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Abstract 

 

Inbound tourism from China contributes to around 15% of Australian tourist 

arrivals. However, the political and trade relations between the two countries 

began to deteriorate since 2018. Considering this environment, using annual data 

from 1991-2019, this study enables the identification of alternative tourism markets 

for Australia. The results suggest that maintaining price competitiveness and 

consumer satisfaction should be high priorities of the Australian tourism policy to 

attract more tourists. The findings of this study provide insights to formulate new 

strategies to attract tourists from the other top markets in the event of a decline in 

Chinese tourist arrivals to Australia. 

 

Key words: Inbound tourism; Australia-China relationship, Tourism price elasticity; Tourism 

income elasticity 
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1. Introduction 

Tourism is Australia’s largest services export. During 2018–19 tourism contributed A$60.8 

billion to the Australian economy and provided jobs for more than 5% of the national 

workforce (Tourism Research Australia, 2020). Inbound tourism from China to Australia has 

seen unprecedented growth in recent years; a decade ago, the number of Chinese travellers in 

Australia was just in the order of 353,000. It then started to increase at a compound growth 

rate of 15% a year between 2009 and 2018, and the number stands at 1.44 million in 2019, 

just before COVID-19 (Australian Bureau of Statistics (ABS) 2019). In 2018, China 

contributed around 15.5% of total tourist arrivals in Australia, overtaking New Zealand 

(15%), the top Australian tourism market since 1999. Since the mid-1990s, China has been 

the largest growth market of inbound tourism in Australia before the growth rate began to 

reduce drastically to 5.5% and 0.5% in 2018 and 2019, respectively (ABS, 2020). Several 

research papers published on Australian tourism demand before 2018 predicted China as the 

leading market for Australian inbound tourism in the years to come (see Pham, Nghiem, & 

Dwyer, 2017; Seetaram, 2010).  

However, tensions in the political and trade relations between China and Australia since 2018 

are expected to continue in the years to come as both countries are now in some form of war 

footing, at least in terms of a trade war at the moment (Boyle, 2021; The International 

Institute for Strategic Studies IISS, 2020). Henderson (2003) noted that academics should 

acknowledge and incorporate the fundamental relationship between politics and tourism in 

their studies. This is because tourism is a highly political phenomenon (Richter, 1989). On 
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the one hand, international tourism is a catalyst for reducing political tension and promoting 

world peace (D'Amore, 1994). On the other hand, governments can exert political pressure 

through tourism to either promote tourism with friendly countries or restrict tourism with 

hostile countries (Richter, 1989). Few studies exist exploring public policy and tourism (Hall 

1994, Hall & Jenkins 1995). Furthermore, Legg, Tang and Slevitch (2012) examined how the 

political ideology of a government shapes an individual's destination choice. Several studies 

examine the relationship between politics and tourism between two pairs of politically 

divided nations, such as South/North Korea and Taiwan/China (Prideaux, 2005; Yu, 1998; 

Yu and Chung, 2001). Some of these studies have used Butler’s (1980) model; the cycle of 

evolution of a tourist resort, to understand the structure of bilateral tourism and politics. 

Although Australia and China cannot be considered as ‘politically divided states’ as in Butler 

and Mao’s (1996) definition, these studies facilitate the understanding that politics between 

two countries play a critical role in tourist flows.  

Therefore, the current state of Australia-China relations could have serious and adverse 

implications on the Australian tourism industry and the previous growth forecasts about 

Chinese visitors to Australia may no longer be applicable under the new political and 

economic relations between the two countries. While the full impact of the political rift 

between Australia and China on the Australian tourism industry is not yet apparent due to 

COVID-19 travel restrictions, some early data published by the ABS reveals a notable drop 

in Australia’s export income from tourism, followed by falling orders from Chinese tourists 

(Global Times, 2021). 

Against this backdrop, this paper explores the prospects of the Australian international 

tourism market. For this purpose, focusing on the top 20 source countries of Australian 

international tourism, which contributes to about 88% of total tourist arrivals in Australia, this 

study seeks to answer the following four research questions (RQ);  RQ1: what are the factors 
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that determine tourist visits to Australia from the top tourism markets?, RQ2: what are the 

factors that determine Chinese tourist visits to Australia?, RQ3: how different or similar are 

the factors affecting the Chinese tourist arrivals and other tourist arrivals to Australia, and 

RQ4: what are the actions Australian tourism industry providers should take in the short-run 

and long-run in the event of a significant reduction in Chinese tourist arrivals?  

In doing so, this study presents interesting policy insights in the form of relevant short-run and 

long-run elasticities of tourism demand. The findings of this study are intended to assist 

policymakers and Australian tourism industry stakeholders in formulating new policies to 

diversify the tourism market by attracting more tourists from the other top markets during the 

post-COVID-19 period.  

While there are several studies on the demand for Australian tourism by top host countries 

(see, for example, Seetaram, 2010; 2012), this study differs from the existing literature and 

contributes to new knowledge in three ways: the current study 1) compares the determinants 

of demand for Australian tourism by China and other top tourism source countries and 

thereby enables the identification of the most reliable and growing tourism markets for 

Australia; 2) provides an up-to-date analysis of tourism demand by the top 20 source 

countries (whereas previous studies have focused on a small number of source countries), 

and; 3) in contrast to existing studies that focus on a group of source countries in a panel 

setting, this study analyses the determinants of tourism demand by the top 20 source 

countries, individually as well as in a panel setting. Valadkhani and O'Mahony (2018) noted 

that many factors that influence tourists’ behaviour are constantly changing and highlighted 

the need for continual research to understand these dynamic changes. 

2. Current status of Australia-China relations 
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Historically, Australia-China relations have been characterised by strong bilateral trade ties. 

In 2007 China surpassed Japan and became Australia’s largest trading partner, and in 2009 

became Australia's largest export market. However, due to the recent political tension 

between the two countries, bilateral trade and diplomatic relations are weakening.  

Tensions initially arose in 2018 when Australia banned Chinese tech giant Huawei from its 

5G network. Then in early 2019, the Australian Intelligence Agency determined that China 

was responsible for a Cyber-attack on various industries, schools, hospitals, government 

officials and the Australian Parliament (Hitch & Probyn, 2020). The bilateral relationship 

between the two countries reached a new low following a demand from the Australian 

foreign minister for an international inquiry into the origins of the coronavirus (COVID-19) 

pandemic which garnered support from more than 100 countries for a formal investigation to be 

initiated during early 2020 (IISS, 2020). In 2020, Australia suspended an extradition treaty 

with Hong Kong and offered to extend the visas of 10,000 Hongkongers who are already in 

Australia (Bagshaw, 2020). Recently, the cancellation of China’s flagship Belt and Road deals 

with the (Australian) state of Victoria by the Australian Federal Government (Needham, 

2021) and the blocking of Chinese companies’ $300 million bid for the Australian 

construction firm Probuild (Dziedzic, 2021) further deepened the political rift between the 

two countries.  

The weakening relationship has already adversely affected some trade between the two 

countries; China suspended beef imports from Australia (Reuters, 2020), imposed an 80% tariff 

on Australian barley (Conifer, 2020), announced new rules for iron ore imports from Australia 

(Dziedzic, 2020), and banned the import of several other products, such as wine, sugar, and 

coal (Srinivasan, 2020). Furthermore, the Chinese Government publicly informed its citizens 

not to travel to Australia and China’s Ministry of Education warned Chinese students to 

reconsider their decisions to study in Australia and requested they look elsewhere, alleging 
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racism and violence in Australia against the Chinese in connection with the origins of COVID-

19 (ABC, 2020). 

 

3. A Review of Australian tourism demand studies 

Over the last two decades, there has been significant growth in literature on tourism demand, 

and some of these studies have focused on modelling tourism demand for Australia. In 

particular, price and income elasticities have been computed using tourism demand models in 

some of these studies (see, for example, Crouch, 1992; Crouch, Schultz, & Valerio, 1992; 

Divisekera, 1995; Kulendran & Divisekera, 2007; Kulendran & Dwyer, 2008). 

In a review of 100 studies on tourism demand, Lim (1997) found that income is the most 

frequently used explanatory variable, followed by relative prices and transportation costs. 

Demand for tourism has been found to be positively associated with consumers spending 

power and elasticity estimates suggest that tourism is a good with positive income elasticity 

(a normal good) – where demand increase as income increases (Crouch et al., 1992; 

Divisekera, 2003; Lim, 1999; Peng et al., 2014; Seetaram, 2010; Selvanathan et al., 2021a). 

Seetaram (2012), using dynamic panel modelling, found that income is the most important 

determinant of short-term visits to Australia and that travel to Australia is normal and a 

luxury good. Similar results were found in Kulendran (1996), Kulendran and King (1997), 

Lim and McAleer (2001), Divisekera (1995), Divisekera (2003) with respect to short-term 

international tourist flows to Australia from Japan, New Zealand, Singapore, the UK, and the 

US.  

Research has also found that international tourists to Australia are very responsive to changes 

in tourism prices in Australia. Lim (1999) and Selvanathan and Selvanathan (2022) found 

that in most cases, the demand for international tourism is negatively related to price. While 
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consumer price indices (CPI) were commonly used in many tourism demand modelling 

studies, Kulendran (1995) and Divisekera (2003) used tourism price indices as a proxy for 

prices, demonstrating a significant departure from the commonly used CPI. Pham et al. 

(2017) constructed a tourism price index for Chinese visitors that consists of 70% of the 

international price index (airfare) and 30% of the domestic price index (cost of living). The 

authors indicated that Chinese tourists to Australia are more price sensitive than those of 

other key tourism source markets.  

Several studies on tourism demand analysis have suggested that immigration is a catalyst for 

international tourism flows. For example, Seetaram (2012) examined the tourism-migration 

nexus, which authors referred to as ‘immigration-led tourism’ and confirmed the existence of 

a tourism-immigration nexus in Australia. Using migration flow from China, Pham et al. 

(2017) found that migration is significantly positive and has a modest effect on Chinese 

inbound visitors to Australia in the short-run and long-run. 

Research suggests that tourists could often promote and convince their neighbours, friends 

and relatives to visit a particular country after they return home from their trips, which is 

widely noted as ‘word-of-mouth advertising’. It is a form of free publicity based on their 

experience while they are in a particular destination country. Oppermann (2000), referring to 

tourism products, notes that habit formation can be translated into tourist revisits. The effect 

of habit persistence and word-of-mouth adverting has been commonly modelled in the 

tourism demand literature using a lagged dependent variable (more often tourist arrivals) (for 

example, see Morley, 1998). Pham et al. (2017) found that the lagged dependent variable for 

Chinese tourist arrivals in Australia is positive and significant.  

Tourism is widely recognised as highly susceptible to external factors and pressures in the 

wider operating environment (Ritchie, 2004). For example, Dwyer, Forsyth, and Spurr (2006) 

found that SARS resulted in fewer inbound tourist flows to Australia. Pham et al. (2017) 
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found that SARS had a significant negative effect on inbound Chinese visitors to Australia. 

Sheldon and Dwyer (2010) noted that during the GFC, tourism spending, as part of 

discretionary consumer spending, has seen a more notable fall than the other consumer 

spending, adversely affecting tourism flows worldwide. Smeral (2009) found about an 11% 

to 12.5% decline in aggregate demand for foreign travel by Canadian, American, Japanese, 

and EU-15 tourists in the aftermath of the GFC. Several studies have suggested that the 

mining boom in Australia during 2005-2007 has adversely affected the tourism industry 

through the effects of resource constraints and a strong appreciation of the exchange rate 

(Pham, Jago, Spurr, & Marshall, 2015).  

4. A glimpse of the Australian inbound tourism market 

Figure 1 shows the number of international tourist arrivals (in billions) to Australia and its 

growth rate (in percentage) over the period 1991-2019. As can be seen, in general, over this 

period, there is an upward trend in the total number of tourist arrivals to Australia, except 

during specific world and domestic events, such as the Asian Financial crises (1997-1998), 

World Trade Centre Attack (2001), SARS Epidemic (2002-2003), and Global Financial 

Crises (2007-2008).    

[Figure 1 about here] 

In this study, we consider the top 20 source countries (China, New Zealand, USA, UK, Japan, 

Singapore, India, Malaysia, Hong Kong, South Korea, Indonesia, Germany, Taiwan, Canada, 

Philippines, France, Vietnam, Thailand, Italy and Ireland) that supply tourists to the host 

country Australia. Figure 2 depicts the average growth rate for the top 20 countries. As can be 

seen, China (17.9 percent), Vietnam (15.3 percent), India (14.5 percent) and Korea (14.3 

percent) depict a double-digit growth rate in the average Australian inbound tourism. During 

the same period the lowest growth rate was seen from Japan, only 0.4 percent. Figure 3 plots 
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the average growth in tourist arrivals from source countries against growth in per capita 

income in source countries. Figure 4 depicts the average growth in tourist arrivals in 

Australia against growth in tourism prices in Australia. Figure 5 plots the average growth in 

tourist arrivals from source countries against growth in migration to Australia from source 

countries. As can be seen, there is a positive relationship between tourist arrival growth rate 

from the source country and per capita income growth rate in the source country and between 

tourist arrival growth rate from the source country and migration growth rate from the source 

country. On the other hand, a negative relationship between the annual Australian tourist 

arrival growth rate and tourism price growth rate can be seen. 

[Figure 2 about here] 

[Figure 3 about here] 

[Figure 4 about here] 

[Figure 5 about here] 

5. Model, Research Questions and Methodology 

Following Pham et. al. (2017), we propose the following dynamic demand relationship to 

model the demand for Australian tourism (measured by the number of tourist arrivals to 

Australia) from country i  (= 1, 2, .., 20 countries ) in year t (= 1991, 1992, …, 2019, the 

sample years): 

𝑇𝐺𝑖𝑡 = 𝛼0 + 𝛼1(𝑇𝐺𝑖𝑡−1) + 𝛼2(𝐼𝑁𝐶𝑂𝑀𝐸𝑖𝑡) +  𝛼3(𝑃𝑅𝐼𝐶𝐸𝑡) + 𝛼4(𝑀𝐼𝐺𝑅𝐴𝑇𝐼𝑂𝑁𝑖𝑡) 

                                                                                                                   + ∑ 𝛼𝑗(𝑂𝑇𝐻𝐸𝑅𝐹𝐴𝐶𝑇𝑂𝑅𝑆𝑗𝑡)𝑘
𝑗=5 + 𝜀𝑖𝑡         (1) 

 

where the dependent variable 𝑇𝐺𝑖𝑡 is the tourist arrivals from country i to Australia in year t; 

the independent variables are (1) the lagged dependent variable, 𝑇𝐺𝑖𝑡−1 (one- year lagged 

value of 𝑇𝐺𝑖𝑡); (2) per capita income, 𝐼𝑁𝐶𝑂𝑀𝐸𝑖𝑡 (proxied by per capita GDP) of country i in 

year t; (3) tourism price level in Australia in year t, 𝑃𝑅𝐼𝐶𝐸𝑡; and (4) migration flow to 



 

 10 

Australia from country i in year t, 𝑀𝐼𝐺𝑅𝐴𝑇𝐼𝑂𝑁𝑖𝑡. We use TG, INCOME, PRICE, and 

MIGRATION data in annual growth form. This means that the corresponding coefficients 𝛼2, 

𝛼3 𝑎𝑛𝑑 𝛼4 can be interpreted as short-run income, price and migration elasticities. Previous 

literature on tourism demand analysis has identified that tourists could revisit a particular 

destination after their first visit or provide “free publicity” about the destination. That is, they 

could promote and convince their neighbours, friends and relatives to visit Australia after 

they return to their home country from their Australian trip. In the literature, this effect has 

been modelled using a lagged tourist arrivals variable, which can be either positive or 

negative depending on the tourist experience in Australia. To capture this effect, we have also 

included the lag of tourist arrivals in our model specification.  

The 𝑂𝑇𝐻𝐸𝑅𝐹𝐴𝐶𝑇𝑂𝑅𝑆 includes 3 dummy variables: SARS pandemic (SARS=1 in 2003 and 

SARS=0 for other years), GFC (GFC=1 for years after 2008 and GFC=0 for other years) and 

Australian Mining Boom (MBOOM=1 for the period 2005-2007 and MBOOM=0 for other 

years). The selection of the explanatory factors is based on the findings of the existing 

literature discussed in Section 3 (for example, see, Crouch et al., 1992; Divisekera, 2003; 

Lim, 1999, Peng et al. 2014; Pham et al., 2017; Selvanathan et al., 2021a, 2021b). Since the 

initial analysis indicated the exchange rate variable is not statistically significant, we have not 

included this variable in our model specification. We observed Pham et al. (2017) also 

excluded exchange rate from their model specification.  

Based on the Model given by Equation (1),   

Short-run elasticities can be expressed as 

Income Elasticity =  𝛼2 ;            Price Elasticity = 𝛼3;       Migration Elasticity =  𝛼4    (2) 

 

Rearranging Equation (1) (for example, see Li and Maddala, 1999; Pham et. al., 2017), we 

can derive the long-run elasticities as 
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Income Elasticity = 
𝛼2

(1−𝛼1)
;     Price Elasticity = 

𝛼3

(1−𝛼1)
;   Migration Elasticity = 

𝛼4

(1−𝛼1)
    (3) 

 

We use the estimates for  𝛼1,𝛼2 , 𝛼3 and 𝛼4 of Equation (1) to compute long run elasticities.  

The empirical analysis of this study is carried out at two levels: (1) pooled dynamic panel 

model, using fixed effect, random effect and System Generalised Method of Moment (GMM-

SYS) methods and (2) dynamic single-country level model.  

The pooled dynamic panel modelling a) provides an overall picture of the overseas tourism 

market in relation to Australian inbound tourism, b) improves the efficiency of the estimated 

parameters due to 20 times large sample size, and c) allows us to control for individual 

differences and thereby study dynamic adjustment and measure the effects of policy changes. 

Any possible endogeneity issue will be taken care of by the GMM-sys estimation (Blundell 

and Bond, 1998). This analysis enables us to answer RQ1 (what are the factors that determine 

tourist visits to Australia from the top tourism markets). 

The dynamic single-country level model estimation, a) enables the understanding of how 

tourists visiting of respective countries to Australia react to their local conditions and 

conditions in Australia and b) provides short-run and long-run income, price and other 

elasticities customised for each country which are instrumental for policy analysis at an 

individual country level. This analysis enables us to answer RQ2 (what are the factors that 

determine Chinese tourist visits to Australia?) and RQ3 (how different or similar are the 

factors affecting the Chinese tourist arrivals and other tourist arrivals to Australia). The 

dynamic single-country level model together with pooled dynamic panel model enable us to 

answer RQ4 (i.e., what are the actions Australian tourism industry providers should take in 

the short-run and long-run in the event of a significant reduction in Chinese tourist arrivals). 

A number of previous studies used the dynamic single-country level model specific to a 
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particular country (for example, see, Pham et al. 2017) and the dynamic panel model (for 

example, see, Jayasinghe and Selvanathan, 2021; Seetaram, 2010; 2012).  

The data on international short-term arrivals (TG) for the top 20 source countries were 

collected from the ABS (2019). Following Pham et. al. (2017), we also constructed a Tourism 

Price Index variable using 70% of the international price index (airfare) and 30% of the 

domestic price index (cost of living) (see, also Divisekera, 2003; Kulendran, 1995). The 

international price index and domestic price index were sourced from ABS (2020). Data for 

the MIGRATION variable was collected from ABS (2019). 

As found in a number of previous studies (for example, see, Pham et al. 2017, Seetaram 

2012, Witt and Martin 1987) we would expect the sign of the coefficient of 𝑇𝐺𝑖𝑡−1, 𝛼1 , to be 

positive. A negative or very small 𝛼1 indicates that there is room for improvement to attract 

more tourists from those countries by using other means of advertising. This is because, a 

negative (very small) 𝛼1 suggests that the effect of repeated tourist visits, habit formation 

and/or word-of mouth advertising is negative (very small) for visitors from these countries to 

Australia; hence other forms of active advertising are required to attract tourists from such 

countries. The sign of the INCOME coefficient 𝛼2 is expected to be positive. For the PRICE 

variable, since Australia’ high tourism price deters international tourist arrivals, we would 

expect a negative coefficient for the PRICE variable, that is 𝛼3 < 0. In general, we would 

expect a positive coefficient for the MIGRATION variable, that is 𝛼4 > 0 and the coefficients 

of the three variables SARS, GFC and MBOOM to be negative as such events are deterrents 

for travel.  

6. Panel model estimation results 

The first step in the panel model estimation is to investigate whether each time series in the 

panel model has the property of cross-sectional independence (CI). Table 1 present the results 
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for cross-sectional dependence (CD) tests. The null and alternative hypotheses for these tests 

are H0: Time series is CI and Ha: Time series is CD, respectively. As can be seen, for all 

series the p-value is very small meaning that we reject the null hypothesis at 1% level and 

conclude that the time-series are CD. As each time series is not CI, we use the second 

generation Cross-sectional IM, Pesaran Shin (CIPS) unit root test (Pesaran, 2007) which are 

constructed on the assumption of CD where the null hypothesis is H0: time-series is 

nonstationary. As can be seen in Table 1, all the panel time-series are stationary. 

[Table 1 about here] 

 

We now estimate Equation (1) using the panel dataset formed by pooling the 20 single-

country datasets. In Table 1, we found that the time series variables are not cross-sectional 

independent. It is now well known that the existence of cross-sectional dependence in the 

data can bias the estimates. A number of previous studies in the literature (for example, see 

Sarafidis and Robertson 2009, Neal 2015, Herzer and Strulik 2017 and, Adams and Opoku 

2021) have addressed this issue by time-demeaning the data prior to estimation, including the 

GMM estimation. Considering that our data also suffer from CD, we follow Sarafidis and 

Robertson (2009) and Adams and Opoku (2021) and demean the data prior to estimation to 

reduce/alleviate the CD effect. For each country and each variable, we transformed the data 

by deviating each variable from its time average before estimation. In Table 2, we present the 

results using fixed effect, random effect and GMM-SYS estimated with the time-demeaned 

panel data.  

This section answers RQ1 (what are the factors that determine tourist visits to Australia from 

the top tourism markets?). A comparison of the fixed effect, random effect and GMM-SYS 

estimation results in Table 2 reveals that the estimation results are similar across the three 
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models. The results reveal that, except for the migration variable, all the estimated 

coefficients are broadly similar and are statistically significant.  

[Table 2 about here] 

Impact of repeated visits, habit formation and word-of-mouth advertising 

As can be seen from Columns 2, 5 and 8 of Table 2, the lagged-tourist arrival variable 

coefficient is positive (about 0.3 to 0.4) and highly statistically significant. This result is 

consistent with Seetaram (2010) and (2012) findings. The estimated value of  𝛼1= 0.3 means 

that for every one percentage point increase in the tourist arrivals to Australia in the current 

year, there will be nearly a 0.3 percentage point increase in the tourist arrivals to Australia in 

the following year. This indicates that tourists from the countries under consideration have 

had a positive experience during their travel to Australia. This has resulted in the tourists 

either making repeated visits to Australia and/or spreading their positive perception about 

Australia to other potential visitors to Australia. 

Income, price and migration elasticities 

The implied short-run and long-run income, price and migration elasticities based on the 

three models are also presented in Columns 3-4, 6-7 and 9-10 of Table 2. As can be seen 

from the INCOME row of the table, in general, the income elasticities are greater than one 

(short-run 1.2 and long-run about 1.9), indicating that Australian tourism is considered a 

luxury by the source country visitors. As can be seen from the PRICE row of the table, both 

the short-run and long-run price elasticity estimates are negative and less than one in absolute 

value (short-run ranges between -0.46 and -0.57 and long-run ranges between -0.63 and -

0.85), indicating that Australian tourism is price inelastic. Hence, an increase in the 

Australian tourism price, in general, will have a minimal impact on source country visitors 

selecting Australia as their holiday destination. The magnitude of the migration elasticity 
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presented in the MIGRATION row is relatively small compared to the income and price 

elasticities. As expected, the estimated coefficients of the variables SARS, GFC, and mining 

boom are generally negative and statistically significant. Similar results have been found in 

Dwyer et al. (2006; 2016) and Pham et al. (2017). 

[Table 3 about here] 

 

7.  Single-country estimation results 

Before estimating the Model given by Equation (1) using individual country data, we 

investigated the stationarity of all the time-series variables used in the model to avoid any 

spurious regression results, using the Dickey and Fuller (1979) and the Phillips and Perron 

(1988) tests. The results (available on request from the authors) indicate that all the time-

series variables are stationary. To correct for serial correlation, we employ the Cochrane-

Orcutt procedure to estimate Equation (1) and the estimation results for the top 20 tourist 

markets of Australia are presented in Table 3. Row 1 of Table 3 presents the results for China 

and Columns 2-5 of rows 2-20 provide estimation results of the demand model (Equation 1) 

for the remaining 19 countries. The estimates in Columns 3-5 can also be interpreted as short-

run income, price, and migration elasticities. Columns 6-8 of the table presents the 

corresponding long-run elasticities. This section provides insights for RQ2 (what are the 

factors that determine Chinese tourist visits to Australia?), RQ3 (how different or similar are 

the factors affecting the Chinese tourist arrivals and other tourist arrivals to Australia), and 

RQ4 (what are the actions Australian tourism industry providers should take in the short-run 

and long-run in the event of a significant reduction in Chinese tourist arrivals?). The Durban-

h statistics and the corresponding p-values confirm that serial correlation is not a problem 

with the estimated results. 
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[Table 3 about here] 

7.1. Estimation results for China  

Row 1 presents the results for China which provide answers to RQ2: what are the factors that 

determine Chinese tourist visits to Australia? As can be seen, the lagged-tourist arrivals, 

income, price and stock of migrants are the major determinants that significantly influence 

the Chinese travellers to visit Australia. This result is consistent with the findings of Pham et 

al. (2017). While the repeated visits, habit formation and/or word-of-mouth advertising 

impact on Chinese travellers to come to Australia is statistically significant, the magnitude 

0.280 is smaller compared to most of the other countries. The short-run and long-run income 

elasticities are larger than one indicating that the Chinese travellers consider travelling to 

Australia as a luxury in the short-run as well as in the long-run. It is also worthwhile noting 

that the income elasticities for China are greater than those for most of the other countries 

under consideration. The results also reveal that the demand for tourism to Australia by 

Chinese travellers is price inelastic in the short-run (-0.81) and elastic in the long-run (-1.14). 

This means that in the long-run, Chinese tourists are very sensitive to changes in Australian 

tourism prices. The migration coefficient is positive and statistically significant meaning that 

the number of Chinese living in Australia is also an important factor that brings more Chinese 

visitors to Australia. 

7.2 Estimation results for other countries  

Rows 2-20 in Table 3 provide an understanding of RQ3 (how different or similar are the 

factors affecting the Chinese tourist arrivals and other tourist arrivals to Australia). 

Incorporating all estimation results, the following discussion also provides insights on the 

actions Australian tourism industry providers should take in the short-run and long-run in the 

event of a significant reduction in Chinese tourist arrivals; RQ4. 

Impact of repeated visits, habit formation and word-of-mouth advertising 
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As can be seen in Column 2 of Table 3, in the majority of countries the lagged-tourist arrival 

variable coefficient is positive and highly statistically significant. This result is consistent 

with the findings of Seetaram (2010) and (2012). Column 2 results also show that the lagged 

tourist arrival variable in some countries, such as the UK (0.646), Hong Kong (0.600), 

Singapore (0.588), Germany (0.582), Ireland (0.580), US (0.558), Taiwan (0.538), India 

(0.533) and Vietnam (0.527) has a higher magnitude than the other countries. This indicates 

that tourists from these countries have a positive perception towards Australia and tend to 

encourage their friends, family and neighbours to visit Australia and/or revisit to Australia 

themselves, resulting in increased tourist flow from these countries in the following year. 

Overall, for every one percentage point increase in the tourist arrivals from these countries in 

the current year, there will be more than a 0.5 percentage point increase in the tourist arrivals 

from these countries to Australia in the following year. As the travellers in these countries 

already have a positive perception towards Australia, policies should be designed to maintain 

such a high level of positive view. Further focus on increasing the level of satisfaction of the 

tourists from these countries would enhance tourism flows in subsequent years. It is also 

worthwhile noting that in a number of countries in the Asia Pacific region, the lagged tourist 

arrivals coefficient is low (New Zealand (0.059), Malaysia (0.034), Philippines (0.048), 

Thailand (0.037) and or even negative in South Korea (-0.096) and Indonesia (-0.057). This 

indicates that repeated visits, habit formation and/or word-of-mouth advertising is not a very 

prominent driver of inbound tourism to Australia from these countries. Further investigation 

should be carried out to find the reason for such low as well as negative values. In the 

meantime, it is worthwhile undertaking proactive marketing campaigns and programmes to 

create a positive impression about Australia amongst travellers to attract more tourists from 

these countries. 

Impact of tourist income 



 

 18 

The estimated short-run and long-run income elasticities in Columns 3 and 6 of Table 2 are 

positive for all countries (except negative but statistically insignificant for Taiwan) and are 

statistically significant in the majority of the countries. The long-run elasticities, for example, 

are larger than unity for most countries, implying that Australian travel is considered a luxury 

by those countries, although the magnitude ranges from 1.86 to 6.17. Our results also indicate 

that for tourists from some countries (Singapore, Germany, and Italy), visiting Australia is a 

necessity good. 

At the individual country level, we observe a greater diversity of the long-run and short-run 

income elasticities. For example, when considering the long-run income elasticities, Australia 

is a substantial luxury destination for tourists from Japan, India, South Korea and the 

Philippines (with income elasticity above 4). For tourists from New Zealand, Ireland, 

Thailand, France, Canada, Indonesia, and Malaysia, Australia is a marginally luxury 

destination (with income elasticity ranging between 1.86 and 2.46). Income elasticity of 

greater than 1 also indicates that the growth rate of tourist arrivals to Australia from such 

countries has increased at a faster rate than the rate of increase in the per capita income of 

tourists of those countries. For example, a 1% increase in income of Indian tourists will result 

in a 2.48% increase in the short run and 5.31% in the long-run in Indian tourist arrivals to 

Australia.  

Pham et al. (2017) reported a similar pattern among Chinese tourists. The magnitude of the 

long-run income elasticities is generally higher than that of the short-run. A study conducted 

by PricewaterhouseCoopers (2017) predicted India and Indonesia as two of the fastest-

growing countries in the world, in addition to China, the US, Japan, Germany, and the UK 

during the next several decades. As we observe a highly positive income elasticity for most of 

these fastest-growing countries, the Australian tourism industry would be well placed in 

targeting these countries in its tourism promotion strategies.  
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Impact of tourism price 

Columns 4 and 7 of Table 3 present the estimated short-run and long-run price elasticities 

using the estimated coefficient of price variable (𝛼3). The estimated price coefficient is 

negative for all countries (except for Malaysia and the Philippines that have positive but 

statistically insignificant price coefficients). The price elasticities are generally less than one 

in magnitude implying that the demand for Australian inbound tourism is price inelastic (less 

sensitivity for Australian tourism price changes) for most countries. This means that, in case 

of a price increase in Australian tourism prices, the growth rate of tourist arrivals to Australia 

from these countries would decrease at a slower rate than the rate of an increase in Australian 

tourism prices. Since the tourists are generally not that sensitive to price increases, it can be 

expected that Australia can increase its tourism revenue during a time of tourism price rise. 

Nevertheless, South Korea and Taiwan show that tourism demand is price elastic (absolute 

value larger than 1) in the short and long-run, while Vietnam tourism demand is price elastic 

in the long-run. This means that tourists from these countries are very sensitive to Australian 

tourism prices and hence including measures such as discounted hotel prices, lower 

Australian visa fees, tourism package deals, and food vouchers could be used in promotional 

activities to counter the price sensitivity of the tourists from those countries. The country-

specific differences in sensitivity to tourism price changes suggest that targeted strategies are 

required to attract tourists from various countries. In general, in absolute value, we observe 

that the long-run price elasticities are about 50% higher than those of the short-run values. 

Impact of migration  

The short-run and long-run elasticities derived from the migration coefficients 𝛼4 are 

presented in Columns 5 and 8 of Table 3. The estimated migration coefficient is positive for 

all countries (except for UK and Indonesia but statistically insignificant). The short-run and 

long-run elasticities of migration flow are generally positive and less than one, including 
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China, indicating that tourist arrivals to Australia increase at a slower rate than the rate of 

migration flow from the source countries. Pham et al. (2017) also found similar results with 

respect to migration from China. Therefore, Chinese tourist arrivals to Australia due to 

migration flow from China may not be affected significantly even if the Chinese government 

imposes any restrictions on the migration flow from China into Australia. The migration 

elasticity of tourism demand is, however, elastic for tourists from France both in the short-run 

and long-run.  

8   Concluding comments 

Tourism is Australia’s largest services export and the fourth most valuable export in 

Australia, making a significant contribution to the country’s economy and employment 

creation. Before Australia-China bilateral relations began to deteriorate in 2018, China was 

Australia’s largest tourism growth market. Several studies conducted before this political rift 

between the two countries predicted strong and continuous growth of the Chinese inbound 

tourism market in Australia. However, Australia has already seen a drop in tourism income 

from Chinese tourists since 2018 due to worsening China-Australia political and trade 

relations before the start of COVID-19. As a result, tourism operators have started exploring 

alternative markets in case if there is a fall in tourist arrivals from China during the post-

COVID-19 period.  

Towards this end, the objective of this research was to examine; what are the factors that 

determine tourist visits to Australia from the top tourism markets? (RQ1), what are the factors 

that determine Chinese tourist visits to Australia? (RQ2), how different or similar are the 

factors affecting the Chinese tourist arrivals and other tourist arrivals to Australia (RQ3), and 

what are the actions Australian tourism industry providers should take in the short-run and 

long-run in the event of a significant reduction in Chinese tourist arrivals? (RQ4). The study 
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focused the inbound tourism to Australia from the top 20 source countries. By focusing on the 

top 20 Australian tourist markets, we provide insights for the Australian tourism stakeholders in 

identifying the most reliable and growing tourism markets. The annual data used in this paper 

spans from 1991 to 2019. We have excluded the data for 2020 and 2021 from our analysis 

because the international travel to Australia halted from early 2020 until early 2022 due to the 

COVID-19 border closure. Hence the inclusion of the data for 2020 and 2021 would have 

distorted the estimation results. Given that the relationship with China has not improved yet 

and diversification of the tourism market to other countries is vital in Australia’s post-COVID 

tourism recovery, the findings and recommendations emerging from this paper are highly 

relevant to the post-COVID-19 tourism promotion strategy in Australia. 

This study provides some useful insights to identify potential Australian inbound tourism 

markets and the factors affecting the demand for inbound tourism in Australia. Tourism 

Australia (2016) noted some important strategic arrangements were implemented to attract 

tourists, such as supporting access to Australia by assisting new aviation route development, 

simplifying the tourist visa application process, granting multiple entry options to key 

markets, widening criteria for the working holidaymaker visas and promoting working 

holiday options via global youth campaigns (Tourism Australia, 2016). These reforms have 

undoubtedly contributed to the growth of the Australian tourism industry in recent years. 

With the new challenges the industry is facing currently, such as the COVID-19 pandemic 

and souring relationships with China, the Australian tourism agenda should be carefully 

thought through.  

To this end, it may be worthwhile exploring opportunities to re-establish the links with some 

of the traditional tourism markets, such as Japan, which was a major tourism market in the 

early 1990s but gradually declined thereafter. In addition, countries with a rapidly growing 

middle-class, such as India could have high potential to grow as reliable tourism markets.  
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Table 1: Test for cross-sectional dependence (CD) and Panel unit-root test 

 
Variable 

 
Cross-sectional dependence 

(CD) test 

 CIPS Panel unit-root test 

Bias-corrected 

scaled LM 

Pesaran CD   CIPS 
 

(1) (2) (3)  (4) 

Tourist Arrivals (TG) 22.08 (0.000) 16.98 (0.000)  -3.41 (<0.010)  

Lagged Tourist Arrivals (TG(-1)) 21.45 (0.000) 16.88 (0.000)  -3.52(<0.010)  

INCOME 33.37 (0.000) 21.89 (0.000)  -3.07 (<0.010)  

PRICE 243.27 (0.000) 70.29 (0.000)  -5.13 (<0.010) 

MIGRATION 16.58 (0.000) 12.23 (0.000)  -2.68 (<0.010)  

Note: p-values are given in parenthesis 
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Table 2: Panel estimation results 

Note: p-values are given in parenthesis. * Significant at 10%, ** significant at 5% and *** significant at 1%.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 Fixed Effect Model  Random Effect Model  SYS-GMM 

Coefficient Short-run 

elasticities 

Long-run 

elasticities 

 Coefficient Short run 

elasticities 

Long-run 

elasticitie

s 

 Coefficient Short-run 

elasticities 

Long-run 

elasticities 

(1) (2) (3) (4)  (5) (6) (7)  (8) (9) (10) 

Constant 1.752 (0.027)***    1.703 (0.031)***    3.899 (0.000)***   

Lag of tourist arrivals (𝐓𝐆𝐭−𝟏)  0.278 (0.000)***    0.282 (0.000)***    0.388 (0.000)***   

Per capita GDP (𝐈𝐍𝐂𝐎𝐌𝐄) 1.179 (0.000)*** 1.18 1.63  1.033 (0.000)*** 1.03 1.44  1.186 (0.000)***  1.19 1.94 

Price index (P𝐑𝐈𝐂𝐄) -0.457 (0.005)*** -0.46 -0.63  -0.573 (0.006)*** -0.57 -0.80  -0.522 (0.000)*** -0.52 -0.85 

Migration (MIGRATION)  0.008 (0.786) 0.01 0.01  0.010 (0.727) 0.01 0.01  0.024 (0.204) 0.02 0.04 

SARS  -9.827 (0.000)***    -9.974 (0.000)***    -10.029 (0.000)***   

GFC  -2.654 (0.024)**    -2.873 (0.013)**    -7.361 (0.004)***   

MBOOM  -4.212 (0.013)**    -4.039 (0.017)**    -5.508 (0.009)***   

Akaike info criterion (AIC) 7.777    7.716       

Schwarz criterion  8.005    7.783       

Hannan-Quinn criterion 7.867    7.742       

Durbin h-test 1.781 (0.963)    2.142 (0.984)       

Hansen J-test         14.170 (0.224)   

AR(2) test         0.560 (0.574)   
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Table 3: Cochrane-Orcutt estimation results and implied elasticities 

 
  Estimated coefficients/ Short-run elasticities  Long-run elasticities   

 Country TGt−1 (α1) INCOME (α2) PRICE (α3) MIGRATION(α4)  INCOME PRICE MIGRATION Adj-R2 Durbin-h-test 

(1) (2) (3) (4) (5)  (6) (7) (8) (9) (10) 

1 China 0.280 (0.078)* 4.006 (0.013)** -0.818 (0.069)* 0.090 (0.038)**  5.56 -1.14 0.13 0.737 1.740  (0.959) 

2 NZ 0.059 (0.777) 1.748 (0.062)* -0.925 (0.063)* 0.812 (0.116)  1.86 -0.98 0.86 0.304 2.018  (0.978) 

3 USA 0.558 (0.008)*** 1.408 (0.049)** -0.216 (0.511) 0.052 (0.881)  3.19 -0.49 0.12 0.587 0.286  (0.612) 

4 UK 0.646 (0.002)*** 0.953 (0.073)* -0.173 (0.429) -0.041 (0.268)  2.69 -0.49 -0.12 0.767 -1.434  (0.076) 

5 Japan 0.481 (0.146) 2.223 (0.803) -0.426 (0.351) N/A  4.28 -0.82 N/A 0.567 -0.428  (0.334) 

6 Singapore 0.588 (0.000)*** 0.268 (0.271) -0.190 (0.529) 0.033 (0.513)  0.65 -0.46 0.08 0.679 0.525  (0.700) 

7 India 0.533 (0.002) *** 2.482 (0.006)*** -0.457 (0.308) 0.217 (0.003)***  5.31 -0.98 0.46 0.877 0.520  (0.698) 

8 Malaysia 0.034 (0.846) 2.120 (0.002)*** 0.420 (0.432) 0.360 (0.492)  2.19 0.43 0.37 0.575 0.480  (0.684) 

9 Hong Kong 0.600 (0.000)*** 1.275 (0.018)** -0.043 (0.924) 0.085 (0.375)  3.19 -0.11 0.21 0.600 0.075  (0.530) 

10 South Korea -0.096 (0.282) 6.757 (0.000)*** -1.399 (0.089)* N/A  6.17 -1.28 N/A 0.789 1.280  (0.900) 

11 Indonesia -0.057 (0.530) 2.514 (0.000)*** -0.528 (0.147) -0.003 (0.940)  2.38 -0.50 0.00 0.716 2.576  (0.995) 

12 Germany 0.582 (0.001)*** 0.307 (0.501) -0.045 (0.867) N/A  0.73 -0.11 N/A 0.439 0.260  (0.603) 

13 Taiwan 0.538 (0.000)*** -0.116 (0.789) -1.106 (0.086)* 0.558 (0.083)*  -0.56 -3.01 1.53 0.594 -0.205  (0.419) 

14 Canada 0.358 (0.067)* 1.536 (0.005)*** -0.577 (0.059)* 0.784 (0.068)*  2.39 -0.90 1.22 0.640 0.310  (0.622) 

15 Philippines 0.048 (0.793) 4.273 (0.000)*** 0.211 (0.715) 0.300 (0.028)**  4.49 0.22 0.32 0.504 0.923 (0.822) 

16 France 0.138 (0.462) 1.948 (1.083) -0.213 (0.634) 1.745 (0.035)**  2.26 -0.25 2.02 0.378 2.287  (0.989) 

17 Vietnam 0.527 (0.016)** 1.764 (0.044)** -0.549 (0.442) 0.097 (0.924)  3.73 -1.16 0.21 0.722 15.745  (1.000) 

18 Thailand 0.037 (0.839) 2.371 (0.007)*** -0.064 (0.935) N/A  2.46 -0.07 N/A 0.251 0.605  (0.728) 

19 Italy 0.395 (0.062)* 0.334 (0.703) -0.401 (0.457) N/A  0.55 -0.66 N/A 0.181 0.325  (0.628) 

20 Ireland 0.580 (0.005)*** 0.815 (0.068)* -0.421 (0.500) 0.853 (0.160)  1.94 -1.00 2.03 0.609 1.646  0.950) 

Note: p-values are given in parenthesis. * Significant at 10%, ** significant at 5% and *** significant at 1%. N/A: migration data not available for Japan, Korea, 

Germany, Thailand, and Italy. Short-run and long-run elasticities are calculated using Equations (2) and (3). Null hypothesis of Durbin-h test: H0: No serial 

correlation. In the interest of brevity, the estimation results for the three dummy variables in single country model are not reported in the paper but are available on 

request. Generally, the estimated coefficients related to SARS, GFC and mining boom are negative. It is worthwhile noting that the tourism demand is price 

inelastic with the panel data estimation results (Table 2), as they are all statistically significant and less than one in absolute value in the short-run as well as long-

run across the three estimation methods.  At the individual country level results (Table 3) not many of the price elasticities are statistically significant. This may be 

due to the use of small sample (29 observations) in the individual country model. However, the magnitude of the negative price elasticities in the short-run (Column 

4) 16 out of 20 and in the long-run (column 7) 13 out of 20 are less than one.  
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Figure 1: Tourist Arrivals and tourism growth rates, Australia, 1991-2019 

 

Source: Based on ABS (2020) data 

 

 

 

Figure 2: Average Australian inbound tourism growth rate from top 20 source 

countries, 1991-2019 

Source: Based on ABS (2020) data.  
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Figure 3: Average Australian tourist arrival growth rate against per capita income growth 

rate, top 20 source countries, 1991-2019 

 

Source: Based on ABS (2020) data.  

 

 

Figure 4: Average Australian tourist arrival growth rate against tourism price growth 

rate, 1991-2019 

Source: Based on ABS (2020) data.  
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Figure 5: Average Australian tourist arrival growth rate against migration growth rate 

from top 20 source countries, 1991-2019 

 

Source: Based on ABS (2020) data. 
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