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The purpose of this paper is to review the main findings regarding the in-
come/tourism demand relationship and discuss the development of this relationship
over time as well as its impact on tourism growth. The paper draws significant find-
ings regarding the income elasticity of tourism demand, highlighting the most recent
research on this topic and examines future aspects of the income/tourism demand
relationship. A literature review along with unwTto and IMF reports was studied
and assessed to discuss the income elasticity research in recent decades as well as
more recent developments in this area. Income elasticity of tourism demand is today
lower than in the past due, firstly, to the long-term growth of tourism demand lead-
ing to demand saturation and stagnation of some tourism products, and, secondly,
fluctuations across the business cycle. The paper summarizes the main findings and
contributions of studies on the income elasticity of tourism demand thus far and

reflects tourism demand sensitiveness to income as a tourism growth driver.
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Introduction

The relationship between income and demand is one
of the main concerns in economics. Meta-analyses re-
veal an extensive body of research on this relation-
ship in tourism demand (Crouch, 1995; Peng, Song,
& Crouch, 2014; Peng, Song, Crouch, & Witt, 2015),
air travel demand (Gallet & Doucouliagos, 2014), and
other areas, such as residential water demand (Dal-
huisen, Florax, de Groot, & Nijkamp, 2003). Regard-
ing tourism, income in origin markets is recognized
as a dominant explanatory variable of international
tourism demand by many authors (Crouch, 1994; Lim,
1997; Peng et al., 2015).

The study of the relationship between income and
recreation demand relationship started in the 19th
century, explained with Engel’s law. Since then, a num-
ber of studies have been undertaken on the relation-
ship between income and tourism demand. Knowing
tourism demand, its characteristics and relationship

with income is of great importance to researchers and
practitioners especially because of the perishability of
tourism products. Indeed, Dwyer, Forsyth and Dwyer
(2010) highlight that the understanding of tourism de-
mand and its forecasting is essential for tourism mar-
keters, managers, planners and public agencies.

The relationship between income and tourism de-
mand is usually estimated with the income elasticity
of tourism demand-based macroeconomic data using
time data series as well as panel data. Furthermore,
studies on consumer surveys were undertaken lately
to assess the relationship between income and tourism
spending (Bronner & Hoog, 2016). Reviews of studies
on the income elasticity of tourism demand (Crouch,
1995; Song & Li, 2008; Peng et al., 2015) show that ex-
planatory and dependent variables, time periods of
data, methodologies and origin/destination pairs in-
fluence the income elasticity of tourism demand.

Song, Li, Witt, and Fei (2010) found that the most
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used proxies for tourism demand are the number of
tourist’s arrivals and tourist expenditures, but also the
number of tourist’s overnight stays and the length of
stay have been used. While the number of visitors is
difficult to measure undertaking frontier counts for
international visitors, the number of tourists™ arrivals
and overnight stays are easily available based on sta-
tistical reports of accommodation facilities. Tourist
expenditures are reported as international receipts
and international expenditures in country’s balance of
payment and are usually measured using visitor sur-
veys and, as such, being the subject of data collection
problems and leakages (Frechtling, 1987, in Song et
al., 2010). With regards to income, it is usually mea-
sured in nominal or real GDP or GDP per capita. Song
and Witt (2000) highlight that personal disposable
income or private consumption is a better proxy for
income when leisure tourism is investigated. Other
measures of income that were used in the past studies
exist, such as industrial production indices (Gonza-
les & Moral, 1995, in Peng et al., 2015), foreign travel
budgets (Smeral & Witt, 1996, in Peng et al., 2015).
Moreover, tourism demand can also be influenced by
past income in the origin market ‘since changes in in-
come may take some time to affect tourism demand’
(Lim, 1997, p. 842).

The purpose of this paper is to review the main
findings about income/tourism demand relationship
and discuss the change of this relationship over time
as well as its impact on tourism growth. The paper dis-
cusses significant findings about the income elasticity
of tourism demand, highlighting the most recent re-
search on this topic and examines future aspects of in-
come elasticity.

Income Elasticity of Tourism Demand

Since the 1960s, there has been an increasing concern
in research on the income elasticity of tourism de-
mand (Crouch, 1995; Smeral, 2004; Peng et al., 2014).
In fact, the relationship between tourism demand and
income has been widely researched in the form of
income elasticity, which measures the sensitivity of
tourism demand to changes in income. Specifically, it
is the ratio of the percentage change in tourism de-
mand to the percentage change in income.
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Regarding the elasticity of tourism demand, in-
come elasticity is the most frequent variable assessed,
following own-price elasticity, cross-price elasticity
(referring to substitute tourism products or products
in joint demand), and the elasticity of habit persis-
tence and expectations.' Tourism demand elasticity
can be estimated for any influencing factor, which is
adequately measured and reported.?

In line with the direction and magnitude of in-
come elasticity of tourism demand, tourism products
are classified as luxuries (having coeflicient positive
and higher than 1 and being income elastic) or neces-
sities (having coeflicient positive and between o and 1
and being income inelastic). The higher the coefficient
is, the more luxurious the tourism product is and, vice
versa, the closer to o the coeflicient is, the more ne-
cessity is perceived in the tourism product. Products
with negative elasticity coefficient are perceived as ‘in-
ferior! In the same way, tourism destinations can be
classified.

A meta-analysis of tourism demand performed
by Crouch (1995) found that about 70% of estimated
income elasticities of international tourism demand
were income elastic with coeflicients higher than 1,
and 5% of the estimated income elasticities were neg-
ative, referring to an ‘inferior’ destination or possible
estimation error. Since income is an essential influenc-
ing factor of tourism demand, income-elastic interna-
tional tourism demand has been an important driver
of tourism growth. Higher values of income elastic-
ity were found when tourism demand is measured in
terms of tourist arrivals than when it is measured in
terms of expenditure (Peng et al., 2015). Moreover, in-
come elasticity of tourism demand depends on how

!It is measured by lagged tourism demand variable.

*In a study of Italian domestic tourism, Massida and Etzo
(2012) calculated elasticities regarding population density,
aerial distance between town of origin and destination, in-
come (measured in GDP), price (measured in ratio of cpI at
destination to cP1 at region of origin), the ratio of residents
travelers in the region of origin who travel abroad, regional
endowment of touristic places, regional expenditures in cul-
tural activities, ratio of national museums with entrance fee,
highways kilometres, the presence of minor crime over total
one, CO, emissions.
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income is measured, revealing that income elasticity is
higher when permanent income is included that when
current income is obtained in the studys; it is also sen-
sitive to the sample population, specifically whether
only those that travel or the whole population is in-
cluded in the research (Alegre & Pou, 2016).

The study by Smeral (2004) investigated the in-
come elasticity of outbound tourism demand between
1975 and 1999, finding that international outbound
tourism was a luxury good, being income elastic in
24 out of 25 countries. Later studies also show that in-
bound international tourism is a luxury good, for in-
stance, the study on tourism demand in Spain (Garin-
Munoz, 2007) and Turkey (Dogru, Sirakaya-Turk, &
Crouch, 2017). In general, international tourism is
widely recognized in the literature as being income
elastic.

Nevertheless, international tourism can have char-
acteristics of necessities when destinations are close to
origin markets. Nemec Rudez (2016) found that Slove-
nia as a close destination is recognized as a necessity
for tourists from Austria and Italy, probably due to
time and financial convenience. This is consistent with
the findings of Peng et al. (2015) that long-haul travel is
considered more luxurious, having higher coeflicients
of income elasticity than short-haul travel does.

Studies on the income elasticity of tourism demand
usually focus on the general tourism demand. From
the viewpoint of tourism suppliers, it is more appropri-
ate to look at the income elasticity of specific tourism
products. Divisekera (2010) focused on specific prod-
ucts consumed by tourists while visiting Australia
from different foreign origin markets and found that
the coefficient of income elasticity of inbound tourism
demand varies across tourism products. Specifically,
accommodation is recognized as a luxury and shop-
ping as a necessity, whereas other tourism products are
income inelastic or income elastic depending on that
origin market. Investigations of the income elasticity
of specific tourism products aid in better understand-
ing the insights of tourism demand.

Changes in Income/Tourism Demand Relationship
The relationship between household demand and hou-
sehold income was first described in 1857 by Ernst En-
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gel, who stated that as household income increases,
the percentage of income spent on recreation and sim-
ilar products increases more than proportionally. This
happens when basic needs (like food) are satisfied.
In terms of income elasticity, it means that recreation
is income elastic and characterized as a luxury good.
However, a higher standard of living throughout the
2oth century led to a decrease in the income elasticity
of tourism demand. Costa (1997) estimated the income
elasticities of several recreational goods and found that
they had fallen during the period of more than 100
years between 1888 and 1991 from 4 to slightly above 1.
A downward trend of income elasticity of tourism de-
mand is present because the long-term increase in real
income increases the level of satisfaction with tourism
products and, consequently, makes tourism demand
less income sensitive. In other words, income elastic-
ity gives an insight into the future growth of tourism
demand. The lower the income elasticity of tourism
products is, the nearer the tourism market to is the
saturation level.

International tourism remains widely recognized
as a luxury good in many studies. In line with this,
tourism demand has been facing high growth rates
worldwide. However, if we look closely at the tourism
growth rate, it has been decreasing in the past decades
following a weaker sensitivity of tourism demand to
changes in income. As reported by uNwTO statis-
tics (UNWTO, 2005, 2011), there was a 10.6% average
annual growth rate in international tourist arrivals
worldwide between 1950 and 1960, followed by a 9.1%
average annual growth rate between 1960 and 1970 and
a 5.3% average annual growth rate between 1970 and
1980, a 4.7% average annual growth rate between 1980
and 1990, and it fell to only 4.4% between 1990 and
2000; it was followed by a 3.4% average annual growth
rate between 2000 and 2010. Additionally, looking at
only advanced economies, the annual growth rate was
even lower (UNWTO, 2011).

Recent studies show that the income elasticity of
tourism demand further fell during the economic
crisis of the past decade. Gunter and Smeral (2016)
compared the income elasticity of tourism demand
in different world regions, finding that during the pe-
riod between 2004 and 2013 it was lower than pre-
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viously because of the great recession between 2007
and 2009, financial crises, increasing unemployment,
and insecurity; in fact, during the decade between
2004 and 2013, tourism goods became income inelas-
tic with the coefficient varying from o.20 in South-
ern Europe to 0.99 in Asia, reflecting the fact that
tourism has become a necessity. Additionally, Gunter
and Smeral (2017) investigated income elasticity across
the business cycle, dividing it into fast growth-periods
(expansion, peak and slowdown) and slow growth-
periods (recession, through and recovery), revealing
that between 2004 and 2014 tourism products were in-
come elastic during slow growth periods (luxurious)
and income inelastic (necessities) during fast growth-
periods. The reasons for the changing income elastic-
ity of the tourism demand across the business cycle are
loss aversion, liquidity constraints, and precautionary
savings (Smeral, 2016). During a crisis, consumers pay
more attention to spending and, thus, increase precau-
tionary savings because of higher uncertainty about
the future.

Consumers undertake different economizing strat-
egies during the recession, which enable them to par-
ticipate in actual tourism demand, such as reduced
length of stay, cheaper accommodation, closer to ho-
me, fewer holidays, changed period of travel and chea-
per transport (Campos Soria, Inchausti-Sintes, & Eu-
genio-Martin, 2015). Travelling closer home reflects
the substitution of the international travel with domes-
tic travel. However, tourists’ economizing decisions on
tourism expenditure differ across climate conditions
of the origin country (Eugenio-Martin & Campos-
Soria, 2014), education, occupation and age (Campos-
Soria et al,, 2015). Because of spending pattern changes
during different phases of the business cycle, promo-
tional strategies cannot remain unaffected by this phe-
nomenon. Lee, Taylor, and Chung (2011) highlighted
that the economic crisis has lead to the use of more
rational and functional features in promotional strate-
gies. The goal of promotional strategies should be, of
course, to turn the income/tourism demand relation-
ship to the favour of tourism suppliers and destina-
tions.

The most recent economic crisis also revealed how
the income/tourism demand relationship differs be-
tween different tourism products. Based on a ques-
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tionnaire on holiday patterns, Brooner and Hoog
(2017) found that the main summer holidays have an
asymmetric tourism demand, belonging to the cat-
egory of necessities during crisis because of crisis-
resistance and to the category of luxuries exhibiting
considerable growth during the expansion phase of
the business cycle; in contrast, short in-between vaca-
tions and day trips are ‘classic luxuries, with symmet-
ric tourism demand across the business cycle with sub-
stantial demand decrease during recession and con-
siderable growth during the recovery. Regarding econ-
omizing priorities during crisis, the main summer hol-
iday exhibits a low economizing priority, which sug-
gests that consumers economize on other products.

In summary, the income elasticity of tourism de-
mand is continuously changing due to, firstly, long-
term increases in the standard of living and, con-
sequently, increasing levels of satisfaction with the
tourism products consumed, and, secondly, fluctua-
tion across the business cycle.

Future Tourism Growth and Income/Tourism
Demand Relationship

Gunter and Smeral’s recent study (2017) on the in-
come elasticity of tourism demand poses a question
of whether the income elasticity of tourism demand
could become elastic after the economic crisis in the
near future, highlighting that this largely depends on
economic and political frameworks. Moreover, both
income elasticity growth and tourism demand growth
will probably differ based on the tourism product type.
Higher income elasticity will be probably related to
the experience-oriented tourism products with high-
growth perspectives, while lower income elasticity will
be present for products with low-growth perspectives
or stagnation, such as mass-tourism products, accord-
ing to Gunter and Smeral (2016).

Indeed, tourism demand and its growth depend on
income and its elasticity as discussed by Gunter and
Smeral (2016). Income growth measured by the real
GDP annual growth rate in advanced economies is to-
day lower than in the past (Figure 1). According to the
IMFs economic forecasts (see https://www.imf.org),
the real GpP annual growth rate will be around 2%
in advanced economies in the coming years. Along
with the low-income elasticity of tourism demand,
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Figure1

Real gpp Annual Growth (%) of Advanced Economies in the Period between 1980 and 2016 and Forecasts

for the Period 2017-2022 (based on data from International Monetary Fund, www.imf.org)

it reveals that tourism growth, especially in terms of
tourism spending, will probably remain low. As men-
tioned above, experience-oriented tourism products
will probably have high tourism growth.

Tourism today faces the high growth of tourists’ ar-
rivals; however, from the economic standpoint, know-
ing the growth of expenditures is essential. Peng et al.
(2015) found that income elasticity has lower values
when measured in terms of expenditures than when
measured in terms of tourist arrivals. Tourism growth
during 2004 and 2013 was merely due to physical
tourism demand (tourist arrivals and overnight stays)
and not expenditures (Gunter and Smeral, 2016). It
can be concluded that tourism expenditures will not
be as high as they were in the past nor will they be in
terms of physical measures of tourism demand. Fol-
lowing forecasts of tourists’ arrivals for the 2020-2030
period (UNWTO, 2017), average annual growth rate of
tourists’ arrivals in advanced economies will be 1.8 %,
which is lower than in the past (2.6 % forecasted for the
period between 2010 and 2020 and 2.7 % in the period
between 1995 and 2010). Thus, tourism growth rate is
diminishing in terms of tourists’ arrivals, and probably
it will be even lower in terms of expenditures.

Conclusion

The income elasticity of tourism demand has attracted
much interest in the tourism literature. Understand-
ing how consumers respond to income changes pro-
vides a useful tool for tourism planning and gives crit-

ical insights into tourism demand to decision makers
for strategy and policy implementation. The paper dis-
cusses the relationship between income and consump-
tion in the field of tourism.

In general, tourism demand is currently growing
more slowly than income and GpP than in the past.
Consumers are less sensitive to income than in the past
because of the rising purchasing power, but income
elasticity of tourism demand varies cyclically across
the business cycle. Moreover, the tourism industry
in different countries is confronted with consumers
with different income elasticities that require market-
ing strategies adapted to each specific origin market.
Tourism products and destinations facing with low-
income elasticity can foster demand growth by tar-
geting new segments with a high-income elasticity of
tourism demand or/and design experience-based in-
novative products with high growth potential, such
as products oriented towards customer’s new experi-
ences, local knowledge and heritage issues.

As the final word, savings and savings regimes also
have a significant impact on tourism consumption as
noted by Wang (2014). Further research on the re-
lationship between savings and income elasticity of
tourism demand, especially among different income
groups, would be welcome.
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