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POAb TYPUIMA KAK PAKTOPA, OBECNEYUBAIOLLLETO 2KOHOMWUYECKUIA
POCT B PECNYBAUKE APMEHUSA: MPOBAEMbI U NEPCMNEKTUBbI

Aurnomayus. C 2012 no 2019 204 uucao mypucmos pocao, u 8 2019 204y Apmeruro nocemu-
au 1,8 munnuona uenosex. B nocacayowue 20401 3ma yugpa e 6viaa npessoiigena, u pacxoiwl
mexcayrapoamolx nocemumencii 8 2022 204y cocmasuau oxkono 2,44 munauapaa aonnapos
CLIA (umo cocmasasem 12,5% BBII). B cmamoe npeanpunsama nonsimka onpejeaums pob
pPACX0408 UHOCMPAHHBIX MYPUCmMos, npubvisaiowux 8 Apmenuro, 8 obvscHeHuu cmamucmuuecku
BHAUUMBIX USMEHeHUll 8 peanbHoM sarosom sHymperHem npoaykme (BBII); u poas npumoka
mypucmos u 06MeHHO20 KYypca 6 0OBACHEHUU CMAMUCMUYECKU SHAYUMbIX USMEHCHUL 6 no-
CMYNACHUSIX OM mMypusMa 6 KPAMKOCPOUHOL nepcneKmuse HA OCHOBE MEMOJO8 OUCHKU
HAUMEHbUUX KBAJAPAMOB U UCnoavsosaHuss kseapmanvrulx Jganmolx  (2012xel-2023ke2);
HACKONbKO YA38UMa 3KoHomuka Apmenuu k sHewHum wiokam, umobbl npeA0H UMb COOMBEEM -
cmsyrouue PEKOMEHAAUUU NO NPUOPUMEMAaM AAS PeUuleHUs CMOSWUX nepe] Hell npobaem Ha
ocHoge  paspabomamHbIMU  HAMU ~ pasauvHvlx  cueHapuii. Hamu  gokasamo  Haauuue
«MYAbMUNAUKAMUBHOZO0 3()heKMa» 8 OMHOUIEHUU MYPUCTIUUECKUX NOCIMYNACHUU U NPUXOIUM
K 8b1604Y, umo skoHomuka Apmenuu ysssuma k usmexeHusm 8 npumoke mypucmos (ocobeHHO
npuesycux us Poccuu). Heboavwoe coxpawerue uucra mypucmos, npubvisaiowux us Poccuu,
UAU eCAU UX KOAUUECTNIBO OCTNAHEMCS HEUSMCHHBIM, MO 31O MOMCCM CONPOBONCAAMbC CHUNCC-
Huem pacxogos poccuiickux mypucmos 8 Apmenuu 6 nepuog 2024-2026 20z08. Mot npuxoaum
K 8b180JY, 4MO BABbIUCHMBII KYPC APMAHMCKO20 Apama no omuowieHuio k goarapy CIIIA s
KPAMKOCPOUMOLL U CPEJHECPOUHOLL NEPCNEKMUBE HEZAMUBHO NOBAUSCM HA UEHOBYIO KOHKYPEH-
mocnocobrocmb ApmeHuu Kak npusaekameabHO0 MYPUCMUUECKOZO HANPABACHUS JAS UMO-
CMPAaHHBIX MYpUcmos, ecau moavko Apmenuu me yasacmces npegroxcums kowkpemmvle mypu-
cmuveckue nPoAYKMbL C Y4emoM COOMHOUICHUS UCHbL U KA4eCmed AAS TNPUBACUCHUS UHO-
cmparues. Mot noguepkusaem saxcHocme Haruuus 2-36e3J0UMbBIX OMeneli UAU HEFOPO2020 MU~
AbS 8 CpeaMecPOUMOil nepcnekmuse, 4mobbl NPEJOMBPAMUMb COKPAUEHUE YUCAA MYPUCTIOB,
ecau Kype apMAHCKOZO APAMa OCMAMEMCs 3ABbIUCHHDLM.

Kawuesvie crosa: mypusm, mypucmuueckue nocmynaeHus, mypnomox, 3KOHOMUUECKUL POCT,
ys38UMOCMb 3KoHOMUKU, Apmenus
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THE ROLE OF TOURISM AS THE FACTOR ENSURING ECONOMIC GROWTH
IN THE REPUBLIC OF ARMENIA: CHALLENGES AND PROSPECTS

Abstract. The tourist arrivals were growing from 2012 to 2019, and 1.8 million people visited
Armenia in 2019. That number was not surpassed in subsequent years, and the expenditures by
international inbound visitors amounted to about 2.44 billion US dollars in 2022 (accounting
for 12.5% of GDP). The article attempts to identify the role of expenditures by international
inbound visitors in Armenia in explaining the statistically significant changes in the real gross do-
mestic product (GDP), and the role of tourist arrivals and exchange rate in explaining statistical -
ly significant changes in tourism receipts in the short run utilizing the least squares estimation
techniques and using quarterly data (2012q1-2023q2); and how vulnerable the Armenian econ-
omy is to external shocks to propose respective recommendations on priorities to address the chal-
lenges faced under various scenarios we built. We find evidence of the «multiplier effect» with
respect to tourism receipts and conclude that the Armenian economy is vulnerable to changes in
tourist arrivals (especially visitors from Russia). The slight reduction in tourist arrivals from Rus-
sia or if their number remains unchanged could be accompanied by a decrease in expenditures by
Russian visitors in Armenia in the period 2024-2026. We conclude that the overvalued Armeni-
an dram against the US dollar in the short run and medium term would negatively affect the
price competitiveness of Armenia as an attractive travel destination for foreign visitors unless Ar-
menia succeeds in offering specific tourism products by taking into account the price-perceived
quality ratio to attract foreigners. We emphasize the importance of the availability of 2-star hotels
or affordable accommodation in the medium term to prevent a drop in tourist arrivals if the Ar-
menian dram remains overvalued.

Keywords: tourism, tourism receipts, tourist arrivals, economic growth, vulnerability of the econ-
omy, Armenia

Introduction

Upon overcoming the aftermath of the Global Financial Crisis of 2008, Armenia reported an in-
crease in tourist arrivals (calculated according to the methodology of the World Tourism Organiza-
tion (WTO)) from 2012 to 2019, reaching 1,894,377 international inbound visitors in 2019 and this
number of tourist arrivals was not surpassed in the period 2012-2022 (see table 1). The tourist arri-
vals rebounded in 2021 (upon the severe decline in tourist arrivals in 2020 (y./y.) explained by im-
posed restrictions on tourism and travel activities owing to the pandemic) and in 2022, tourist arri-
vals surpassed the number of arrivals in 2018, amounting to 1,665,658 international inbound visi-
tors, the second largest amount in ten years (see Table 1). In the case of expenditures by the interna-
tional inbound visitors in Armenia, in 2022, the amount reached about 2.44 billion US dollars (see
Table 1), accounting for 12.5% of the GDP, which is the highest amount during the last ten years
(see Table 2).

This could support the evidence that tourism could become a vital factor for Armenia in ensuring
economic growth in the medium term if tourist arrivals report steady growth. However, it emphasiz-
es the importance of identifying the role of tourism (namely, expenditures by the international in-
bound visitors to Armenia) in ensuring economic growth in Armenia, mainly in the short run, to
figure out how vulnerable the economy of Armenia is to changes in expenditures by visitors when a
sharp decline in tourist arrivals could be reported owing to the global pandemic or financial and
€conomic crisis.
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Table 1
Expenditures by International Inbound Visitors and Tourist Arrivals
in Armenia Classified according to the WTO Methodology

The visitors that are Expenditures by the visitors that are tourists on the WTO methodology
Period tourists on the WTO | Million Billion Billion Expendin_lres Exper}ditures per EXpenditL}res
methodology USD AMD AMD per tourist tourist (AMD, per tourist
(nominal) (real) (USD) nominal) (AMD, real)
2012 963,035 817.5 | 328.42 328.42 848.83 341,026 341,026
2013 1,081,984 880.4 | 360.63 340.86 813.68 333,309 315,037
2014 1,203,745 965.8 | 401.71 368.63 802.37 333,720 306,238
2015 1,192,119 935.8 | 447.25 395.77 785.01 375,170 331,991
2016 1,259,657 1,016.5| 488.42 438.34 806.97 387,741 347,988
2017 1,494,779 1,203.7| 581.05 516.32 805.27 388,722 345,413
2018 1,651,782 1,329.0( 641.91 556.48 804.61 388,619 336,899
2019 1,894,377 1,528.0( 734.10 627.62 806.58 387,518 331,306
2020 360,338 287.3 | 140.50 118.69 797.35 389,909 329,398
2021 875,772 7842 | 395.06 311.33 895.44 451,096 355,493
2022 1,665,658 2,439.1| 1,062.64 | 771.12 1,464.34 637,970 462,949
Jan-Jun 2022 588,731 7183 | 333.50*% | 245.74* 1,220.07 566,469* 417,403*
Jan-Jun 2023 1,002,878 1,383.5( 539.10*% | 383.01* 1,379.53 537,553* 381,910%

Sources: [15]; [16]; [19, pp. 6-7]; [20, pp. 6-7], [18, pp. 6-7]; [21, p. 23]; [11];
* Notes: Calculated on the basis of quarterly data, taking into account the appreciation of the Armenian dram against the
US dollar. 2012=100. Authors’ own calculations.

These estimates could help the Government of Armenia to craft a short- and medium-term tour-
ism development strategy to make the country more competitive and attractive to appeal to and draw
tourists, to identify the vulnerability of the economy to expenditures by international inbound visitors
and design crisis response measures in the short term, namely while designing industry growth sce-
narios.

The growth in real expenditures by international inbound visitors in Armenia in 2022 (y./y.) was
namely explained by the appreciation of the Armenian dram against the US dollar, and purchase of
more goods and services, since the real expenditures per tourist (AMD, 2012=100) reported an in-
crease (see Table 1). The growing tourist arrivals in the period 2021-2022 were accompanied by an
increase in real expenditures per visitor (see Table 1). Compared to the composition of geographical
distribution of tourists in 2019, the share of Russian tourists visiting Armenia significantly increased
accounting for 40.2% and 47.5% respectively in the period 2021-2022, whereas in 2019, the share
comprised only 22.7%, and it reached 38.2% in 2020 [24, p. 144]; [23, p. 163]; [25, p. 114]. Already
in the first half of 2023, tourist arrivals reported a 70.3% increase compared to the same period of
2022, amounting to 1,002,878 tourists [26, p. 158]. In the composition of the geographical distribu-
tion of tourists who visited Armenia in the first half of 2023, the share of tourists from Russia ac-
counted for 51.7%, and tourist arrival from Russia increased 2.1 times compared to the same period
of previous year [26, p. 161]. This also means that the dependence of the Armenian tourism industry
from one travel market, namely Russia, increased substantially at the end of the first half of 2023.

Table 2
Tourism receipts-to-GDP (Expenditures by International Inbound Visitors-to-GDP) ratio (%)

2012 | 2013|2014 2015|2016| 2017 | 2018 | 2019 | 2020 2021 | 2022

Tourism receipts-to-GDP ratio 7.70 | 7.92| 832 | 8.87| 9.64 | 10.44| 10.67 | 11.22| 2.27 | 5.65 | 12.50

Sources: [14]; [15]. Authors’ own calculations.

Upon the first quarter of 2020, the closure of borders during the pandemic caused a sharp decline
in the tourism industry of Armenia owing to the aftermath of the global pandemic; however, the vul-
nerability to a single and/or major travel market was not as high as it was in the first half of 2023.
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International visitors from all over the world could not visit Armenia owing to the lockdown, thus
resulting in zero tourist arrivals in the second quarter of 2020, with the gradual lifting up of re-
strictions tourist arrivals comprised 36,277 in the fourth quarter (and 16,471 arrivals in the third quar-
ter), while during the first quarter of 2020, 307,590 tourists visited Armenia [16]. In 2020, hotels and
similar accommodation industry reported a sharp decline of 68.7% (y./y.) (the decline could have
been even sharper if the people infected with COVID-19 (or that had been cured) and/or under quar-
antine had not lived in such amenities at the expense of the state), while the decline of the travel
agency, tour operator reservation service and related activities industry was even more severe com-
prising 85.7% (y./y.) [24, p. 56, 58]. In 2021, both industries bounced back reporting growth of 2.3
times and 77.7% (y./y.), respectively [23, p. 56, 58], that continued in 2022 as well and reporting
double-digit growth of 16.1% and 42.1% (y./y.), respectively [22, p. 57, 59]. The strong performance
of hotels and similar accommodation industry was explained by the increase in the number of hotels,
thus translating into higher sales turnover and or proceeds (both nominal and real) (see Table 3).

Table 3
Number of Hotels and Sales Turnover (Proceeds) thereof in Armenia from 2012 to 2022

20122013 |2014 {2015 (2016|2017 | 2018 | 2019 {2020 | 2021 | 2022*

Armenia Number | 343 | 379 | 409 | 474 | 549 | 556 | 652 | 769 | 847 | 980 1029

Hotels Yerevan Number | 207 | 226 | 229 | 274 | 302 | 320 | 390 | 410 | 480 | 567 594

Marzes (Regions) | Number | 136 | 153 | 180 | 200 | 247 | 236 | 262 | 359 | 367 | 413 435

Nominal [15.48(17.89(18.94(22.13|22.96|28.43|34.50|41.79(16.49| 35.80 | 51.83

Armenia
Real 15.48(16.91(17.38|19.58]|20.61|25.26(29.91|35.73(13.93| 28.21 | 37.61
Sales turnover v Nominal [13.58]|15.40(15.59|18.56|18.58|22.83(27.88(33.77|11.84| 26.79 | 40.66
(billion AMD)| ¥ €revan
Real 13.58(14.55|14.30|16.42|16.67|20.28 | 24.17|28.87(10.00| 21.11 | 29.50
] Nominal | 1.90 | 2.49 | 3.35|3.57 | 438 | 5.60 | 6.62 | 8.02 | 4.65| 9.02 | 11.17
Marzes (Regions)

Real 1.902.36|3.07|3.16 393|498 (5.74]6.86|3.93| 7.10 | 8.11

Sources: [19, p. 6]; [20, p. 6], [17]. Notes: * Does not include value added and other similar indirect taxes. 2012=100.
Authors’ own calculation

From the point of view of the Government of Armenia, at the beginning of the second quarter of
2020, it could have been of urgent importance to figure out how much the expected reduction in real
expenditures per tourist could have been (estimated using data from the previous periods) to identify
the expected loss of tourism receipts if, for example, a million international inbound visitors had not
visited Armenia owing to travel restrictions regardless the fact of country of origin of visitors (travel
market); and to have an insight on the amounts required to be allocated for funding crisis-response
measures to mitigate the situation.

In the second quarter of 2022, when the Russian-Ukrainian conflict began, two scenarios could
have been expected:

1. Regardless the fact, whether the economic situation in Russia would have worsened or not, an
increase in the number of visitors from Russia could have been expected, taking into account the re-
strictions on visa issuance by several countries (especially the Western ones), etc.;

2. The expected deterioration of the economic situation in Russia could have negatively affected
the tourist arrivals from Russia, thus resulting in a drop in thereof.

Therefore, in the second quarter of 2022, it could have been important for the Government of Ar-
menia to have the expected impact of changes in the real expenditures by international inbound visi-
tors in Armenia (classified as tourists according to the methodology of the WTO) on the real GDP
(estimated using data of the previous periods) to craft respective crisis-response measures (if neces-
sary) or to support the companies representing tourism industry to attract more tourists.

In the second quarter of 2023, when an increase in Russian tourist arrivals was reported compared
to the same period of the previous year [26, p. 161]; in the third quarter of 2023, it would have been
specifically important for the Armenian government to have an insight on the expected impact of
changes in real expenditures by international inbound visitors in Armenia on the real GDP, by taking
into consideration the following two scenarios:

1. In the short run, after the end of the Russian-Ukrainian conflict, the economic situation in Rus-
sia could worsen and a significant decrease in the number of tourist arrivals from Russia would be
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reported and/or after the end of the conflict, regardless of the economic situation in Russia, re-
strictions on visa issuance by the Western countries could be lifted and a significant decrease in the
tourist arrivals from Russia to Armenia would be reported;

2. After the end of the Russian-Ukrainian conflict, in the period 2024-2026, the economic situa-
tion in Russia could worsen and a certain but slight decrease in tourist arrivals from Russia would be
reported or the arrivals would remain unchanged accompanied by a decrease in expenditures by visi-
tors from Russia in Armenia.

Therefore, in the third quarter of 2023, the Government of Armenia might have been interested in
knowing about the expected impact of changes in the real expenditures by international inbound visi-
tors in Armenia on the real GDP (estimated using data from the previous periods) to design respec-
tive crisis-response measures (if necessary) or to support the travel & tourism industry companies to
attract more tourists from the Western and upper-middle-income countries.

Therefore, our purpose is to identify the role of expenditures by international inbound visitors in
explaining statistically significant changes in the real GDP, and the role of tourist arrivals and ex-
change rate (Armenian dram against the US dollar) in explaining statistically significant changes in
tourism receipts in the short run utilizing the least squares estimation techniques and using quarterly
data spanning from the first quarter of 2012 to the second quarter of 2023; to find out how vulnerable
the economy is to external shocks and highlight the respective priorities to address the challenges
under various scenarios we built.

Brief Literature Review

According to the tourism-led-growth hypothesis (TLGH), derived from the export-led growth hy-
pothesis (ELGH), not only the increase in the amount of labor and capital can ensure economic
growth, but also growth in exports [1, p. 2]. Based on the literature review, Brida and Pulina (2010)
presented how international tourism has a positive impact on long run economic growth via various
channels [1, pp. 4-6]. By reviewing numerous publications published up to 2010 (including), they
conclude that except for a few countries, the TLGH is valid for both developing and developed
countries [1, p. 12].

The impact of expenditures by international inbound visitors (tourism receipts) on the real GDP
has been addressed and discussed by various authors. In particular, Fayissa et al. (2011), based on the
estimation results using panel data from 1990 to 2005, find that a 10% increase in expenditures by
international inbound visitors could cause 0.4% increase in the GDP per capita of a typical Latin
American country, and conclude that the countries with comparably lower income level could ensure
higher economic growth in the short run by making investments strategically in the tourism industry
[6, p. 1366, 1369, 1372]. Cannonier and Burke (2018), based on the panel data from 1980 to 2015 of
15 Caribbean countries, by investigating the relationship between tourism and economic growth find
that, depending on specifications, a 1% increase in tourism results could cause to an increase in the
economic growth varying from 0.03% to 0.1%, and tourism multiplier is around 0.25 [2, p. 90, 103-
104]. Xia et al. (2021) attempt to find evidence of the TLGH with respect to 34 countries in Europe
(including Armenia) using annual data spanning from 1995 to 2015 and utilizing 8 main indicators
describing tourism industry performance, indicating the degree of development of the tourism sector
of the given country, and confirm the tourism-led-growth hypothesis for these countries [10, p. 239,
242,244,247, 255].

Many scholars attempted to confirm the tourism-led-growth hypothesis for various countries,
namely, De Vita and Kyaw (2017) for 129 low-, middle-, and high-income countries [4]; Chiu and
Yeh (2017) for 84 developing and developed countries [3]; Fahimi et al. (2018) for 10 micro states
(Barbados, Cuba, Cyprus, the Dominican Republic, Fiji, Haiti, Iceland, Malta, Mauritania, and Trini-
dad and Tobago) [5]; Tang and Tan (2018) for 167 countries [9]; Sokhanvar et al. (2019) for 16
emerging-market economies (Brazil, China, Chile, Colombia, Hungary, India, Indonesia, Malaysia,
Mexico, Peru, Philippines, Poland, Russia, South Africa, Thailand, and Turkey) [7]; gkrinjarié
(2019) for 8 countries from the Central, Eastern and Southern Europe (Bulgaria, Croatia, the Czech
Republic, Hungary, Poland, Romania, Slovakia, and Slovenia) [8]; etc.

Therefore, tourism and, in particular, expenditures by international inbound visitors have a posi-
tive impact on the economic growth of countries, in general.

Methodology and Data Description

We have defined our models as the followings to identify:

— the role of expenditures by the international inbound visitors in Armenia in explaining the statis-
tically significant changes in the real GDP;
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— and the role of tourist arrivals and the exchange rate (Armenian dram against the US dollar) in
explaining the statistically significant changes in the expenditures made by tourists in the territory of
the Republic of Armenia:

Real GDP = f (real expenditures by the international inbound visitors in Armenia) (1),

Real expenditures by the international inbound visitors in Armenia = f (tourist arrivals, exchange
rate (Armenian dram against the US dollar)) (2).

Taking into account the fact that the Statistical Committee of Armenia switched to the System of
National Accounts 2008, the respective data have been published starting from 2012, the data of the
previous years are not compatible with the data published since 2012, especially with respect to the
GDP, value added by various industries, and main expenditure components as well. Therefore, with
respect to the first model, the estimation of the equation was done using quarterly data covering the
period from the first quarter of 2012 to the second quarter of 2023 (i.e. 46 quarters). 2012 was con-
sidered as the base year (2012=100) for respective calculations. Seasonally adjusted quarterly data of
the real GDP data were calculated by using chained indices of GDP real volume [12] and value of the
GDP of 2012 [13]. To convert quarterly data (spanning from the first quarter of 2012 to the second
quarter of 2023) of the nominal expenditures by the international inbound visitors (tourism receipts)
[15], expressed in US dollars into the real values expressed in AMD, the nominal values were multi-
plied by the average exchange rates (calculated based on the monthly data) of the Armenian dram
against the US of the respective period [11] and then these values were adjusted by the Consumer
Price Indices [19, p. 7]; [20, p. 7]; [18, p. 7]; [21, p. 23] of the respective period (CPI) calculated for
each quarter (2012=100).

In the case of the first model, the regression equations were estimated for two separate periods
(2012q1-2022q92 and 2012q1-2023q2). The selection of the first period is explained by the fact that
when the Russian-Ukrainian conflict started in the first quarter of 2022, from the point of view of the
vulnerability of the economy of Armenia, it was important to get an insight into the expected impact
of changes in the expenditures by the international inbound visitors classified as tourists on the WTO
methodology [16] on the real GDP of Armenia. The choice of the second period is explained by the
fact that based on the estimation results, it could be possible to figure out how vulnerable the Arme-
nia economy is to the tourism receipts, and to compare the estimated coefficients with the coeffi-
cients of the first period as well. Before estimating the equations, the real expenditures by interna-
tional inbound visitors expressed in Armenian drams were seasonally adjusted, using the moving av-
erage method.

As for the second model, taking into account the fact that during the lockdown owing to the pan-
demic, tourist arrivals were non-existent and amounted to nil in the second quarter of 2020 the time
series thereof could not be seasonally adjusted in the case of the two periods of interest, we have add-
ed 0.0000000001 to the values of all the variables for the entire sample period, and this does not af-
fect the estimation results. In the case of this model, the estimation of the regression equations was
carried out for three separate periods: 2012q1-2020q1; 2012q1-2022q1; and 2012q1-2023q2. The
choice of the first period is conditioned by the fact that when travel restrictions were introduced at
the end of the first quarter of 2020, it would have been necessary to find out what the expected im-
pact of the absence of tourists could have been on the decrease in the expenditures of international
inbound visitors in Armenia.

Before estimating the regression equations, the stationarity of the variables included in the equa-
tions was tested, and finding the evidence that the given time series were not stationary, they were
taken in the first difference to ensure the stationarity thereof. We also found that the correlation coef-
ficients between the independent variables included in the equations did not exceed 0.5 (an absolute
value) for all periods, which was evidence of no multicollinearity problem. The regression equations
were estimated utilizing the least squares techniques for different periods.

We have estimated the following equations:

dgdp,=oy + a;*dtssa, + & (3)

Where:

dgdp;, s the first difference of the seasonally adjusted value of the real GDP in period t.

dtssa, is the first difference of the seasonally adjusted value of the real expenditures by international
inbound visitors in Armenia classified as tourists, according to the WTO methodology in period t.

oy, a; are model unknown parameters.

&, is the error term in period t.

dtssa=py+ p;*dtnssa, +f,*dexr+v, (4)

Where:

dtssa, is the first difference of the seasonally adjusted value of the real expenditures by international
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inbound visitors in Armenia classified as tourists, according to the WTO methodology in period t.

dtnsa, is the first difference of the seasonally adjusted tourist arrivals according to the WTO method-
ology in period t.

dexr, is the first difference of the exchange rate (3-month average) of the Armenian dram against the
US dollar in period t.

Lo, b1, B2 are model unknown parameters.

v, is the error term in period t.

We tested for the evidence of autocorrelation and found the evidence thereof, therefore, we incor-
porated respective MA order processes in the equations to deal with the problem

Then, upon incorporating the respective MA order processes into equations we tested for the evi-
dence of autocorrelation, heteroskedasticity, and normal distribution of error term, by performing the
following tests: Breusch-Godfrey Serial Correlation LM (lags included: 4); Breusch-Pagan-Godfrey;
and Jarque—Bera.

Results and Discussion

Real expenditures by international inbound visitors to Armenia — the real GDP nexus. In general,
the variables included in both models explain about 50% of the changes in the real GDP (see Table 4,
Estimation #1, 2), which is conditioned by the fact that our purpose was not to include other variables
in the regression equations to identify the role of those factors in explaining the statistically signifi-
cant change in the real GDP.

After the end of the first quarter of 2022 (when the Russian-Ukrainian conflict started), according
to estimation results using quarterly data spanning from the first quarter of 2012 to the first quarter of
2022, the Government of Armenia could have expected, on average, that the change in the real ex-
penditures by the international inbound visitors in Armenia classified as tourist according to the
methodology of the WTO by 1 dram in period t (quarter) could have caused an increase in the real
GDP by 1.119 Armenian drams in the same period (see Table 4, Estimation #1).

Table 4
Estimation Results-1 (Method: Least Squares)

Dependent variable

Estimation #1:
Sample: 2012q1-2022q1

Estimation #2:
Sample: 2012q1-2023q2

dedp, Adjusted sample: 2012q2-2022q1 Adjusted sample: 2012¢2-2023q2
dssa, 1. 1(;93447;312224 1. 1(3:52334;@?;275
TSI 09 S15 35S
MA() (-3j(6)157())§‘** (-4-.(2)'7554)1**
R-squared 0.509 0.518
Adjusted R-squared 0.483 0.495
Included Quarters 40 45

Notes: t statistics values in parentheses. *** denotes significant at 1 percent significance level

This indicates the «multiplier effect» of expenditures by the international inbound visitors in Ar-
menia since an increase in real expenditures by one dram causes a greater increase in the real value
added in Armenia (exceeding 1 dram), which means that tourism contributes to the development of
related sectors of the economy and to ensuring higher economic growth rates. Therefore, the increase
in tourist arrivals from other countries especially from Russia would contribute to the economic
growth. After the first quarter of 2022, a sharp increase in the number of visitors compared to 2021
(in 9 months) [16] was reported, mainly explained by the first scenario mentioned by us, that regard-
less of the macroeconomic stance in Russia, an increase in the number of visitors from Russia could
have been expected, taking into account restrictions on the visa issuance by several of countries
(especially the Western countries), etc.

After the end of the second quarter of 2023 (when the number of visitors from Russia had already
sharply increased), according to the results of estimation using the quarterly data from the first quar-
ter of 2012 to the second quarter of 2023, the Government of Armenia could expect, on average, that
a change in the real expenditures by international inbound visitors in Armenia by 1 Armenian dram
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in period t (quarter) could cause an increase in the real GDP by 1.155 Armenian drams in the same
period (see Table 4, Estimation #2). Based on these results, we could conclude with the deepening
«multiplier effect» of expenditures by international inbound visitors in Armenia, which meant that
growth in tourist arrivals could increase the impact of expenditures by visitors on the real GDP of
Armenia with respect to the real value added generated.

Based on these results, we could also conclude that after the second quarter of 2023, the
dependence of the Armenian economy on the tourism industry has increased, which means that the
economy would become more vulnerable to the Russian economy, especially in terms of the changes
in tourist arrivals from Russia. On the other hand, taking into account the fact that in the first half of
2023, compared to the same period of the previous year, an 11.2% decline was reported by the hotels
and similar accommodation industry accompanies by a sharp increase in tourist arrivals (especially
from Russia) [26, p. 48, 158, 161] and increase in the number of hotels (see Table 3), we could sup-
pose that especially in the case of visitors from Russia, the latter did not prefer to stay at hotels, but,
for example, preferred accommodation and/or apartments for daily rent, or rented apartments of those
who had already moved from Russia to Armenia.

That means that after the second quarter of 2023, the second scenario indicated by us for the peri-
od 2024-2026 could be expected, under which the economic situation in Russia would worsen, thus
resulting in some, but not large, decrease in tourism arrivals from Russia, or the number would re-
main unchanged to a certain extent and that would be accompanied by a reduction in expenditures by
Russian visitors in Armenia. It turns out that an increase in tourist arrivals in the short run and medi-
um term might not result in an increase in the real expenditures by international inbound visitors in
Armenia and might even lead to a reduction, which would negatively affect the economic growth in
Armenia.

Therefore, the priority of the Government of Armenia should be diversification in the short run
and medium term with respect to the export markets, in case if tourist arrivals from Russia at least
remain at the same level and/or report a slight reduction, to ensure the increase in tourist arrivals
from other countries, and desirably from the high- and upper-middle-income countries.

Tourist arrivals and the exchange rate-the real tourism receipts nexus in Armenia. Taking into
account the fact that in the case of two periods (2012q1-2022q1 and 2012q1-2023q2), the estimation
results cannot be considered reliable, only the results of estimation for the first period (2012ql-
2020ql) are presented here (see Table 5, Estimation #3).

Table 5
Estimation results-2 (method: Least Square)

Dependent variable’ Estimation #3:
dt P Sample: 2012q1-2020q1
558 Adjusted Sample: 2012q2-2020q1
3345449
dtnsa, (23.945)*
117773790.4
dexr; (2.559)**
Constant _60?_10%28)6'56
0.862
MA(4) (-11.324)%*%*
R-squared 0.960
Adjusted R-squared 0.955
Included quarters 32

Notes: t statistics values in parentheses. ** denotes significant at 5 percent significance level;, *** denotes significant at 1
percent significance level.

In general, the variables included in the model explain about 95% of the changes in real
expenditures by international inbound visitors in Armenia (see Table 5, Estimation #3).

At the beginning of the second quarter of 2020, during the lockdown, the Government of Armenia
could have expected (based on the data from the first quarter of 2012 to the first quarter of 2020) that
the decrease in tourist arrivals by 1 in period t (quarter) could have caused a reduction in the real
tourism receipts in Armenia by 334,545 AMD during that same period (see Table 5, Estimation #3).
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Therefore, if, for example, 400,000 tourists had not visited Armenia in the second quarter of 2020, the
expected amount of «losses in tourism receipts» i.e. the decrease in expenditures by international in-
bound visitors in Armenia could have reached 133.82 billion AMD, on average.

As for the depreciation of the Armenian dram against the US dollar, it becomes clear from the re-
sults of the estimation that if the Armenian dram depreciates by 1 Armenian dram against the US dol-
lar, that could cause an increase in the real expenditures by international inbound visitors in Armenia
by 117,773,790.4 Armenian drams, on average (see Table 5, Estimation #3). On the contrary, based on
the estimation results, it becomes clear that the appreciation of the Armenian dram against the US dol-
lar leads to a reduction in the real expenditures of tourists in Armenia. Therefore, the appreciation of
the Armenian dram to quite a large extent against the US dollar might lead to a reduction in the real
expenditures by tourists in Armenia, and this would negatively affect the economic growth in Arme-
nia.

If we compare the estimation results (see Table 5, Estimation #3) with the real expenditures per
tourist in Armenia, especially with the amount of 2022 (see Table 1), it becomes clear that the depreci-
ation of the Armenian dram [11] was not considered as the key factor that could have had a negative
impact on the tourism receipts. This also indicates the following:

1. Visa restrictions for Russian citizens reduced the number of acceptable (favorable) countries for
Russian tourists (probably also from the point of view of friendly treatment), that they could visit in
2022. It could be supposed that still having some savings, visitors from Russia were able to increase
their expenditures in 2022 in order to spend their vacation in Armenia. Based on the performance of
hotels and similar accommodation industry in the first half of 2023 (compared to the same period of
2022) [26, p. 48, 161] and the changes in the tourism arrivals [16], we could conclude that the
deteriorating economic situation in the Russian Federation (especially from the second quarter of 2022
to the second quarter of 2023) [27] along with the overvalued Armenian dram [11] would lead to the
decline in the real expenditure by visitors from Russia in the short run and medium term.

2. The number of visitors with Armenian roots probably comprised a significant share in the com-
position of tourist arrivals in Armenia in 2022, in which case (regardless of the appreciation of the Ar-
menian drams) a significant reduction in their planned expenditures was not recorded.

3. The overvalued Armenian dram against the US dollar would negatively affect the price
competitiveness of Armenia as an attractive destination for foreign tourists (who do not have
Armenian roots) in the short run and medium term, if Armenia fails to offer its unique tourist products
that will be attractive for foreigns, taking into account the price-perceived quality ratio, etc.

Taking into account the arguments presented above, the availability of 2-star hotels, and cheap ac-
commodation (in the suburbs of Yerevan and nearby settlements, and next to attractive tourist centers
as well) is highly stressed for Armenia in the medium term if the Armenian dram remains overvalued,
and this would not cause a certain decline in tourist arrivals.

Therefore, in 2012-2023 (as of the first half of 2023), the increase in tourism receipts in Armenia
had a «multiplier effect» on the economy, by deepening the dependence of the economy on the in-
crease in expenditures by the international inbound visitors, and making the economy more vulnerable
to the fall in tourist arrivals in the short run and medium term (2024-2026). The price competitiveness
(if the Armenian dram against the US dollar remains overvalued), would be a challenge for Armenia
in terms of both facing competition with other destinations and attracting tourists and positioning Ar-
menia as a more attractive place through the availability of cheap accommodation, and the supply of
unique tourism products especially in the Western, high- and upper-middle-income countries as well.
At the same time, in the short run and medium term, the increase in tourism arrivals might not result in
an increase in the real expenditures by international inbound visitors and could cause a decrease in
expenditures, thus negatively affecting the economic growth of Armenia.

In the case of external shocks, especially in the case of the recurrence of the global pandemic in
2024-2026, a larger amount of state support might be required than the support of about 6 billion
AMD provided by the government of Armenia to 1,421 business entities representing the sectors of
economy directly related to the tourism industry and allocated in the period 2020-2021 within the
framework of only crisis-response measure N 23. In the period 2024-2026, in the case of a possible
sharp decline in tourist arrivals from Russia, the Government of Armenia can increase the funding
(according to the state budget) to be allocated to the Tourism Committee and to co-fund certain mar-
keting campaigns and activities of the companies representing the tourism industry aimed at attracting
visitors from other countries.

Conclusion
Armenia, upon overcoming the aftermath of the Global Financial Crisis of 2008 reported an in-
crease from 2012 to 2019, that the amount of 2019 wasn’t surpassed in the period 2012-2022. In 2022,
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the highest amount of expenditures by international inbound visitors was recorded, accounting for
12.5% of the GDP. The results indicate that the role of the tourism industry in the Armenian econo-
my increased, and at the same time, the economy became vulnerable to a sharp decrease in tourism
receipts. Therefore, we aimed to find out the role of expenditures by international inbound visitors in
Armenia in explaining the statistically significant changes in the real GDP, and the role of tourist
arrivals and the exchange rate (the Armenian dram against the US dollar) in explaining the statistical-
ly significant changes in tourism receipts in the short run by utilizing econometric estimation tech-
niques (method: least squares) and using quarterly data spanning from the first quarter of 2012 to the
second quarter of 2023 to highlight the vulnerability of the economy to external shocks and to stress
the respective priorities to face the challenges under the scenarios we built.

According to the results of the first estimation (2012q1-2022q1), the increase in the real expendi-
tures by international inbound visitors in Armenia by 1 Armenian dram in period t (quarter) could
lead to an increase in the real GDP by 1.119 drams, on average, in the same period, meanwhile ac-
cording to the second estimation results (2012q1 — 2023q2) the increase would amount to 1.155 Ar-
menian drams. We conclude with the deepening «multiplier effect» of tourism receipts in terms of
generating real value added and increase in the vulnerability of the Armenian economy to tourist arri-
vals (especially visitors from Russia). We can expect the second scenario we built for the period
2024-2026, under which the economic situation in Russia would worsen, thus resulting in a certain,
but not large, decrease in the number of visitors from Russia, or their number would remain un-
changed to a certain extent, accompanied by the fall in tourism receipts.

Based on the results of the third estimation (2012q1 — 2020q1), a decrease in the number of inter-
national inbound visitors by 1 in period t (quarter) could lead to a reduction in the real expenditures
made by visitors in Armenia by 334,545 Armenian drams, on average, in the same period, and the
depreciation of the Armenian dram against the US dollar by one dram could cause an increase in real
expenditures by visitors by 117,773,790.4 Armenian drams, in general. We conclude that the over-
valued Armenian dram against the US dollar in the short run and medium term could negatively af-
fect the price competitiveness of Armenia as an attractive tourism and travel destination for foreign
visitors, if Armenia fails to offer unique tourism products attractive to foreigners, taking into account
price-perceived quality ratio, etc. On the other hand, the availability of 2-star hotels and affordable
accommodation in the medium term is highly important to prevent a certain decrease in tourism arri-
vals if the Armenian dram remains overvalued.
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