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Abstract

This study investigates the main determinants efltalian domestic tourism demand measured in
terms of regional bilateral tourism flows. We calesia large panel of explanatory variables meant
to capture not only the role of traditional econordemand-driven forces, but also qualitative
supply-side factors that can be crucial in detemngirthe comparative advantage of the exporting
regions. The empirical analysis, performed in tbetext of anextendedyravity model, builds on
the Fixed Effect Vector Decomposition estimat&iEYD) developed by Plumper and Troeger
(2007). The investigation is conducted for the ¢ouas a whole and separately for the two macro-
areas, namely the Centre-North and the South. Alaupito our results, at aggregate level, the main
determinants of Italian tourism flows appear tae lagged dependent variable, which control for
reputation and habit formation, and relative priddso the per capit&DP plays a significant role,
but its coefficient suggests that in Italy domegstarism does not behave as a luxury good, as
frequently found in the international tourism cotiteAnother interesting result is that for Italian
tourists, domestic destinations and internatiorestidations act as substitutable goods. At sub-
sample level two main findings are worth noting. tBa one hand, the main outcomes of the full
sample analysis are confirmed, on the other hantkesoteresting differences arise with respect to
the impact of the relevant variables. In particutaurists coming from the southern regions appear
to be more concerned than northern ones abouttieaigain their per capit&DP and in price
differences.
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1. Introduction

Recent empirical literature has pointed out thatthe world, domestic tourism accounts for the
greater part of total tourism flows (Bigaret al 2006). This evidence implies that tourism
demanded by people in their own country is greidi@n international tourism in terms of both size
and economic indicators. Nevertheless, since iatemmal arrivals and nights exhibit higher rates of
growth, the relative weight of domestic tourisndécreasing over time.

The same structure of the world tourism industmeftected in all European countries such as ltaly
where, in 2007, domestic tourism weights 55 an@é&7cent for arrivals and nights respectively.
This configuration of the Italian tourism marketshaot changed significantly during the last
eighteen years, even though international flowsehstvown faster rates of growth. As a results,
from 1990 to now, domestic tourism weight has daesed by about 5 per cent with respect of total
tourism.

Despite of that, in Italy the economic impact ofhdstic tourism still remains greatly dominant
especially if we consider its contribution in terroé tourism consumptions, value added and
employment. In such a perspective, a continuousedsing trend in domestic flows turns out in a
big loss of economic resources for our country.sTiki the reason why we believe that Italian
domestic tourism should draw greater attentiores@archers that have substantially overlooked the
phenomenon until now. Empirical literature on dotieet®urism determinants, in fact, is quite scant
and mainly refers to specific regions or areatefdountry.

In the light of these considerations, this studyldsuon a regional data set for Italian domestic
tourism and develops an empirical analysis aimegstonate its main determinants. We employ a
large panel of explanatory variables aimed to aaptbe role of traditional economic demand-
driven variables, such as prices and income. litiaddve consider qualitative supply-side factors
that can be crucial in determining the comparatigyantage of the exporting region. The
dependent variable of this study is given by thenber of arrivals in regiom (destination from
regionj (origin).

The analysis is firstly performed at aggregatelledere we consider bilateral tourism flows across
the twenty Italian regions, treated both as ormma destination. Accordingly, the observation unit
in our framework consists in the number of arrivaiglestination from the specific origin, with

the different regions competing with each otherorder to attract more tourists. Then the full

sample is split into two sub-samples focusing am tiio traditional macro-areas of the country,

namely the North-Centre and South. The main scdpbeodisaggregated analysis is to capture
differences in tourists preferences according te #rea of the country they come from.

Accordingly, our strategy has been to build thesliesamples only with respect to the region of
origin. Thus, one subsample includes the arrivedsnfthe Centre-North tourists to the twenty

Italian regions and, conversely, the other subsarapimprises the arrivals registered in all regions
but originated only from southern regions residents

As suggested by previous literature (afiter al., Khadaroo-Seetanah, 2008), the empirical analysis
is performed in the context of @xtendedyravity model. The gravity model has many appicreg

in different fields of empirical research, spedaflg in migration and international trade (Lowry,
1966; Poyhonen, 1963). The basic essence of thdelms that the flows of the considered good
between two different regions or countries depensitively on the size of them and negatively on
the distance.

The panel structure of our data allows us to esénthe model using the standard panel data
techniques. In light of this, we first test theditk effects modelHEM) versus the random effects



model REM). As it is well known, the latter is more effictdout its estimates are inconsistent if the
unobserved effects are correlated with the regregso Wooldridge, 2002). In order to verify the
consistency of th&EM it is recommended to apply the Hausman specifinatest which tests the
null hypothesis that the differences in coefficeeastimate between tii=M and theREM are not
systematic. In our case, the Hausman test rejdetsnull, so that we should apply tiEM.
However, the within estimator employed by thREM has a drawback, that is, the demeaning
transformation sweeps away all time invariant \dea (Hsiao, 2003). In our analysis many
covariates present such characteristic. A solutothis problem is offered by the Fixed Effect
Vector Decomposition estimatoFEVD) developed by Plimper and Troeger (2007), whido al
corrects for the inefficiency of the estimates iagswhen variables have a very small within
variance. In light of this, we have decided to esyphe FEVD estimator to perform the analysis
both at national and sub-sample level.

Given all that, our study can potentially contrivtid definitely ameliorating the state of knowledge
along several lines.

First of all, to our knowledge, this is the onlynghdata analysis on domestic tourism developed in
terms of regional bilateral tourism flows for bdtaly and the rest of the touristy countries. lctsu

a disaggregated context, not only we have the piigsito gather information on the competition
across exporting regions, but more robust empirgsults are granted too.

Secondly, our choice of the determinants givesatte not only to the variables suggested by the
basic gravity modelpopulation, distance and incopéout also to items related to the region of
destination in terms of supply factors, marketitrgtegies and public policy interventions.

Third, the application of thé-EVD model is certainly a novelty in this strand ofetdture.
Moreover, it is the use of this estimator that Imaade possible the choice of a large set of
determinants.

Finally, since our estimated coefficients can kadrm terms of elasticities, our results may bey/ver
useful for public authorities and destination masmagnt organizations often called to take
decisions aimed at improving the competitive positdf one country or region.

The paper is organised as follows. After this idtrction, the next section presents the background
of our study giving a general overview of the waddrism industry and describing the recent trend
in domestic and international components of thigalieourism demand. In Section 3 we discuss the
role of the main determinants of tourism flows &wgdnmarize the main empirical literature for the
case of Italy. In Section 4 we present our emgdincadel and research strategy. In Section 5 we
give some details on our dataset and provide sageriptive statistics of the variables considered
in the study. Then, in Section 6, we present tlsulte. Finally, in Section 7, we draw some
conclusions.

2. Background

2.1 General overview

Tourism industry is one of the most rapidly growiaigd largest industry in the world. In 2009,
according to the World Tourism and Travel Coun®dT{TQ simulation, it contributed, on average,

by about 9.5% and 7.5% to Gross Domestic ProdsaBtR) and employment respectively and it is
expected to grow by about 4% annually over the ogniD years.



Within this panorama, ltaly is one of the top tgtudestinations in the world and its contribution t
the world tourism economy is a well-known phenonren®s we can see from Table 1, in absolute
terms, out of 181 world countries, Italy is recatde the seventh position with respecGBP (it is
fourth out of the 27 European countries) and ieighteenth for employment. However, when
attention is turned to the contribution of tourismthe national economy, Italy falls in the 77th
position for GDP and 65th position for employment. Things get ewense in terms of growth
rates: in such a case Italy is ranked 109th afthlfor GDP and employment respectively (-4.4%
in 2009 and to average 1.9% per annum over the ngprh0 years). Taking into account data
spanned over the last decades, this numbers Highdiggeneral decline that the Italian tourism
seems to be facing in these last years. Unfortiynaecording to th&VTTCforecasting, things are
not expected to better off: in 2019, Italy is eXeecto fall down along the ranking of growth rates
of about 50 position{r. Table 1, last column).

Table 1.WTTC ranking for Italy

2009 2019
Absolute Relative Growth | Absolute Relative Growth
Size Size Size Size
T&T Economy GDP 7 77 109 9 75 169
T&T Economy Employment 18 65 100 19 64 154

Source: World Travel and Tourism Council

These dynamics deserve the right consideratiorebyral and local authorities aiming at exploiting
the potential of the tourism industry in generategpnomic development and in reducing regional
disparities. This is the reason why a big effortaguired to understand the determinants of the
Italian tourism demand and to discern the way imctvidifferent destinations attract tourists.

In order to describe the Italian tourism markethw#ome details, next sections report various
statistical data regarding domestic, inbound antbaund tourism flows at both aggregate and
regional levels.

2.2Domestic and international components of the Italiaurism demand

In Italy domestic tourism represents since everrttagor part of the entire related industry and
produces a remarkable macroeconomic impact in texinglue added and labour force. With
respect to total demand for Italian destinations;indy the period 1990-2007, domestic tourism

weights, on average, 59% and 61% for arrivals aglits respectivelydfr. Table 2).

Figure 1 shows the main dynamics of arrivals andriight stays over the period 1990-2007 for
both the domesticand inboundicomponents.

Figure 1. Domestic-inbound arrivals and overnight g&ys

% The ratio of domestic tourists over populatiotess than one (0.90) meaning that residents wareeslic tourists less
than once per year.

* In terms of numbers of nights spent on holidayjdessts give rise to a higher average duration @hts) than
foreigners (3.8 nights).
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As we can see, the two variablesrivals and overnight staysexhibit an upward sloping trend
over the sample period, with the inbound demanddoeiore volatile because of a larger sensitivity
to the economic conjuncture and to changes innatemal competitiveness. Across the two series,
interesting differences also emerge in terms oithaates.

Table 2. Growth rates and weights

Domestic Inbound
Arrivals  Nights  Arrivals Nights
Change 1990-2007 40% 30% 105% 90%
Change 1998-2007 30% 20% 40% 35%
Weight 1990 0.65 0.66 0.35 0.34
Weight 1998 0.57 0.60 0.43 0.40
Weight 2007 0.55 0.57 0.45 0.43
Weight (average1990-2007) 0.59 0.61 0.41 0.39
Weight (average1998-2007) 0.57 0.58 0.43 0.42

Source: ISTAT

As we can see from Table 2, in eighteen years, aveaalculate an increase of about 40% and
100% for domestic and foreign arrivals and an iaseeof about 30% and 90% for domestic and
foreign stays, respectively. Focusing on the last years, even though relatively minor changes
have occurred, the increasing trends are still iooefd with the inbound component exhibiting
higher growth ratex{r. Table 2).

It follows that, with respect to total flows, ingbiteen years the domestic component has lost some
weight, from 0.65 to 0.55 for arrivals and from®1® 0.57 for overnight stays, while in ten years
the loss is of 2% and 3% for arrivals and nighspeetively’

Despite of that, the economic impact of domestiaigom still remains relevant especially if we
consider its contribution in terms of tourism caomgions, value added and employment.

® These dynamics are the result of two contempomsigzthenomena: on the one hand, for various reasons,
industrialized countries can encounter a genemdilizerease of international tourism flows; on tlleen, Italian tourists
are today more willing to go abroad than in thetpas



Table 3 reports tourism consumptions in the rarffgeelast ten years. As we can see, in 2007 the
domestic demand accounts for 67% of internal towwsumptions and for 7% of total final
consumptions. These numbers highlight the increassight of the domestic component: in 10
years it has grown of about 6%.

Table 3. Tourism consumption

Domestic Inbound Internal Total
DI3Y%  (A)(4)% (3)/(4)%
@) 2 @=@) (@) DE% W@y G
1998 83683 52695 136378 1231385 61.4 6.8 11.1
2007 63959 31506 95465 916171  67.0 7.0 10.4

Sourse: ISTAT
®n current Iires,len current euros

The valued added exhibits a similar dynamics. Ascae see from Table 4, taking into account
direct and indirect effects, in 2007 tourism vahggled amounts to EUR 73.5 bn. The last column
of the same Table highlights that, in the lastyears, the contribution of the domestic demand to
total tourist value added has raised of about 6f#tally, let us turn our attention to employment.

Here again the contribution of the domestic comporé the Italian tourist demand is relevant,

raising in ten years from 60.4% to 64.58tr (Table 4).

Table 4. Tourism value added and employment

Domestic  Inbound Total Domestic Inbound Total
4)/(6)%
(1) ) 3) (4) 5 () DNO%
Value added
1998 42908 26141 69049 68256 44558 112814 60.5
2007 31774 15933 47707 48838 24709 73547 66.4
Employment
1998 924 589 1513 1213 794 2007 60.4
2007 1046 585 1630 1577 867 2444 64.5
Source: ISTAT

®Bn current Iires,len current euros Old serie;dNew serie.

2.3Recent trends in Italian domestic tourism

The previous section has focused on the relatibiwdsn domestic and inbound tourism demand in
Italy. In particular, it compares the contributiohthe two components in terms of value added,
tourism consumptions and employment over the lasades. In order to complete the picture, this
section provides some statistics describing thegicel between domestic and outbound components
of Italian tourism demand. A regional disaggregatieture is also provided.

Firstly, it is worth pointing out that in Italy, ¢hcontinuous increase of residents tourism demand i
a phenomenon that has been widely documented bhgiabfStatistical data. This demand is
characterized by a very large domestic componerasehweight, however, is decreasing with
respect to total demand. Survey dathow that in 2007,83.2% of total travels is given by trips

®In Italy a long tradition of surveys on tourismnaend implemented by the major statistical insti{U&TAT) starts in

1959. Since 1997, the survey “Viaggi e vacanzefstegs each three months residents tourist flowectid to national
and foreign destinations.



within national borders, while the rest 16.8% reprds the percentage of residents that choose to
travel abroad. As we can see from Figure 2, domé&stirism accounted for 84.6% in 1998.

Figure 2. Domestic vs. outbound flows

Tourism demand of Italians
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Source: Istat, survey "Viaggi e vacanze".

Among other things, this dynamics is the resulthef increasing preferences of Italians for foreign
destinations. It could be a signal for the preseofca substitution effect which is reallocating
national resources in favour of other countriesthe long term, this trend can produce serious
consequences since, as highlighted in the prevsmasion, in Italy domestic tourism gives a
meaningful contribution to the development of tkeétive economic sector and to the national
economy as a whole.

To control for this substitution effect, policy @mventions and marketing strategies have a
fundamental role. Accordingly, great attention tabe given to policies and strategies of the main
international competitors and to the recent dynarsltaracterizing domestic tourism flows across
the different areas of the country.

In this respect, it is worth pointing out that ineoyear the propensity to tra¥é$ increased for

residents of southern and northern regions andtbenhumber of travels per capita has slightly
increased in North and Centre, while has remaiagty fconstant in the Soutleft. Table 5).

Table 5. Propensity to travel and travel per capita

Propensity to travel Travels per capita

2006 2007 2006 2007
North 333 34.2 2.2 2.3
Centre 32.3 31.4 2.0 21
South 21.4 21.7 1.3 1.3
Italy 28.9 29.2 1.8 1.9

Source: Istat, survey "Viaggi e vacanze".

" Data on 2008 are also available.
8 Number of travellers each 100 residents.



Furthermore, with respect to all destinations (detaeand foreign), residents prefer the North of
Italy for their travels: as shown in Table 6, 38.¢P@ose northern destinations, 20.4% choose to go
to central regions and 24.2% choose the Souths&hree Table shows that 11.6% choose European
Union Countries, 2.2% other European Countries @@ the rest of the worldr{ance, Spain,
Greece and Germany represent the main destingtions

Table 6 — Total travels(2007)

Destination Travels (%)
Italy 83.3

- North 38.7

- Centre 20.4
- South 24.2
Abroad 16.7

- European Union 11.6
- Other European Countries 2.2
- Extra-European Countries 2.9
World 100.0
North 46.3
Centre 24.5
South 29.2
Italy 100

Source: Istat, survey "Viaggi e vacanze". (Tabgt.1.1.12

With respect to national destinations, again thetiNcegisters the highest number of visits (46%),
followed by the South (29%) and the Centre (25&t) Table 6).

Slightly different is the picture on regional tam flows emerging from data on nights and arrivals
registered in hotef$.In such a case accommodations in private housgsan-official data are
totally disregarded so that market shares may trebaihged with respect to previous survey data.
As a matter of fact, in Table 7 we can see thatlenthe North is confirmed as the favourite macro-
area, the South moves now in the last positioerims of arrivals®

In order to complete the picture, it is also instireg to analyse the dynamics of regional market
shares over the last ten years. Table 7 ranks damagsvals and nights both in 1998 and 2007. As
we can see, regional market shares do not seenficagtly changed during the period considered.
However, some details are worth noting. As forvalg, there are eight regions that maintain the
same position in the ranfmr, Lom, Tos, Ven, Cal, VdA, Bas, Mdbur regions that register a
well-offs (TAA, Sic, Pug, Umband, again, eight regions that go down in thé& @@z, Cam, Lig,
Pie, Mar, Sar, Abr, FV{ When considering the nights we can see thaetaer eight regions that
maintain the same positiokrfir, TAA, Lom, Laz, Pie, FVG, Bas, Mdix regions that register a
well-offs (Ven, Cam, Mar, Pug, Cal, Upland, again, six regions that go down in the rérss,
Lig, Sic, Sar, Abr, VdA

¥ Accomations extrahotel are included.

19 talian tourists seem to like better destinatidrat supply sea tourism (72.5%), but are also wgltim visit mountains
(24.7%), metropolitan areas (19.8%). Among all, ntoyside (7.3%) and lakes (3.0%) result the leadidkrated
destinations (Source: Doxa survey data).
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Table 7. Domestic flows

Arrivals Nights Arrivals Nights
1998 2007 1998 2007 % %

Emr 12.34 Emr 12.34 Emr 14.25 Emr 13.69 Umb 91.87 |Umb 68.25
Lom 10.33 Lom 10.68 Tos 10.11 Ven 11.92 Pug 65.80 |Pug 61.95
Tos 10.28 Tos 10.40 Ven 9.77 Tos 10.19 Cal 58.78 |Bas 61.17
Ven 9.32 Ven 10.18 Taa 9.62 Taa 9.14 Bas 57.30 |Cal 48.69
Laz 854 Taa 7.34 Lom 7.06 Lom 6.51 Pie 44.66 |Ven 45.95
Taa 7.39 Laz 7.26 Lig 6.62 Cam 5.35 Ven 40.69 | Pie 23.75
Cam 6.48  Sic 5.34 Cam 6.13 Mar 5.33 Abr 37.53 |Fvg 22.13
Lig 561 Cam 5.21 Laz 5,52 Laz 5.09 Lom 33.04 |Sic 21.93
Sic 5.32 Lig 4.53 Mar 5.41 Lig 4.77 Tos 30.33 | Sar 21.85
Pie 3.57 Pug 4.27 Sic 3.99 Pug 4.63 Fvg 29.93 | Abr 21.67
Mar 3.50 Pie 4.01 Sar 3.68 Sic 4.07 Sic 29.26 |Tos 20.54
Pug 3.32 Mar 3.42 Pug 3.42 Sar 3.75 Emr 28.81 | Mar 17.88
Sar 3.02 Umb 292 Abr 2.94 Cal 3.37 Taa 27.89 | Mol 17.67
Abr 241  Sar 2.80 Cal 2.71 Abr 3.00 Mar 25.81 |Emr 14.84
Fvg 2.10  Abr 2.57 Pie 2.71 Pie 2.80 Sar 19.16 |Taa 13.61
Cal 2.02 cCal 2.49 Fvg 2.37 Fvg 2.42 Mol 14.27 |laz 10.16
Umb 196 Fvg 2.11 VdA 1.45 Umb 1.92 Laz 9.40 Lom 10.13
VdA 152 VdA 1.06 Umb 1.37 VdA 0.99 Lig 3.89 Cam 431
Bas 0.61 Bas 0.74 Bas 0.58 Bas 0.78 Cam 3.66 Lig -13.80
Mol 0.36 Mol 0.32 Mol 0.28 Mol 0.27 VdA -10.66 | VdA -18.45
North  52.18 North 52.24 North  53.86 North 52.24 North 28.93 North 16.00
Centre 24.28 Centre 24.00 Centre 22.4Tentre 22.53 Centre 27.28 Centre 20.25
South  23.54 South 23.76 South  23.78%outh 25.22 South 29.94 South 27.07
Italy 100 Italy 100 Italy 100 ltaly 100 Italy 2877 Italy 19.58

If we look, now, at the growth rates the same tablews thatUmh Pug Cal and Bas register
better performances, both in terms of arrivals migtits ConverselyLaz, Lig, Cam, VdA, Mand
Lom stand out among the regions that have experieacgdrse-off. The case dafom deserves a
comment. As we can see from the Table, this regimks in the 8 position for arrivals, while
moves at the I7for number of nights. One of the explanation @ #vidence is to be found in the
motivations behind the tourists choice. Probablyors visits, mainly due to business activity,
characterize the tourism market of this region.

In terms of macro-areas, the South shows the higjtesith rate for both arrivals and nighes/én
higher than the national averagdollowed by the North for arrivals and the Centor overnight
stays.

Finally, let us turn our attention to tourism comgions. When this variable is considerédg,
Sar, Si and Cal stand in the highest position of the list if wenswmler the ratio between
consumption and arrivals, whil¥dA Taa EmR and Lig rank the highest positions when
consumption per capita is taken into account (Céible 8).Sic andPug together withLaz, report
the highest values also in terms of consumptiordperlt turns out that the South results the most
expensive macro-area of the country.

Summing up, as already highlighted by previousdiieré™, our data confirm, on the one hand, a
guite stable behaviour of inter-regional tourisiomis over the last ten years and, on the other, the

" Cortés-Jiménes (2008)
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increased interest of Italian tourists for the wralsand less touristy areas of the countfy. Bas
Cal, Pug.

Table 8. Ranking of the Italian regions(2007)

Tourism consumption on arrivals Tourism consumpton per-die Tourist consumption per-capita
Pug 1725 Sic 524.12 VdA 4991
Sar 1655 Pug 397.39 Taa 4325
Sic 1597 Laz 387.02 EmR 1991
Cal 1520 Lom 362.23 Lig 1915
Abr 1390 Pie 338.28 Tos 1724
FVG 1348 Mol 321.08 Mar 1505
Cam 1289 Cam 314.03 Sar 1484
EmRom 1287 Sar 308.72 Abr 1448
Lig 1277 Lig 302.78 Ven 1353
Mar 1277 Abr 298.50 FVG 1248
Ven 1198 VdA 297.61 Cal 1006
Tos 1137 FVG 294.27 Pug 964
VdA 1112 Tos 290.10 Sic 905
Taa 1107 EmR 289.99 Umb 778
Laz 1085 Cal 280.25 Laz 759
Mol 1075 Ven 255.71 Cam 617
Pie 947 Taa 222.11 Mol 579
Lom 883 Mar 204.60 Lom 524
Bas 660 Umb 166.91 Pie 462
Umb 439 Bas 156.17 Bas 441
North 1134 North 283.38 North 1170
Centre 1056 Centre 281.24 Centre 1164
South 1493 South 351.28 South 909
Italy 1200 Italy 300.03 Italy 1077

3. Determinants of domestic tourist flows

There are relatively few researches that analyseedtc tourism demand. These studies, the most
of the time, concentrate on international flows imrtourism in general so that the domestic

component results overlooked. As a consequenegatiire on domestic tourism determinants is

quite scant and moves along the lines suggest@utdiyational tourist flows studies.

In general terms, it has emerged that factors ¢mming the choice of a destination across
international borders might also influence the idesion choice of a tourist within its own country.
In this respect, empirical evidence is quite vasiolm particular, previous works have shown that
demand elasticities are strongly affected by thenality of the tourist and the chosen destination
(Naudé-Saayman, 2005: 369). Furthermore, it has shlown that typical developed country
determinants are less significant when developmtry aspects of tourism demand are taken into
account (Naudé-Saayman, 2005: 388).

In what follows we try to summarize the role of tmest often used explanatory variables in the

analysis of tourism demand. The premise for thislyais is the emergence of new trends in the

discretionary consumption of leisure time. In pautar, several studies have shown that tourists in
choosing their destinations are often no longesredted to a set of distinct elements composing a
holiday experience, but to the entire portfolicattractions and services offered by a site or regio
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It turns out that tourism flows cannot exclusivelging explained in terms of economic demand-
driven variables such as income and cost of li{iflgang-Jensen, 2007: 22%4)since several non-
economic or qualitative determinants may also affee behaviour of travellers (Garin-Munoz
2009, p. 761).

These are the reasons why tourism flows have bemrasingly explained in terms of qualitative
supply-side factors that are crucial in determinthg comparative advantage of the “exporting
countries”. There is a large number of qualitatragiables relating the destination country that can
influence tourism flows. Among them tourist serg@celestination attractiveness and destination
accessibility seem to play the major role. Accogdio the broader perspective suggested by
Cracolici and Nijkamp (20083, tourist supply factors as a whole can be dividatb
complementaryelements andpertinent factors. For complementary elements are intended
information, services, cultural events, quality atadiety of products in the shops, hotels and other
accommodation, level of prices and living costs aématist safety. On the other hand, pertinent
factors include reception and courtesy of localdexss, artistic and cultural cities, landscape,
environment and nature.

Besides supply-side factors, qualitative varialted are likely to influence tourism demand may
also concern the origin market. They include tdsriattributes gender, age, education level, and
employment/professipn household size cOmposition of household, and child/children Jage

population and trip motive or frequency (Lim 19845).

Summing up, according to the literature, therebath economic and non-economic factors that can
affect inbound and domestic tourist demand. Thestofs can alternatively concern the origin
market {ncome, prices, tourist age and educatioy) the destination regionpKices, income,
services, attractiveness, risk, marketing promatigror the relation between origin and destination
(distance, accessibility, bilateral trade flows, coon borders.). Depending on the perspective,
destination factors may be further divided into pbementary and pertinent elements.

Let us now concentrate our attention on the rateobahind the factors generally proposed by the
literature as the appropriate modelling framewarlestimate tourism trade between two or several
pairs of destinations.

Income in the origin country is certainly at the tof the list. This variable proxies the tourist
spending power and therefore it is expected totipedy influence the tourist demand both

currently and with delay (income variations canretaikne to influence tourist demand). In general
terms, it seems that tourism is a luxury good, wittome elasticity roughly between one and two
(Eilat-Einav, 2004: 1217).

The size of the population in the origin is anotkheterminant of the tourism demand since it
influences the extent of demand for tourism sesti¢&recisely, the greater the population of the
origin, the greater the amount of tourism generateeteris paribus (Garin-Munoz, 2009).

Sometimes studies on tourism determinants alsoid@mpopulation at destination. This variable

can work both as a pulling factor for destinatigrigere tourists attract tourists, or, converselya as

dampening factor.

137 strand of empirical literature has moved towarte analysis and measurement of tourist destination
competitiveness based on an analysis of touristggmments of a tourist destination profile (cfr.eintal. Cracolici-
Nijkamp, 2008 and Crouch-Ritchie, 1999
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At origin, tourist choice can also be positivelyflilenced by its own education level. Higher
education is expected to give people greater isteire travelling abroad and learning about
different cultures (Lim, 1997: 844).

As previously mentioned, the amount of tourism dedn&s also likely to depend positively on
tourism infrastructures hptels, restauranjsand attractivenesscl{mate, culture, history, and
natural environment Complementarily, promotionr{arketing expenditujecultural initiatives and
public investment on cultural supply turn out to rfeéevant as well. Moreover, internet plays an
increasingly propulsive role on tourism through keding information, on line booking and
electronic commerce (Naudé-Saayman, 2005). Conyerssk over tourists safety is expected to
exert a negative influence. In this perspectivditipal risk is another variable that has been show
to be important for destination choice for both eleped and less developed countries (Eilat-Einav,
2004. 1316).

In terms of variables linking origin and destinatigegions, relative price is often used to explain
tourists behaviour. When expressed in relative $erprices capture the cost of living in the
destination with respect to the origin and are etgubto negatively influence a destination choice.
To capture differences in purchasing power betwegrencies, the exchange rate also appears as a
determinant of international tourist flows. On tiesue, empirical evidence is not conclusive. As
reported in Eilat-Einav (2004), estimated pricessgtities vary dramatically both within and across
papers. Nevertheless, it seems that tourism tolales® countries has a price elasticity of about
one, while tourism to less developed countriesngesponsive to price fluctuations (Eilat-Eivav,
2004: 1316).

Another important determinant linking origin andstieation is given by transportation costs. They
are intended as the costs for travelling betweerotigin and destination country and are supposed
to discourage tourist demand when are high or asing (negative elasticity). Closely related to
transportation costs is the distance between oaguoh destination, which matters for at least two
reasons. On the one hand it can be interpretegesxg for travel costs. On the other hand distance
can matter simply because tourists may be discedrdgom going too far from their own
residences. At international level, for instanteseems that tourists prefer to avoid long distance
indeed (Biganet al, 2006).

According to the premises, all these variables icaprinciple influence both international and
domestic tourism flows, even though one can expettthe two components of the total demand
exhibit different degrees of responsiveness.

In Garin-Munoz (2009) it seems that domestic tdasrisre less sensitive to income and prices
changes than international ones. This evidenceppa@ted by the works of Taylor-Arigoni Ortiz
(2009) and Bigan@t al. (2006). In particular Biganet al. (2006) find that income elasticity of
domestic holidays is positive for countries withwloncomes, but falls as income grows and
eventually goes negative. As for prices, domesticism demand is also likely to depend on prices
of alternative destinations stronger than inteoveti flows do.

Besides income and prices, others variables camadtglifferently on domestic tourism demand.
Precisely, recent empirical studies have pointetl tbe relevance of the residents overseas
departures. In such a case it might be interestinigvestigate whether domestic and international
tourism are complementary or substitute. In otherds it is worth seeing if there is a kind of
substitution effects, a trade-off between holidayshe home country and abroad (Bigagtoal
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2006). In fact, with a negative elasticity we cay ghat international tourism grows at the expense
of domestic tourism and viceversa.

In the case of developing countries other fact@teminining domestic tourism are transportation
networks, telecommunications, commerce, urban deweént and public health (Wen, 1997: 566).

3.1The case of Italy

For the case of Italy, studies on tourism have lbpesl along several lines of research. Among
them, tourism demand and its determinants reprebentost investigated issues. Other topics
relate to the economic impact of tourf$mand its role for growth, the destinations
competitivenes$, the relation between tourism activity and businegclé’ and the life cycle
hypothesi&.

Studies on the determinants of the Italian tourdemand mainly concentrate on international
flows' or in tourism in general, so that the number aftdbutions focusing on domestic tourism is
quite small and mainly refers to specific regionsu@as of the country.

Examples of studies where domestic and interndtitmas are analysed as distinct components of
total demand are Mazzocchi-Montini (2001), BrauO2)) De Blasiet al (2008) and Provenzano
(2009). Mazzocchi and Montini study the earthquaffects of tourism in central Italy, Brau applies
a choice modelling approach for the tourism deman&ardinia, De Blasi et al. implement a
gravity model to study the international demandaoin-hotels in Italy and Provenzano develops a
dynamic analysis of tourism demand for Sicily. Mgmecisely, he formalizes three models to
define the international, domestic and local taargeemand.

De Blasiet al (2008) estimate elasticities with respect to megppopulation and the percentage of
urban population at origin, the number of beds edtidation and, finally, the distance between
origin and destination. They find the percentageudifan population at origin highly significant

(3.27) and an elasticity around 1 for both incomd population at origin. Less significant is the
distance with an estimated coefficient of 0.56.

The results found by Provenzano (2009) are mixediamgeneral reveal that the responsiveness to
economic and non-economic variables by agents déimgourism in Sicily varies according to
the origin of the tourist: international, domestitd local.

To the best of our knowledge, the only studies $ouy exclusively on domestic tourism
determinants are Gardini (1979) and Di Toretal (2008). The former considers the interregional
tourism flows and determines the Leontieff-Strotavitational coefficients. The latter, estimates
the domestic same-day visits in Italy through défe sources.

Summing up, the existing empirical literature aali#n domestic tourism is quite scant and, what is
more, lacks of a global overview helping to undammdt its determinants and their relative
elasticities.

14 Cfr. inter al. Bacci-Ghezzi-Giacomelli (2002a, 2002b), Costa84)9

15 Cfr. inter al. Cortés-Jimenez (2006).

16 Cfr. Cracolici-Nijkamp (2008).

7 Cfr. Guizzardi-Mazzocchi (2009).

18 Cfr. Formica-Uysal (1996).

19 Cfr. inter al. Giacomelli (2003); De Blagit al (2008); Carraret al (1994); Carraro-Manente (1998).
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4. The empirical model and research strategy

Our aim is to investigate the main determinantshefdomestic tourism in Italy, giving particular
emphasis to the role of supply side attributesrasng force of Italian tourists’ choice.

In particular, firstty we want to test whether, les variables typically used to explain

international tourism flows, destination attributdso matters for the case of the Italian domestic
tourism. Furthermore, we want to investigate ifioegl differences in terms of economic factors,
culture and different life styles may affect thendeor of Italian tourists. The idea is that such
differences may generate two geographies of theedtmtourism demand, one expressed by
residents in Centre- North regions and the otheobgists resident in southern regions.

For our purpose we consider bilateral tourism fl@agsoss the twenty Italian regions. Accordingly,
the observation unit in our frameworzkr(i,j) consists in the number of arrivals at destinaiifsom

the specific originj, with the different regions competing with eachestin order to attract more
tourists. The explanatory variables are the maierdgnants of international tourism flows plus
other determinants that, according to our view,leddee particularly significant for the case of
Italian domestic tourism. This kind of analysisngs us to a large panel data set where explanatory
variables are spatially differentiated. In detail® consider variables that are closely relatedh wit
the place of origin, variables that are closelpted to the destination and, finally, variablegilng

each pair of regions.

At origin we analyze the impact of population dénsper capita GDP, education and outbound
tourism. As explained in the previous section, vatipulation (jens;j)) and per capita GDFQ@F]) it

is possible to test the extent to which size andlthvecan positively affect the amount of tourism
generated by a particular region. With educatiedq() the hypothesis tested is that general

education level, increasing the interest for calt@nd historical attractiveness, can again pasitiv
influence tourism demand at origin. Finally, outbduourism (riij) serves us to test whether the

two goods, that is, the domestic tourism and thibaund tourism, are somehow competing with
each other. A negative elasticity would reveal thattwo goods are substitutable, whilst a positive
sign would indicate that they are complementary.

At destination we study the impact of populatiomslty, culture, the degree the regional touristic
vocation, of transport infrastructure and publitesa With population densit{densp), measured

at destination, we can control for the role of ozgil size. This variable is expected to positively

influence the tourism demand. However a negatiygairhis also reasonable for tourists demanding
relaxing holidays.

To investigate the role of culture as possibleaating factor for tourism demand we consider on
the one hand the number of museumsigeums, on the other hand the public effort in suppatin

and promoting various initiatives. As supportingivates we consider the volume of public
expenditure for culture activities and eventaliexg), while to capture the role of promotion we

consider the percentage of free tickets over tha teckets sold for visiting public museums and
historical buildings ¢ultprom).
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To take account of regional differences in the degrsf tourism vocation, we use an index which
measures the relative endowment of touristic pl.ﬂnlme$)2° for each region of the country. High

values of this index indicates that in the regioeré is an high number of sites relatively to thtalt
national endowment. We expect the index to be peyjtrelated with the number of arrivals.

To control for the role of transport infrastructuwe consider the number of highways kilometers
(roads), which expresses the facility for internal mdiiliparticularly important for those tourists

whishing to visit different places in the same oegi

To conclude with the determinants of tourism demaweadsured at destination, we consider a social
variable aimed at capturing the role of public safét this scope, we use a variable measured as
the percentage of minor crimes over the total csifgemg). Given this definition, higher values

indicate higher safety levels.

Moving to variables defined to control for the teda between origin and destination, we refer to
distance distj)) and relative pricesp(icei,j). Differently from the other determinants whictiereto

the single region of origin and/or destination,ytlaee measured for each pair of regions. As it is
costumary in this literature, the relative priceler is measured as the ratio betweenGRé at
destination and th€PI at origin. We assume that the tourists considerpirchaising power of
their income at destination with respect to the anerigin. As for distance, we have already
discussed its role as a proxy for time and trartgfion costs.

To conclude and to give dynamics to our analysis, a@nsider the lagged dependent variable
(arri,j’t_l). With this variable we aim to capture the tendeoictourists of one region to return to the

same place to spend their holidays.

Given the structure of our dataset, we considerGhavity model, duly augmented, the natural
context where conducting the empirical investigatibhe gravity model has many applications in
different fields of empirical research, in part@ulin migration and international trade (Lowry,
1966; Poyhonen, 1963). The basic essence of thetgmodel is that the flows of the considered
good between two different regions or countries etielp positively on the size of them and
negatively on the distance.

The extended version of the gravity model we prepaosour study is represented by the following
equation:

denspt xdenspgz 0 n
. y[é/t . yﬁ/yt X |_| XSO:SJ t X |_| ng’t
dist 2 x pricg’

s=1 s=1

(1) arr;, =k”x

where,X; andX; are the sets of variables which refer to the orignd to the destination place
respectively. Taking the logs of both sides of ¢igua(1) we obtain the following linear equation:

20 5ee Section 5 for details about the index.



17

(2) arr ;. = yok + yldensp,t + yzdensﬁ),t - ysdist',j — V., pfiCQ,j,t + Zasxs,j,t + Zlgsxs,i,t
s=1 s=1

with low letter case denoting the log transformatiand, therefore, coefficients representing
elasticities. Given all variables we decided tolude in our analysis, equation (2) turns into the
following econometric model:

(3) ar; =a;+Bar , +Bdensp, +B,densp, +Bdist | + B, price | + S,9dp;, + B, places
+ fB,cultexp , + Scultprom, + S,museunt+ S, trips;  + S, road,
+,812€de t + ﬁ13crimqt + ﬁ142005 + /8152006 + ﬁ162007t t & R

where, time dummies have been added in order tdraiofor possible idiosyncratic temporal
effects. According to our scopes, model in equaf®nis firstly tested for the full sample of the
twenty Italian regions. Then the data set is disaggted into two regional-wise sub-panels and the
model is re-estimated twice. Our strategy has ltedsuild these subsamples only with respect to
the region of origin. Thus, one subsample inclutiesarrivals from the Centre-North tourists to the
twenty Italian regions and, conversely, the othdrsample comprises the arrivals registered in all
regions but originated only from southern regicesdents.

4.1 Estimation technique

The panel structure of our data allows to estimae model using the standard panel data
techniques, that is the fixed effects mod€El) or the random effects mod&REM). The latter is
more efficient but its estimates are inconsistérthé unobserved effects are correlated with the
regressors (J. Wooldridge, 2002). In order tofyehe consistency of thREMit is recommended

to apply the Hausman specification test which télses null hypothesis that the differences in
coefficients estimate between tREM and theREM are not systematic. If the Hausman test rejects
the null, theREM estimates are not consistent and we should appliyEM.

However, the within estimator of thEM has a drawback which becomes particularly impaéitan
studies like ours. As a consequence of the demganamsformation, it sweeps away from the
estimation all the time invariant variables (Hsi2003). In our analysis many covariates present
such characteristic since they vary between regioumsnot within the same regiéhSome of them

do not vary at all, like distance, others are timariant only relatively to the time span conseter
for the analysis, like highway kilometéfslt turns out that, for our analysis, it might &éig loss
not to be able to explicitly estimate the impactiofe invariant variables.

A solution to this problem is offered by the Fixgtlect Vector Decomposition estimatdfEVD)
developed by Plumper and Troeger (T. Plimper andEV.Troeger, 2007). Interestingly, in
developing their model, these authors point outttesroweakness of the fixed effect estimator
which is less known but extremely important, theathe inefficiency of the estimates for variables
that have a very small within variance. For insenthe GDP and the populationvériables

L Next section reports the main descriptive stasstif our series.

22|t varies between regions but for the same reig@within variation can be nil for years.
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common to many empirical studigypically exhibit much more between than withiariation.
Thus, as it was also pointed out by Cornwell angd®u(1988) the within estimator suffers from
two drawbacks: the elimination of all the time ineat variables and the loss of efficiency, both
due to the within transformation which ignores thetween variation. ThEEVD estimator, by
contrast, has the double advantage of allowinge#tgnation of the time invariant variables and to
improve the efficiency of the estimates for theehatime varying variables.

The estimator is a three stage procedure: the dtegje serves to obtain the unit effects from the
standard fixed effect model estimation, the secstadje regresses the unit effects on the time
invariant and the rarely time invariant variabligbg last stage is a pool€@l Sestimation of the full
model, including the error term of the second stage

5. Data source and description

As explained in the previous section, the dependariable of our model is given by the number of
arrivals in region (destination from regionj (origin). Data on arrivals disaggregated at regional
level are taken from the census investigationditlelovimento dei clienti negli esercizi ricettivi,”
conducted by the Italian National Institute of #tads (STAT). The owners of establishments
providing accommodation on the basis of an entregusgal activity are asked to collect
information about their clients. By filling a forthey register the number of arrivals and deparfures
distinguished by country of origin and Italian regiof residency. The advantage of these data is
that they allow us to setup a panel dataset witirlyearrivals measured by region of origin and
region of destination. The period covered by aualgsis is 2004-2007, considering that there are
20 regions of origin and 19 regions of destinatjans have a panel with T =4 and N = 380.

With only one exceptionSTATalso provides data on the explanatory variablebawe considered
in our analysis. Details on definition and datarses are clearly shown in Table 9. Only for the
index placessome more information is deserved. From the ISTéestigation titled "Capacita
degli esercizi ricettivi" we have taken data on mtiuenber of touristic places of which every region
is naturally endowed. Data refer to seven groupgsuristic places: mountains resorts, hilly resorts
maritime resorts, city of arts, lakes, thermal ressand religious spots. The index is given, farhea
region of destination, by the ratio between thaamg specific endowment and the total national
endowment.

Table 9. Variables description and data sources

Variable Definition Source
arr Number of people arrived each year in each region STAIT
densp Population density ISTAT
dist Aerial distance Google hearth
gdp Real per capita GDP ISTAT
price Ratio between the IPC in the destination and igiori ISTAT

Ratio between the regional endowment of touridéces and the total

national endowment. ISTAT

places
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museum Number of national museums and monuments ISTAT
roads Highway kilometers. ISTAT
cultexp Regional expenditure in cultural activities ISTAT
promcult Ratio between paying and not paying visitors ofamatl museums ISTAT
trips Number of people resident in the region of origimovtravelled abroad ISTAT
edu Percentage of people in age 25-64 with at leagtlarda ISTAT

) Percentage of minor crime over total crime ISTAT
crime

Table 10 shows the main descriptive statisticshef ¥ariables in log format. Given the double
dimension of our panel data, we can calculate tatrstics along two directions corresponding to
the within and the between dynamics of each vaial8pecifically, we are interested in
decomposing the total variance of each determinants the within variance the difference
between the individual observation and its meam) thebetweenvariance the difference between
the individual mean and the total mean computedalfbrindividuals and all periods As we
discussed in the previous section, this informat®mparticularly useful when dealing with cross
sectional time series data, since the ratio betwieeriwo components of the total variance gives
suggestions on the type of econometric model toobsidered for the estimations.

Looking at the last column of Table 10 it is intneg to note that some of the time varying
variables are indeed rarely time varying, in tha¢ tbetween variation dominates the within
variation. The dependent variablar) and the per capit&DP exhibit a between standard
deviation which is 18 times the within one. Theestlvariables with a huge ratio are thensp
(57.2), roads (68.61), trips (11.82) andcrime (6.53). These large b/w ratios warn us that by
applying an estimator that uses the sole withinavae, like theFEM within estimator does, we
would lose a big percentage of the total informatjmrovided by these variables. Moreover,
considering that also the dependent variable Haglab/w ratio, the within estimator may lead to
coefficients estimates which can be seriously iasberefore, from the descriptive statistics arise
that, among the standard panel data modelsREM, which exploits both the within and between
variance, should be the preferable one, unlessetectistrong correlation between the individual
terms and the observed covariates that would idatdi theREM results. In such a case, thREVD
could turn out as our first candidate.

Table 10. Descriptive statistics

Variable Mean Std. Dev. Min Max Obs b/w
arr overall 10.61 1.5 451 14.2 N= 1520

between 15 4.89 14.14 n= 380

Within 0.08 10.23 11.12 = 4 18.41
densp overall -1.91 0.64 -3.29 -0.85 = 1900

between 0.64 -3.27 -0.85 n= 380

Within 0.01 -1.94 -1.87 T= 5 57.23
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dist overall 5.94 0.61 4.36 6.98 N= 1900

between 0.61 4.36 6.98 n= 380

Within 0 5.94 5.94 T= 5 -
gdp overall 3 0.25 2.61 3.34 N= 1900

between 0.25 2.62 3.33 n= 380

Within 0.01 2.96 3.04 T= 5 18.41
price overall 0 0.02 -0.05 0.05 N= 1520

between 0.02 -0.05 0.05 n= 380

Within 0 -0.02 0.02 T= 4 3.86
places overall -1.89 1.7 -5.79 0.07 N= 1900

between 1.7 -5.79 0.07 n= 380

Within 0 -1.89 -1.89 T= 5 -
museum overall 2.87 0.69 1.95 4.47 N= 1615

between 0.69 1.95 4.47 n= 323

Within 0 2.87 2.87 T= 5 -
roads overall 5.52 0.92 3.37 6.71 N= 1900

between 0.92 3.37 6.7 n= 380

Within 0.01 5.46 5.62 T= 5 68.61
cultexp overall -0.6 0.92 -2.3 0.79 N= 1900

between 0.92 -2.3 0.79 n= 380

Within 0 -0.6 -0.6 T= 5 -
promcult overall 4.67 0.53 3.28 5.73 N= 1710

between 0.51 3.89 5.66 n= 342

Within 0.14 4.06 5.34 T= 5 3.75
trips overall 6.82 1.42 3.93 10.04 N= 1520

between 1.41 411 9.9 n= 380

Within 0.12 6.43 7.13 T= 4 11.82
edu overall 3.92 0.12 3.65 4.15 N= 1900

between 0.11 3.71 4.11 n= 380

Within 0.03 3.85 3.99 T= 5 3.35
crime overall 3 0.42 1.81 3.7 N= 1900

between 0.42 1.85 3.63 n= 380

Within 0.06 2.83 3.17 T= 5 6.53

6. Estimation and results

This section reports the main findings of our emegirinvestigation.

As previously anticipated, the first step of thelgsis consists in checking for the consistency of
the REM estimates by means of the Hausman specificatginltlausman, 1978). Not surprisingly,
according to the test, we reject it in favor of tREM (x> =872 ). It follows that, given the
presence, in our sample, of relevant time invareglanatory variables, together with variables
that exhibits very high ratios of the between-withiariance, we are induced to apply EteVD, as
strongly recommended by Plimper and Troeger.
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6.1 Results at full-sample level

The results for the full sample estimation are shawTable 11. Starting from the gravity variables
we find a positive elasticity of 0.0196 for the ptgdion density in the region of origin, which
means that the higher is the population densityhilgaer are the arrivals from that region. The
positive impact is in line with what has been foundother studies but the magnitude of the
coefficient is lower than what appeared in previeaspirical literature on international tourism
flows (cfr., inter al. Khadaroo-Seetanah, 2008). By contrast, demarsti@tg with respect to
population at destination exhibits a negative $Qr0076). It is not easy to compare this resuthwi
the previous literature since population is raretgasured in the region of destination. One
exception is the work of Zhang and Jensen (2007@s& authors estimate this elasticity for a large
panel of developed and developing countries, figdam elasticity of 1.276 for the full sample.
Conversely, at sub-sample level they obtain negatwefficients. In particular, they estimate
elasticities of -0.441 and -0.733 for developingafsscountries and European transition countries,
respectively.

The third gravity variable of our model, the distanshows the expected negative sign. It is then
confirmed its role as proxy for travel monetary armth monetary costs (e.g., time travel). However,
the size of the coefficient (-0.0082) appears msictaller than the one suggested by the existing
empirical literature. Khadaroo and Seetanah (2@@8)an elasticity of -0.22, on average. It seems,
thus, that when domestic tourism is taken into antdourists are less sensitive to distance than
international ones.

As expected, per capitaDP in the origin affects positively the number ofiaats. However, the
estimated elasticity is only 0.1175 resulting lovilean the existing evidence for both domestic
tourism (e.g., 0.86 in Garin-Mugnoz, 2009) and nméional tourism (e.g., 1.21 and 1.52 in Garin-
Mugnoz, 2009; 0.26 and 0.81 in Khadaroo-Seetana08;2.69 in Zhang-Jensen, 2007; 1.23 in De
Blasi et al., 2008). However, its size is very elds Provenzano’s findings for the case of domestic
tourism determinants in Sicily (Provenzano, 2008)general terms, domestic tourism for Italy
does not seem to behave as a luxury good, as frdgueund for international tourism (Eilat-
Einav, 2004). A negative elasticity of arrivals witespect to income is found in Taylor-Arrigoni
Ortiz (2009) with variables expressed in variatiang not in levels.

The other important economic variable considereouinstudy is the relative price. In this case, we
estimate an elasticity of -0.2204 which is in limg¢h the range of values suggested by the liteeatur

(cfr., inter al., Khadaroo-Seetanah, 2008). Thisultesuggests that tourists are responsive to
differences in prices across destination and aeodraged to go to regions where the cost of living
is higher than the one in their own region.

The lagged dependent variable is highly significdtg size (1.0026) reveals the presence of
important habit persistence among Italian tounstéch tend to return to the same region where
they spent the previous year’s holidays. In addjtlmy using bilateral flows the result strength the
reputation’s role for each region with respect lte tegion of origin. With respect to previous
literature, our estimate compares to Provenzanodgs (Provenzano, 2009), but appears higher
than what found by Garin-Mugnoz for the case of dsiic tourism in Galicia (0.24) (Garin-
Mugnoz, 2009) and by Khadaroo and Seetanah (@ct3he case of international tourism flows
(Khadaroo-Seetanah, 2008).

A positive coefficient is also estimated for the&leém capturing regional endowments of touristic
attractivenessplaces Although its size is small (0.0043), this coa#itt confirms that pertinent
factors act as pulling forces for tourism demand.
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As far as the role of culture is concerned, we @ingbsitive, but low, impact for public expenditure
in cultural activities,cultexp (0.0057). The sign of this coefficient revealsttharise of public
involvement in cultural initiatives determines amcrease in tourism arrivals. The number of
museums, monuments and archeological sites exlalptsitive elasticity, as well (0.0006). Again
the coefficient is very low. Finally, the role ofgmotion,cultprom is not significant.

A satisfactory inland connection, controlled by treiableroads is also a factor which tourists
appear to take into consideration. However thetivelaelasticity, 0.0058, is very small when
compared to other empirical results. Khadaroo amdtéhah (2008), investigating the role of
transport infrastructure in international tourisfimd an elasticity of 0.13 for a sample of 28
countries. Even higher elasticities are estimateBrovenzano (2009) (2.%5d 4,17 for domestic
and international tourism flows respectively

Other outcomes of our analysis concern the rol@rgign destinations and tleeime index. As far

as the former is concerned, it appears that domésstinations, besides competing with each other,
also compete with destinations outside the natiboeders. In fact, the coefficient of the number of
trips (-0.0158) to foreign countries appears with a tiegasign. Conversely, the variabteime
exhibits a coefficient with positive sign, meanitigat tourists are attracted by places where the
security level is higher (0.0089).

Finally, the education level does not seem to atfee number of domestic arrivals. This resultis i
contrast with what has been found for internatigaatism. Year dummies are not significant too.

Summing up, results at aggregate level suggestthi®atprincipal determinant of the domestic
tourism demand in Italy is the lagged dependeniakie which control for the role of reputation
and habit formation. Other relevant determinants eelative prices and per capita income
measured in the region of origin. Also populaticensity at origin and travel abroad influence
Italian domestic tourism, but with low elasticitiegery low, even if statistically significant, ibe
explanatory power of public cultural expendituregpplation density at destination, distance,
foreign destinations, roads and crime. Furthermaue results suggest that domestic tourists do not
respond to variations of the index controlling émitural promotion by the public authority and to
education level of tourists. In comparison to intgional tourism flows, it emerges that domestic
tourism demand is less responsive to per cdpléde, population density at origin, distance and
transport infrastructure.

Table 11. Results at full sample level

Variable Coefficients SE

arrij1 1.0026*** 0.0003
densp, 0.0196*** 0.0016
densp, - 0.0076*** 0.0006
dist;; - 0.0082*** 0.0002
price j; - 0.2204*** 0.0283
gdp; 0.1175*** 0.0013
places 0.0043*=** 0.0003
cultexp, 0.0057*** 0.0001

cultprom; 0.0039 0.0062
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museum 0.0006*** 0.0001
tripsi - 0.0158*** 0.0009
roads; 0.0058*** 0.0003
Edyy - 0.185 0.3667
crime 0.0089*** 0.0018
2005 - 0.0103 0.0083
2006, - 0.0134 0.0145
2007, - 0.0271 0.0218
Const 0.4970%*** 0.0128

Panel Fixed Effects Regression with Vector DecoitipngFEVD). The
variables arr, odensp, ddensp, dist, gdp, pricaces, museum, roads, cultexp,
trips and crime are treated as time invariantrarely changing variables.
Standard errors are robust to heteroschedasti8tars denote p-values as
follows: * p<0.05; ** p<0.01; *** p<0.001

6.2 Results at macro-area level

Let us now turn our attention to the sub-sampleslyais. As previously anticipated, we re-
estimated the model in equation 3 for the two ma@as previously defined. Results, shown in
Table 12, highlights two main outcomes.

On the one hand, in general terms, with the onbeptions of relative pricespadsandmuseum
the sub-sample analysis supports the qualitatisgltseeobtained at full sample level. The sign @ th
coefficients is confirmed and among the main deteamts again we find the lagged dependent
variable and other covariates such as per captanie, population density, distance and travel
abroad.

On the other hand, it seems that our estimatedi@tees highlight interesting differences in the
behavior of tourists coming from the two differemeas of the country. In particular, all elastesti
when statistically significant, are systematicdligher for southern tourism demand, which refers
to the less developed area of the country. Thelferelices appear particularly interesting when
economic variables are taken into account. Spadljicit appears that northern tourists do not
respond to relative price changes and that traydliom southern regions is comparatively more
income sensitive. These evidence supports whatligigad for the case of international tourism
flows where it appears that the richer the counting lower the sensitivity to both economic
variables. In particular, fogdp, empirical evidence highlights that if income gsowlasticity
demand falls and eventually goes negative (Biganalg 2006). Given the substitutability between
domestic and international tourism, already founmdtiie full sample, a possible explanation is that
when income is low its growth determines an inedasdomestic tourism rather than international
one since people first prefer cheap holidays. Tiseme elasticity for the domestic tourism demand
starts to fall when people are rich enough to dffwlidays abroad.

Other interesting differences can also be rematiethe rest of the variables.

Trips to foreign destinations, for instance, isteo variable that reports the expected negatiye si
for both macroareas, even though the sensitivewuthgrn tourist demand is higher. To our opinion,
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this result can be explained in terms of per capit®me divergences across ltalian regions. A
higher elasticity expressed by southern touristgliss that for low level incomes the degree of
competition between domestic and internationalisoubecomes higher.

As far as the coefficient for population densitytie region of origin is concerned, its size may
depend on the different weight that the domesticism exhibits in the two areas of the couritty.
In other words, the propensity to travel within treuntry boards is higher for the southern regions
than for northern ones, making national destinatiotore sensitive to population variations in the
South. Conversely, at destination, population dgnspresents the only variable with a (only
slighter) higher elasticity for northern tourists.could probably mean that people traveling from
the richest area of the country, with a higher pagon densitf®, tend to prefer less crowded
destinations.

The distance is observed to have the expected Bigragain the elasticity is higher for southern
tourists. This results probably depend on the gesgibnal disparities in transport infrastructunel a
services. Tourists from southern regions are moreerned with this variable probably because
they are costumed to experiment frequent inlanchection problems. This interpretation can be
supported by the sign of the coefficient reportgdthe variableroads which is positive and
negative for south and north respectively. Anothessible explanation could be that southern
tourists, differently from northern ones, mainhewsrs for their trips.

Also for the role of culture, the impact of pubkxpenditure in cultural activities is estimated
positive for both macroareas and higher for sowthjlst cultural promotion is confirmed
insignificant. Surprisingly, at macroarea levek trariablenuseumnexhibits an unexpected negative
sing.

Some slight macroarea differences also appearh®mrale of regional endowments of touristic
attractiveness, while education is confirmed diafly non significant for both macro-areas.

Finally, the variablecrime exhibits a statistically significant coefficienbly for northern tourists
and exhibits the expected sign.

In conclusion, results at sub-sample level confiomboth macroares the strong role of the lagged
dependent variable, which suggests the presencepehted tourism around the country, and the
presence of interesting different behaviors act@dgn tourists. In particular, among other things
our disaggregated analysis suggests that, whilesdathern tourists economic variables exhibit a
significant explanatory power, the same is not timenorthern ones. Moreover, the rest of the
determinants we have considered in our study deseem to exert a relevant role, especially after
doing a comparison with the international tourisi@rature.

Table 12. Results at sub-sample level

South Centre-North
Variable Coefficients SE Coefficients SE
arrij1 1.0081*** 0.0003 1.0060%*** 0.0003
denspy 0.0623*** 0.007 0.0033*** 0.0006
densp, - 0.0123*** 0.0016 - 0.0143** 0.0001

2 For 2007, the domestic tourism account for the 88%he total tourism for the South, the 84% fax ®entre and for
the 80% for the North (ISTAT).
2STAT
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dist; - 0.0157*** 0.0003 - 0.0055*+* 0.0004
price j; - 0.6498*** 0.0792 - 0.0087 0.0231
gdp; 0.4575*** 0.012 0.0337*** 0.0013
places 0.0058*** 0.0005 0.0041*** 0.0002
cultexp, 0.0089*** 0.0002 0.0039*** 0.0001
cultprom; - 0.006 0.0116 0.008 0.0072
museum - 0.0034*** 0.0003 - 0.0011%** 0.0000
tripsi - 0.0622*** 0.0034 - 0.0055*** 0.0007
roads; 0.0122*** 0.0006 - 0.0008*** 0.0001
Edy - 04191 0.6329 -0.0889 0.5313
crime; 0.0011 0.0044 0.0175*** 0.0008
2005 0.0093 0.017 -0.0230* 0.0109
2006, 0.0069 0.024 -0.0301 0.0219
2007, - 0.0065 0.0335 -0.0476 0.0341
Const 0.7807*** 0.0132 0.2177** 0.0141

Panel Fixed Effects Regression with Vector DecoitipngFEVD). The variables arr, odensp, ddensgt,djdp, price, places,
museum, roads, cultexp, trips and crime are &éats time invariant or rarely changing variabl&andard errors are robust to
heteroschedasticity. Stars denote p-values asaisllé p<0.05; ** p<0.01; *** p<0.001

7. Conclusions

Italy is one of the top tourism destination in tverld with a fast growing tourism industry.
Domestic tourism accounts for the largest parhefwhole industry in terms of consumption, value
added and employment; yet, the empirical literatarquite scant. For these reasons, our analysis
attempted to shed some light on the determinanitsilcdn interregional tourism flows.

We used a panel of 380 individuat®structed considering the bilateral flows of aais between
the twenty Italian regionsobserved during the period 2004-2007. An extdrghavity model has
been estimated with tHeEVD estimator, which allows to obtain the estimategiie time invariant
variables and, in addition, improves the efficierioy the variables showing a between dominant
variability. Besides the gravitational variablesg(alistance and populatignwe investigated the
role of the determinants which are commonly presenthe existing empirical literature of
international tourism and compared our results whibse obtained in other studies. This analysis
has been firstly conducted at aggregate level dreh, at sub-sample level capturing the North-
South geographical partition of the country.

At aggregate level, the main determinant of Itab@urist flows appear to be the lagged dependent
variable, which indicates the presence of strorgthmersistence and the importance of reputation.
Moreover, Italian tourists seem to be particuladgysitive to differences in relative prices between
their region and the possible destinations. Theachgstimated for these two variables is in line
with elasticities suggested by the existing literat for the international counterpart. On the
contrary, even though the per cap@®P plays a significant role, its coefficient suggetiat
domestic tourism does not behave as a luxury gasdrequently found for international tourism.
The domestic bilateral flows are also determinedhgypopulation density in the region of origin
and Qegatively by distance, though their impact is not strong. iAteresting result is that, for



26

Italian tourists, domestic destinations and inteomal destinations act as substitutable goods. We
have also found that local government can imprdwe tburist competition by increasing the
expenditure in cultural activities. As for the rgdkayed by the pertinent factors, the endowment of
touristic places as well as a good level of transpdrastructures appear to act as pull factons. B
contrast, variables which are often significanexplaining international tourism flows, like safety
level and education, seem to affect only a littleto not affect at all, the domestic ones.

At sub-sample level, we have then investigatedptiesence of differences in the determinants of
tourism with respect to the two macro-areas, narttedyCentre-North and the South. While from

one hand, in terms of statistical significance,hwsbme exceptions, the full sample evidence is
confirmed, on the other hand some interesting idiffees arise with respect to the impact of the
relevant variables. In particular, tourists comiingm the southern regions appear to be more
concerned, than northern tourists, with per capii# variations and differences in prices.



27

References

Bacci L., Grezzi L. and Giacomelli A. (2002a&)jmpatto economico del turismo nell’economia
della provincia di Lucca e dei suoi territpiRPET.

Bacci L., Grezzi L. and Giacomelli A. (2002)jimpatto economico del turismo nell’economia
della provincia di Grosseto e dei suoi territofRPET.

Bigano A., Hamilton J.M. and Tol R.S.J. (2008he Impact of Climate Change on Domestic and
International Tourism: A Simulation Studyota di lavoro 86, FEEM

Brau R. (2008), “Demand Driven Sustainable Tourislm€hoice Modelling Analysis”Tourism
Economics14(4), 691-708.

Carraro C., Costa P. and Manente M. (1994)Modello STREP di Previsione dei Flussi
Internazionali in VenetoQuaderno, n.8.4, CISET

Carraro C., Manente M. (1998), “STREP: un Modello Rrevisione dei Flussi Turistici
Internazionali per regioneStatistica Anno LVIII.

Cornwell C. and Rupert P. (1988), Efficient estimatwith panel data: An empirical comparison of
instrumental variables estimatodsurnal of Applied Econometrics3 (2, 149-155.

Cortés-Jiménez |. (2006],ourism and economic growth at regional level: ttese of Italy and
Spain 6th Congress of the European Regional Sciencecdfetton, University of Thessaly (Volos,
Greece), 30 August — 3 September.

Costa P. (1984), “La valutazione degli effetti emamci del turismo in Italia”, Rivista
Internazionale di Scienze Economiche e Commey{XKX1(7), 614-626.

Cracolici M.F. - Nijkamp P. (2006), “Competition amg tourist destinations: An application of
Data Envelopment Analysis to Italian Provinces”Graoutzi M. and Nijkamp P. (eds)purism
and Regional Development: New Pathwhay3-152, Aldershot, UK: Ashgate.

Cracolici M.F. And Nijkamp P. (2008), The attragmess and competitiveness of tourist
destinations: A study of Southern Italian regidPggress in Tourism ManagemeB0, 336-344.

Crouch G. I. and Ritchie J. R. B. (1999), “Tourisogmpetitiveness, and societal prosperity”,
Journal of Business Researeh(3), 137-152.

De Blasi G. - Seccia A. - Carlucci D. - Santeramd2008), “Presenze straniere negli agriturismi
italiani: un’analisi in chiave prospettica®griregionieuropa Anno 4, Numero 14, 1-7.

Di Torrice M., Cappadozzi T. and Perini P. (20@83timating the domestic same-day visits in Italy
through different source®th International Forum On Tourism StatisticsyBimber 19-21.

Eilat Y. and Einav L. (2004), “Determinants of imtational tourism: a three-dimensional panel
data analysis”Applied Economigs2004, 36, 1315-1327



28

Formica S. and Uysal M. (1996), “The revitalizatiof Italy as a tourist destinationT,ourism
Managementl7 (5), 32-331.

Gardini A. (1979), “Un’analisi interregionale déugsi turistici e dei coefficienti gravitazionali d
Leontieff-Strout relativi al turismo internoStatistica 3, 455-478.

Giacomelli A. (2003)Turismo internazionale: le regioni italiane sonocana attraent?, IRPET

Guizzardi A. and Mazzocchi M. (2009), “Tourism derdafor Italy and the business cycle”,
Tourism Managemen80, 1-11.

Garin-Munoz T. (2009), “Tourism in Galicia: domeséind foreign demandTourism Economics
15 (4), 753-769

Hausman, J. A. (1978), “Specification Tests in Epuortrics”"Econometrica46, 1251-1271.
Hsiao C. (2003)Analysis of panel dafaEconometric Society Monographs, no. 34, New York:
Cambridge University Press"(Zdition).

Khadaroo J. and Seetanah B. (2008), “The roleasfsrort infrastructure in international tourism
development: A gravity model approacigurism Managemen29, 831-840.

Lim C. (1997), “Review of International Tourism Dand Models”,Annals of Tourism Research
24, 835-849.

Lowry 1. (1966), Migration and metropolitan growth: two analytical atlels San Francisco:
Chandler Publishing Company.

Naudé W. and Saayman A. (2005), “Determinants ofri$d arrivals in Africa: a panel data
regression analysis”, Tourism Economics, 11 (35-3®1.

Mazzocchi M. and Montini A. (2001), “Earthquakeesffs of Tourism in central Italy”, Annals of
Tourism Research, 28 (4), 1031-1046.

Plumper T. and Troeger. V. E. (2007), "EfficienttiEmtion of Time-Invariant and Rarely
Changing Variables in Finite Sample Panel Analysgl Unit Fixed Effects," Political Analysis
15(2): 124-39.

Poyhonen P. (1963), “A tentative model for the woéu of trade between countries”,
Weltwirtschaftliches Archiv, 90(1), 93-99.

Provenzano D. (2009), A Dynamic Analysis Of TouriB@aterminants in Sicily, Master Thesis for
Master Programme in System Dynamics, Departme@eaigraphy, University of Bergen.

Taylor T. and Arigoni Ortiz R. (2009), “Impacts dimate change on domestic tourism in the UK:
a panel data estimation”, Tourism Economics, 20694), 803—812

Wen Z. (1997), “China’s domestic tourism: impetusevelopment and trends”, Tourism
Management, 18, 565-571



29

Wooldridge J. M. (2002), “Econometric analysis afoss section and panel data.” [Book]
Cambridge and London: MIT Press. p xxi, 752.

Zhang J. and Jensen C. (2007), “Comparative adgantaxplaining Tourism Flows”, Annals of
Tourism Research, 34, 223-243.



