial development, exchange rate 

conditions, inflation, institutional quality, infrastructure, and tourism performance. Such heterogeneity provides an 

appropriate context for examining how macroeconomic and institutional factors influence tourism revenues. Earlier 

studies of foreign tourism demand have emphasized that tourism is affected by a combination of economic, price, 

infrastructural, and qualitative destination factors (25). However, the relative importance of these determinants may 

differ across countries and over time, particularly when past tourism performance generates persistence through 

destination reputation, repeat visitation, accumulated infrastructure, and established international travel networks. 

Dynamic relationships are therefore central to the empirical analysis of tourism. Current tourism revenue may 

depend partly on its previous level because destination awareness, infrastructure, travel habits, and tourist 

satisfaction evolve gradually. A dynamic panel model can capture this persistence by including a lagged dependent 

variable. Research on Portuguese tourism demand demonstrates the usefulness of dynamic panel analysis for 

identifying the temporal adjustment of tourism flows and the effects of explanatory variables across countries or 

markets (26). However, the inclusion of a lagged dependent variable introduces endogeneity because it may be 

correlated with unobserved country-specific effects and the error term. Conventional fixed-effects or ordinary least 

squares estimators may consequently yield biased and inconsistent results. 

The generalized method of moments provides an appropriate framework for estimating such dynamic panel 

models. By using suitable lagged values as instruments, GMM can address the endogeneity of the lagged 

dependent variable and potentially endogenous explanatory variables while controlling for unobserved 

heterogeneity. Dynamic panel applications in the banking and financial literature have illustrated the usefulness of 

GMM when the number of cross-sectional units exceeds the time dimension and when explanatory variables may 

be jointly determined with the dependent variable (27). The method has also been applied to evaluate the effects of 

banking and nonbank financial institutions on economic growth, with instrument validity commonly assessed 

through overidentification tests and model adequacy evaluated through serial-correlation diagnostics (28). These 

methodological characteristics make GMM suitable for examining tourism revenues in D-8 countries, where 

dynamic persistence, country heterogeneity, and possible simultaneity among tourism, financial development, 

governance, and economic growth must be considered. 
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Although previous studies have separately examined tourism’s economic effects, exchange rates, inflation, 

governance, financial development, innovation, sustainability, and tourism demand, the combined influence of these 

factors has received comparatively limited attention in the context of the D-8 group. Existing evidence suggests that 

tourism development is shaped by multiple interacting mechanisms: financial systems determine access to capital 

and transaction services; governance affects stability, regulation, and trust; GDP reflects economic and 

infrastructural capacity; exchange rates influence international price competitiveness; and inflation alters domestic 

tourism costs and macroeconomic certainty. Moreover, the persistence of tourism revenues implies that present 

performance is partly rooted in previous-period outcomes. An integrated dynamic-panel analysis is therefore 

needed to provide a more comprehensive understanding of tourism determinants in these developing economies. 

Accordingly, the aim of this study is to investigate the effects of financial development, good governance, gross 

domestic product, the exchange rate, and inflation on tourism revenue in D-8 member countries over the period 

1996–2024 using the generalized method of moments. 

Methods and Materials 

This study investigates the variables affecting tourism development by applying panel-data econometric methods 

within a dynamic model and using the generalized method of moments (GMM) technique. Accordingly, the research 

method and the model adopted in the study are examined below, followed by an introduction to the model variables. 

In this study, panel data were used to estimate the model. The use of panel data rather than cross-sectional data 

makes it possible to examine the dynamics of changes over time. The panel-data approach also offers other 

advantages, including accounting for individual heterogeneity, providing more information, and eliminating biases 

associated with cross-sectional regressions, thereby producing more accurate and efficient estimates with lower 

multicollinearity. 

To estimate the model, the dynamic panel-data technique based on the generalized method of moments (GMM), 

introduced by Arellano and Bond (1991), was employed. Because this estimation method incorporates dynamic 

analysis, it has a clear advantage over conventional panel-data methods. Baltagi (2008) stated that the dynamic 

panel-data technique is appropriate when the number of cross-sectional units (N) exceeds the number of time 

periods (T). Arellano and Bond and Baltagi (1995) demonstrated that when a lagged dependent variable is included 

on the right-hand side of a panel-data model, the ordinary least squares estimator is no longer consistent; therefore, 

instrumental-variable and generalized method of moments estimators must be used. Nevertheless, one limitation 

of instrumental-variable and GMM estimators is that their desirable properties generally hold when the number of 

cross-sectional units is large, whereas they may be highly imprecise and biased in panel datasets with a small 

number of cross-sectional units. 

The application of the GMM method offers advantages such as accounting for individual heterogeneity, 

incorporating more information, and eliminating biases associated with cross-sectional regressions, thereby 

producing more accurate and efficient estimates with lower multicollinearity. Hsiao (2003) demonstrated that, 

compared with other methods, GMM has several advantages, including addressing the endogeneity of institutional 

variables, reducing or eliminating multicollinearity in the model, removing time-invariant variables, and increasing 

the time dimension of the variables. This is because the method makes it possible to account for the effects of all 

unobserved time-invariant factors in the estimation. 
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Because a high degree of serial correlation among the variables may result in inefficient estimates, ordinary least 

squares estimates may be misleading. Therefore, the GMM method is used to address this problem. In a dynamic 

GMM panel model, the lagged dependent variable is correlated with the disturbance term. Accordingly, following 

Arellano and Bond, the lagged dependent variable and the lags of the other variables are used recursively as 

instruments for the lagged dependent variable within the generalized method of moments framework (Shah 

Hosseini et al., 2018). In terms of its objective, this study is applied research. The statistical population consists of 

D-8 member countries, and the study covers the period 1996–2024. The D-8 group comprises eight countries—

Bangladesh, Egypt, Indonesia, Iran, Malaysia, Nigeria, Pakistan, and Türkiye—and was established following the 

1997 Development Cooperation Conference held in Türkiye. Its objectives include improving the position of 

developing countries in the global economy, diversifying and creating new opportunities in trade relations, 

enhancing cooperation and participation in decision-making at the international level, and improving standards of 

living. EViews 13 was used to estimate the generalized method of moments model. 

As previously stated, the model used in this study is a panel-data model. Based on the theoretical literature, the 

functional form of the empirical model is specified as follows: 

𝑇𝑂𝑈 = 𝑓(𝐺𝑂𝑉, 𝐸𝑋, 𝐹𝐷, 𝐼𝑁𝐹, 𝐺𝐷𝑃) (1) 

The final form of the model used in the study is specified as follows: 

log⁡(𝑇𝑂𝑈𝑖𝑡) = 𝛽0 + 𝛽1log⁡(𝑇𝑂𝑈𝑖,𝑡−1) + 𝛽2log⁡(𝐺𝑂𝑉𝑖𝑡) + 𝛽3log⁡(𝐸𝑋𝑖𝑡) + 𝛽4log⁡(𝐹𝐷𝑖𝑡) + 𝛽5log⁡(𝐼𝑁𝐹𝑖𝑡) + 𝛽6log⁡(𝐺𝐷𝑃𝑖𝑡) + 𝑈𝑖𝑡 (6) 

𝑈𝑖𝑡 = 𝑣𝑖 + 𝑒𝑖𝑡 (2) 

In the above equations, the subscript 𝑡denotes time, the subscript 𝑖denotes the selected countries, and 

log⁡indicates that the equation is expressed in logarithmic form, which facilitates the interpretation of the coefficients. 

In a logarithmic specification, the percentage change in the dependent variable is expressed in relation to the 

percentage change in an explanatory variable. 

Furthermore, 𝑇𝑂𝑈represents tourism development, measured by tourism revenue; 𝐸𝑋represents the exchange 

rate; and 𝐹𝐷represents financial development, measured using the multidimensional Financial Development Index 

developed by Sahay et al. (2015) and published by the International Monetary Fund. 

𝐺𝑂𝑉represents the good governance index, which is a composite of six major subindices: (1) voice and 

accountability, (2) political stability, (3) government effectiveness, (4) regulatory quality, (5) the rule of law, and (6) 

control of corruption. 𝐼𝑁𝐹represents the inflation rate, and 𝐺𝐷𝑃represents gross domestic product. 

Findings and Results 

Before estimating the model, it is necessary to test for the presence or absence of unit roots in the variables—

that is, to assess their stationarity—to prevent spurious regression in the estimations. For this purpose, the Levin–

Lin–Chu (LLC) test was employed. The results of the unit-root test are presented in Table 1. 

Table 1. Results of the Levin–Lin–Chu Unit-Root Test 

Variable Levin–Lin–Chu Statistic Level Probability Stationarity Status 

TOU −3.82 .000 Stationary 

TOU(−1) −2.57 .005 Stationary 

FD −2.52 .005 Stationary 

INF −1.83 .033 Stationary 

GDP −2.02 .021 Stationary 

EX −2.03 .021 Stationary 
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The null hypothesis of these tests is the presence of a unit root, meaning that all series are nonstationary. Based 

on the test results, the unit-root hypothesis is rejected for all the study variables. Therefore, all the variables are 

stationary at level, and there is no concern regarding spurious regression. The results of the GMM model estimation 

are presented in Table 2. 

Table 2. Results of the GMM Model Estimation 

Variable Coefficient t Statistic Probability 

TOU(−1) 0.88 39.22 .000 

FD 0.23 3.01 .002 

INF 0.002 3.41 .000 

GDP 0.09 5.15 .000 

EX 0.01 3.18 .001 

GOV 0.11 3.76 .001 

Diagnostic Test Statistic Probability 

J-statistic 10.52 .104 

AR(1) −3.89 .000 

AR(2) −1.65 .098 

 

Greene (2012) stated that the moment conditions are valid when there is no serial correlation in the disturbance 

terms. Arellano and Bond developed a procedure for testing first- and second-order autocorrelation. For this 

purpose, the first-order autocorrelation coefficient, AR(1), should be statistically significant, whereas the second-

order autocorrelation coefficient, AR(2), should not be statistically significant. This is because, in a dynamic panel 

model in which the disturbance component is independently and identically distributed, the first differences of the 

error terms exhibit first-order correlation. The lagged dependent variable is included as an explanatory variable to 

capture the dynamics of the model in the econometric specification (Samadi et al., 2013). According to the results 

presented in Table 2, the AR(1) statistic is significant at the 1% level, with a probability value of .000, whereas the 

AR(2) statistic has a probability value of .098, indicating the absence of second-order autocorrelation. Therefore, 

the model does not suffer from specification bias. 

Before interpreting the results, the validity of the instrumental variables used in the model must be examined 

because these instruments are intended to address the correlation between the lagged dependent variable and the 

error term. The Sargan test was used for this purpose. The Sargan test is a standard test for determining the 

exogeneity of instrumental variables, and a higher probability value for the Sargan test indicates greater instrument 

validity (Farahanifard et al., 2015). The result of this test is reported in Table 2. Given the Sargan test probability 

value of .104, the null hypothesis that the residuals are uncorrelated with the instrumental variables cannot be 

rejected. Accordingly, the instrumental variables used in estimating the model possess the required validity. 

According to the results, all the study variables have positive and statistically significant effects on tourism. The 

findings indicate that a 1% increase in financial development leads to a 0.23% increase in tourism development. 

Regarding financial development, it can be argued that the more financially developed a country is, the higher its 

level of economic growth will be. More efficient financial systems reduce barriers to external financing and, by 

facilitating the access of production and industrial enterprises to external capital, provide the conditions necessary 

for greater investment and economic growth. Financial development can result in greater economic growth and 

investment when it creates appropriate conditions for the optimal allocation of resources and improves capital 

efficiency. 
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Long-term noninflationary economic growth and increases in production and employment require the mobilization 

and optimal allocation of financial resources within the national economy. This can be achieved through organized, 

integrated, and efficient financial markets characterized by diverse financial instruments, a competitive environment, 

and information transparency. The efficiency of financial markets requires the facilitation of transactions, increased 

liquidity, and appropriate risk-management conditions. It can therefore be argued that financial markets play an 

important role in economic growth. An efficient financial system transfers capital from savers to borrowers and 

directs resources toward productive investment projects with high profit margins. The higher the productivity of 

investment, the higher the rate of economic growth. Financial development also plays a substantial role in the 

growth and development of the tourism industry by facilitating financial transactions in tourists’ countries of origin 

and simplifying access to financial instruments for financing tourism-related activities. Just as greater financial 

development promotes economic growth and development, increased economic growth improves infrastructure and 

contributes to the development of the tourism industry. 

According to the findings, a 1% increase in the inflation rate leads to a 0.002% increase in tourism development. 

As can be observed, this effect is extremely small; therefore, the elasticity of tourism development with respect to 

inflation is negligible. 

According to the results, a 1% increase in the exchange rate leads to a 0.01% increase in tourism development. 

The theoretical literature indicates that tourism is likely to be affected by exchange-rate fluctuations (Chaudhry et 

al., 2022). Exchange rates can influence the selection of international tourism destinations because tourists tend to 

choose countries with more favorable exchange rates (Sharma & Pal, 2020). An increase in the exchange rate, or 

a depreciation of the Iranian rial, increases international tourism revenues. The prices of tourism goods and services 

become lower for foreign travelers, thereby increasing their willingness to consume tourism products. In other 

words, when the currency of a destination depreciates, international tourists have greater purchasing power and 

can therefore extend the duration of their trips and increase their expenditures at local destinations. Moreover, the 

depreciation of the local currency reduces the overall cost of travel for tourists holding stronger currencies. 

The results indicate that a 1% increase in tourism development in the previous period leads to a 0.88% increase 

in current tourism development. The lagged tourism variable reflects the continuity and persistence of tourists’ 

willingness to travel and demonstrates the attractiveness of travel from tourists’ perspectives. 

According to the research findings, a 1% increase in the good governance index leads to a 0.11% increase in 

tourism. Given the considerable effect of the institutional variable of good governance on tourism revenue, serious 

efforts to improve governance indicators can substantially contribute to reducing existing development gaps, 

particularly in the tourism sector. In other words, improvements in freedom and transparency, political stability, 

regulatory effectiveness, the rule of law, the fight against corruption, and judicial independence directly and indirectly 

enhance the performance of institutions and organizations involved in attracting international tourists. 

Legal freedoms and the unrestricted dissemination of information, as manifestations of voice and accountability, 

strengthen public awareness and socioeconomic transparency. Under such conditions, individuals enjoy 

appropriate social rights, which improves tourists’ perceptions of their ability to obtain redress when their rights are 

violated. Consequently, improvements in voice and accountability within a country can motivate international 

tourists to visit that country. Similarly, the less public and governmental authority is abused or used to advance 

personal and private interests, the greater the motivation of international tourists to visit the country. 
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Gross domestic product also has a positive effect on tourism development. Accordingly, a 1% increase in gross 

domestic product leads to a 3.37% increase in tourism development. This finding may be explained by the fact that 

gross domestic product contributes to improvements in facilities and infrastructural capacity, thereby creating the 

conditions required to accommodate a greater number of tourists and ultimately promoting tourism development. 

Discussion and Conclusion 

The present study investigated the effects of financial development, good governance, gross domestic product, 

the exchange rate, and inflation on tourism revenue in D-8 member countries over the period 1996–2024 using a 

dynamic panel-data model estimated through the generalized method of moments. The estimation results indicated 

that the lagged value of tourism revenue and all five explanatory variables had positive and statistically significant 

effects on tourism development. The diagnostic results also supported the adequacy of the estimated model. The 

significance of the AR(1) statistic and the insignificance of the AR(2) statistic indicated the absence of problematic 

second-order serial correlation, while the J-statistic supported the validity of the instrumental variables. Overall, the 

findings demonstrate that tourism development in D-8 countries is influenced by both the persistence of previous 

tourism performance and the broader financial, institutional, and macroeconomic environment. 

The estimated coefficient of lagged tourism revenue was positive and statistically significant, indicating that a 1% 

increase in tourism revenue in the previous period was associated with an approximately 0.88% increase in current 

tourism revenue. This relatively large coefficient reflects strong persistence in tourism performance across the D-8 

countries. Tourism development is generally cumulative because investments in transportation, accommodation, 

destination branding, human resources, digital infrastructure, and international marketing produce effects that 

extend beyond a single year. In addition, tourists’ previous experiences, destination reputation, repeat visitation, 

recommendations, and established travel networks can influence future tourism demand. Therefore, countries that 

have already developed a stable tourism market are more likely to maintain or expand that market in subsequent 

periods. 

This result is consistent with dynamic analyses of tourism demand emphasizing that current tourism flows depend 

partly on their previous levels. Dynamic panel analysis of Portuguese tourism demand demonstrated the importance 

of considering lagged tourism variables when evaluating changes in international tourism demand (26). Similarly, 

research examining governance and inbound tourism through dynamic panel methods has indicated that tourism 

demand adjusts gradually and that previous tourism performance contributes to current outcomes (23). The finding 

also accords with the spatial and cumulative characteristics of regional tourism growth, according to which previous 

infrastructure, established destination clusters, and tourism spillovers can reinforce subsequent development (13). 

For D-8 countries, this persistence suggests that temporary disruptions or improvements may have long-term 

consequences. Policies that improve tourists’ experiences and destination reputation may produce benefits 

extending over multiple periods, whereas political instability, poor service quality, or inadequate infrastructure may 

have similarly persistent negative effects. 

Financial development had a positive and significant effect on tourism revenue. The estimated coefficient showed 

that a 1% increase in financial development was associated with a 0.23% increase in tourism development. This 

finding indicates that a more developed financial system can facilitate the expansion of tourism by improving access 

to credit, mobilizing savings, reducing financing constraints, supporting investment, and enabling more efficient 

payment and transaction services. Tourism-related businesses frequently require substantial financing for the 
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construction and renovation of hotels, transportation facilities, restaurants, recreational centers, travel agencies, 

digital platforms, and other tourism services. Access to suitable financial instruments allows these enterprises to 

expand their capacity, improve service quality, adopt modern technologies, and comply with international standards. 

The positive effect of financial development also reflects its contribution to tourists’ convenience and confidence. 

Efficient banking systems, electronic payment networks, insurance services, foreign exchange facilities, and digital 

financial tools reduce transaction costs and make destinations more accessible to international visitors. Financial 

development can additionally support small and medium-sized tourism enterprises, which often face greater credit 

constraints than larger firms. These enterprises are particularly important in rural, cultural, ecological, and 

community-based tourism, where local businesses provide accommodation, food, handicrafts, transportation, and 

guiding services. 

The finding is consistent with evidence showing a complementary relationship among tourism, financial 

development, and economic growth. Research conducted in India identified a meaningful relationship between 

financial development and tourism, suggesting that financial-sector expansion can strengthen tourism activity and 

its contribution to economic growth (18). Evidence from Malaysia also showed that financial development plays an 

important role in the relationship between tourism demand and output per capita (12). In Iran, the interaction 

between financial development and tourism has been found to contribute positively to economic growth, indicating 

that the economic effects of tourism are stronger when tourism activities are supported by a developed financial 

system (19). Furthermore, the relationship between tourism and foreign direct investment suggests that an efficient 

financial environment can attract capital to tourism infrastructure and related services (20). Thus, the present result 

confirms that financial development is not merely a general determinant of economic growth but also a specific 

institutional foundation for tourism expansion. 

The good governance index also had a positive and statistically significant effect on tourism revenue. According 

to the estimated coefficient, a 1% improvement in good governance was associated with a 0.11% increase in 

tourism development. This result highlights the importance of institutional quality in attracting international tourists 

and supporting tourism investment. Good governance encompasses voice and accountability, political stability, 

government effectiveness, regulatory quality, the rule of law, and control of corruption. Improvements in these 

dimensions can enhance destination security, reduce administrative uncertainty, strengthen property rights, 

increase the transparency of regulations, and improve the quality of public services. 

Tourism is especially sensitive to institutional conditions because tourists must make decisions about 

destinations with incomplete information and are exposed to risks related to security, legal protection, transportation, 

health services, and consumer rights. Political instability, corruption, arbitrary regulation, and weak law enforcement 

can damage a destination’s international image and discourage both tourists and investors. Conversely, transparent 

institutions and effective public administration can improve destination credibility, facilitate visa and border 

procedures, coordinate tourism policies, and ensure that tourism standards are properly implemented. Good 

governance also enables more effective management of cultural and natural resources, which is necessary for the 

long-term sustainability of the tourism sector. 

This finding is strongly supported by previous studies. Institutional quality has been found to influence tourism 

performance in European Union countries, demonstrating that stronger institutions improve the conditions 

necessary for tourism growth (21). Research on selected developing countries similarly showed that host-country 

governance institutions positively affect tourism income by strengthening political stability, regulatory quality, and 
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government effectiveness (22). Dynamic panel evidence has also confirmed that governance and institutional 

conditions are significant determinants of inbound tourism demand (23). Moreover, environmental quality, real 

exchange rates, and institutional performance have been shown to jointly influence tourism receipts in the East Asia 

and Pacific region, suggesting that governance strengthens the capacity of countries to translate economic 

advantages into tourism revenue (16). The political effects of tourism also imply a reciprocal relationship in which 

tourism may encourage governments to improve stability, international cooperation, transparency, and 

administrative performance (3). 

The exchange rate had a positive and statistically significant effect on tourism revenue. The coefficient indicated 

that a 1% increase in the exchange rate was associated with a 0.01% increase in tourism development. In the 

context of the countries under investigation, an increase in the exchange rate generally represents depreciation of 

the domestic currency. Such depreciation reduces the foreign-currency prices of accommodation, transportation, 

food, entertainment, and other tourism services, thereby improving the international price competitiveness of the 

destination. Foreign visitors holding stronger currencies may be able to spend more, remain at the destination 

longer, or purchase a wider range of tourism services. 

The relatively small magnitude of the coefficient suggests, however, that exchange rate competitiveness is only 

one component of tourism demand. Currency depreciation may make a destination less expensive, but it cannot 

compensate fully for inadequate infrastructure, weak institutions, security concerns, poor service quality, or 

insufficient international promotion. Moreover, exchange rate volatility can increase uncertainty and raise costs for 

tourism businesses that rely on imported equipment, fuel, technology, or other inputs. Therefore, the positive effect 

of exchange rate increases must be interpreted in conjunction with macroeconomic stability and destination quality. 

The result agrees with studies showing that exchange rates influence international tourism demand by changing 

relative travel costs. Exchange rate volatility has been found to exert asymmetric effects on tourism demand, 

meaning that currency appreciation and depreciation may not produce equivalent responses among tourists (14). 

Evidence from developing countries also indicates that favorable exchange rate movements can increase foreign 

tourist demand by improving destination affordability (15). Research on the East Asia and Pacific region similarly 

found that the real exchange rate affects tourism receipts, although its influence depends partly on institutional and 

environmental conditions (16). In Iran, exchange rate changes have been shown to affect tourism development 

asymmetrically, particularly when considered alongside political risk and inflation (17). These studies support the 

present finding while also emphasizing that exchange rate policy alone cannot serve as a sustainable tourism-

development strategy. 

Inflation had a positive and statistically significant but economically very small effect on tourism revenue. A 1% 

increase in inflation was associated with only a 0.002% increase in tourism development. The small size of this 

coefficient suggests that tourism revenue in D-8 countries is largely inelastic with respect to inflation. One possible 

explanation is that inflation may coincide with currency depreciation, which can reduce the foreign-currency cost of 

tourism services for international visitors even when domestic prices increase. As a result, the negative effect of 

rising local prices may be partly offset by greater purchasing power among foreign tourists. 

Another possible explanation is that moderate inflation may occur during periods of expanding domestic demand 

and economic activity, during which investment, employment, and tourism services also increase. Nevertheless, 

the extremely small estimated coefficient indicates that inflation should not be interpreted as a meaningful driver of 

tourism growth. Persistent or high inflation can undermine tourism development by increasing operating costs, 
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reducing investment predictability, weakening service quality, and creating uncertainty in pricing. Therefore, the 

positive coefficient may reflect the interaction of inflation with exchange rate movements rather than a direct 

beneficial effect of inflation itself. 

Previous research supports the view that inflation has a complex and potentially asymmetric relationship with 

tourism. Evidence from Iran has shown that inflation, exchange rates, and political risk may exert different effects 

under positive and negative shocks, making the final effect dependent on the broader macroeconomic context (17). 

Studies of economic and financial crises have also shown that macroeconomic instability can reduce international 

tourist flows by weakening confidence, income, and access to finance (11). Accordingly, although the present 

analysis identified a statistically positive coefficient, maintaining price stability remains important for sustainable 

tourism development. 

Gross domestic product had a positive and statistically significant effect on tourism revenue. Based on the 

estimated model, a 1% increase in GDP was associated with an approximately 0.09% increase in tourism 

development. This finding indicates that improvements in national productive capacity support tourism expansion 

by increasing the resources available for infrastructure, public services, destination development, and tourism 

investment. Countries with higher GDP are generally better able to finance airports, roads, public transportation, 

communication systems, health services, environmental protection, cultural preservation, and security, all of which 

improve their attractiveness and accessibility as tourism destinations. 

Economic growth also strengthens domestic demand and expands the market for tourism-related enterprises. 

Higher household incomes may increase domestic travel, while stronger business activity can stimulate business 

tourism, conferences, exhibitions, and investment-related travel. The tourism sector may then contribute to further 

economic growth by generating employment, foreign exchange, tax revenue, and demand for locally produced 

goods and services. This relationship suggests the possibility of a mutually reinforcing cycle between tourism and 

economic growth. 

The positive GDP effect is consistent with evidence demonstrating a relationship between tourism demand and 

output per capita. Research on Malaysia showed that tourism demand, economic output, trade openness, and 

financial development are closely interconnected (12). Studies reviewing the economic effects of tourism have 

likewise emphasized its contribution to income, employment, investment, regional development, and foreign 

exchange earnings (2). The general importance of tourism as an economic activity has also been highlighted 

through its capacity to stimulate multiple industries and generate direct and indirect development effects (1). 

Furthermore, spatial analyses indicate that economic and tourism growth may produce spillovers across 

neighboring regions through shared infrastructure and complementary attractions (13). The present finding therefore 

supports the argument that stronger economic capacity enables countries to create a more competitive and 

productive tourism sector. 

Taken together, the results indicate that tourism development in D-8 countries cannot be explained by a single 

factor. Tourism revenue depends on a combination of accumulated tourism capacity, financial-sector performance, 

institutional quality, economic output, price competitiveness, and macroeconomic conditions. Although natural, 

cultural, and historical attractions provide an essential resource base, their transformation into sustainable tourism 

income requires effective management, financing, infrastructure, innovation, and governance. Research on cultural 

and natural tourism in Islamic countries has similarly shown that possessing tourism resources is insufficient without 

appropriate institutional and managerial support (7). Sustainable tourism management also requires balancing 
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economic growth with environmental and social considerations (6). In addition, innovation, digital marketing, and 

destination communication can strengthen the effects of financial and institutional development by expanding 

international visibility and improving tourists’ access to information (8-10). 

The findings of this study should be interpreted in light of several limitations. First, the analysis was conducted 

at the national level, and aggregate indicators may conceal substantial regional differences in tourism infrastructure, 

destination quality, political conditions, and visitor profiles within each D-8 country. Second, tourism revenue was 

used as the principal measure of tourism development, although other indicators, such as international arrivals, 

length of stay, tourism employment, hotel occupancy, and tourism investment, may capture different dimensions of 

the sector. Third, the analysis was limited to the variables available consistently across the selected countries and 

period; therefore, potentially important factors such as security, environmental quality, visa restrictions, 

transportation connectivity, digital readiness, health conditions, cultural attractions, and destination marketing were 

not included. Fourth, differences in statistical systems and data quality across countries may affect the comparability 

of the observations. Finally, although the GMM method reduces endogeneity and controls for unobserved country-

specific effects, it cannot eliminate every possible source of measurement error, omitted-variable bias, or cross-

country heterogeneity. 

Future studies should examine the determinants of tourism development using disaggregated regional, 

provincial, or destination-level data to identify variations that cannot be observed in national aggregates. 

Researchers could also compare the determinants of different forms of tourism, including cultural, religious, rural, 

health, ecological, coastal, and business tourism. The use of alternative dependent variables, such as tourist 

arrivals, expenditure per visitor, length of stay, tourism employment, and tourism-sector investment, would provide 

a more multidimensional assessment of tourism performance. Future models should incorporate variables related 

to political risk, security, environmental quality, transportation infrastructure, visa openness, digitalization, 

innovation, and destination branding. Nonlinear and asymmetric models could be used to determine whether 

inflation, exchange rate changes, financial development, and governance exert different effects above or below 

particular thresholds. Comparative studies between D-8 countries and other developing-country groups could 

further clarify whether the relationships identified in this study are specific to the D-8 context. 

Policymakers in D-8 countries should treat tourism as a coordinated economic system rather than as an isolated 

service sector. Financial authorities should improve access to credit for tourism enterprises, develop specialized 

tourism-financing instruments, facilitate secure international payments, and support small and medium-sized 

businesses operating in tourism supply chains. Governments should strengthen political stability, regulatory 

transparency, accountability, control of corruption, legal protection, and administrative efficiency to improve 

destination credibility and investor confidence. Macroeconomic authorities should avoid relying on currency 

depreciation as a primary means of attracting tourists and instead pursue exchange rate and price stability alongside 

improvements in service quality and infrastructure. Public investment should prioritize transportation, digital 

connectivity, safety, environmental management, cultural preservation, and destination marketing. Finally, 

cooperation among D-8 members should be expanded through joint tourism routes, simplified travel procedures, 

coordinated promotion, shared investment initiatives, and regional tourism-development programs. 
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