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Indonesia is Malaysia’s second tourist generating country after Singapore, therefore it is important to look at the 

macroeconomic determinants of Indonesia tourism demand in Malaysia in order to maintain and sustain the significant 

Indonesian tourist inflows into Malaysia. This study employed quarterly data from 2000Q1 to 2014Q4 to estimate 

Indonesian tourism demand with the explanatory variables of real income, travel cost and exchange rate. The empirical 

findings suggest that there is a long-run equilibrium relationship between Indonesian tourism demand and the specified 

determinants. In summary, higher Indonesian real income, higher travel cost and stronger Indonesian currency will 

encourage more Indonesian visitors visiting Malaysia. 
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1. INTRODUCTION 
Malaysia, among the countries that have benefited from its 
tourism sector, has ranked at 26 in the world for benefiting 

from tourism sector total contribution to its Gross Domestic 
Products (GDP) in 2014 [World Travel and Tourism Council 
(WTTC), 2015]. After suffering from primary commodities 
price plunge and manufacturing industry fragility towards 
global economic crises, Malaysian government established 
the Ministry of Culture, Arts and Tourism in 1987 and the 
Ministry was renamed in 2004 as Ministry of Tourism with 
the vision of developing Malaysia as a world-class tourist 

destination. Various promotional campaigns were carried out 
under Ministry of Tourism which includes a series of Visit 
Malaysia Year in 1990, 1994, 2000, 2007 and 2014 as well 
as Malaysia Year of Festivals (MyFEST) in 2015.  

WTTC has further highlighted the contribution of 
Malaysian tourism sector contribution towards its economy 
performance in its Economic Impact report 2015 in which 
tourism sector is reported to have contributed to RM 161.0 

billion (14.9 percent of GDP) in 2014 and this figure is 
forecasted to increase to RM 262.2 billion (15.8 percent) in 
2025. Moreover, Malaysian tourism sector has supported 
13.0 percent (1,770,000 jobs) of total employment in 
Malaysia for 2014. In 2025, this number is expected to 
incline to 14.4 percent (2,489,000 jobs) of total employment. 
On the other hand, the importance of tourism sector can also 
be seen through Malaysian government’s total investment in 
this sector. The Malaysian government has invested RM 

19.4 billion in 2014 and WTTC projected that the amount of 
investment would increase to RM 37.7 billion in 2025. 
1Malaysia tourism board reports that the largest inbound 
tourists for Malaysia are originated from Singapore with 
50.78 percent of total tourists are Singaporean. Indonesia 
follow as the second tourist generating country with 10.31 
percent, China ranked on the third with 5.88 percent, 

                                                             
1 See http://mytourismdata.tourism.gov.my/ (January 07, 2016) 

followed by Thailand (4.74 percent), Brunei (4.42 percent), 
India (2.81 percent), Philippines (2.25 percent), Australia 
(2.08 percent), Japan (2.02 percent) and lastly, countries 

around the globe cumulatively contributed 14.72 percent.  
Therefore, Malaysian government can take 

precautionary action through the effort to try and diversify 
its sources of tourist arrival to avoid the overdependence on 
Singapore. Indonesia as Malaysia’s neighbouring country is 
ranked second as its tourist generating country has the 
potential to replace Singapore as Malaysia’s main tourist 
generating country in the case of Singapore’s economy are 

facing a downturn. In this case, a study to examine the 
determinants of Indonesian tourism demand in Malaysia 
would provide informative insight to attract more inflows of 
Indonesian tourists.  

 

2. LITERATURE REVIEW 
Among the measurements widely used in the tourism 
demand study to represent tourism demand is the tourist 

arrival and this measurement has been utilised in a number 
of studies such as Dritsakis (2004), Garin-Munoz and 
Montero-Martin (2007), Puah et al. (2015) and Deluna and 
Jeon (2014), to name a few. Meanwhile, among the 
independent variables that are included in examining tourism 
demand, the tourist income level are greatly emphasised by 
the past literature. Researchers such Botti et al. (2007), Bride 
et al. (2008), Ouerfelli (2008), and Puah et al. (2015) have 
found significant and positive relationship between tourism 

demand and tourist real income for the case of Mexico, 
Tunisia, France, and Malaysia, respectively. 

Besides that, travel cost is another variable often 
included in estimating tourism demand model. Travel cost 
measures the travelling cost for tourist to get to tourist 
destination from their origin country and this variable is 
usually measured by using the crude oil price as a proxy. 
Although the airfare would be a more precise measurement 

such as in the studies done by Dritsakis (2004) and Nelson et 
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al. (2011) documented that there are difficulties in 
determining the exact air flight boarded by the tourist and 
therefore, the exact price of airfare that the tourist has paid 
for. Few other studies also utilised crude oil price as the 
proxy for travel cost are such as Garin-Munoz (2006), as 

well as Habibi and Abdul Rahim (2009) and these studies 
consistently found out a negative relationship between 
tourism demand and travel cost.  

In addition, a number of studies have also included 
exchange rate in the empirical model. Among others, 
Dritsakis (2004), Ouerfelli (2008), Mohd Ali Ibrahim 
(2011), Puah et al. (2015), and Ruane (2014) are the 
researchers that have studied the relationship of tourism 

demand and exchange rate in their research. This variable is 
measured using the ratio of currency between tourist 
destination and origin country and hence, is able to 
determine how appreciation (strengthening) and depreciation 
(weakening) of origin country currency would affect the 
tourist decision to travel. A positive relationship between 
tourism demand and exchange rate are evidenced by the 
findings of previous studies (Dritsakis, 2004; Ouerfelli, 

2008).  
 

3. MODEL, DATA AND METHODOLOGY 
In estimating the Indonesian tourism demand in Malaysia, 

the following function is used: ),,( EXTCYFTA 

where TA is the number of Indonesian tourist arrival into 
Malaysia, Y represents Indonesian real income, TC is the 
real travel cost and EX is the exchange rate between 
Indonesia and Malaysia.  

Indonesian real income is expected to have a positive 
relationship with tourism demand where an increase in 
Indonesian real income would encourage more Indonesian 
visitors to travel to Malaysia and vice versa, a reduction in 

Indonesian real income will result in lesser Indonesian 
visitors travelling into Malaysia. Indonesian real income is 
computed by deflating Indonesia’s nominal GDP with its 
consumer price index (CPI). 

On the other hand, tourism demand is hypothesised to 
respond negatively toward the real travel cost in which 
higher travel cost would discourage Indonesian tourists to 
visit Malaysia and on the contrast, lower travel cost will 
bring in more Indonesian visitors into Malaysia. Real travel 

cost in this study is derived by deflating the crude oil price 
with United States’ CPI.  

Lastly, the exchange rate is expected to have a positive 
relationship with tourism demand given that appreciation of 
Indonesian Rupiah implies that travelling to Malaysia is 
cheaper than before and this would bring in more Indonesian 
travellers. Meanwhile, the depreciation of Indonesian 
Rupiah indicates travelling to Malaysia is more expensive 

than before and hence, resulted in a decrease of Indonesian 
visitors to Malaysia. This study utilises the ratio of currency 
between Malaysia and Indonesia as the exchange rate 
variable. 

The empirical model to be estimated in this study is 
expressed as follow:  

 

ttttt LEXLTCLYLTA   3210  
 

where LTA represents the logarithm of Indonesian 
tourist arrival; LY is the logarithm of Indonesian real 
income, LTC proxies the logarithm of real travel cost, LEX 
refers to the logarithm of the exchange rate between 

Malaysia and Indonesia and lastly, t denotes the error 

term.  
Indonesian tourist arrival data are compiled from 

Tourism Malaysia 2  while Indonesian real income and 
exchange rate are computed using data collected from 
International Financial Statistics (IFS) published by 

International Monetary Fund (IMF) and crude oil price 
which proxies travel cost is obtained from Global Economic 
Monitor published by World Bank. Prior to any estimation, 
all variables are transformed into natural logarithm form. 
This study covers the period from 2000 to 2014, utilising 
quarterly observation.  

Before estimating the long-run relationship among the 
variables of study, the time series properties of each variable 

is first determined by implementing the Augmented Dickey-
Fuller (ADF) unit root test (Dickey and Fuller, 1979; 1981). 
Upon identifying the time series properties of each variable, 
the next step is to proceed to Johansen and Juselius 
multivariate cointegration test to establish the long run 
cointegrating relationship among the variables of study 
(Johansen and Juselius, 1990). 

After establishing the long run cointegrating 

relationship among the variables of study, an error-
correction model (ECM) is estimated to determine the 
interaction among the variables as well as the speed of 
adjustment of tourism demand back to equilibrium state 
whenever there are changes in the explanatory variables. 
Prior to running a series of diagnostic tests to ensure the 
robustness of the model, a short-run Granger causality test 
will be carried out.  

 

4. EMPIRICAL RESULTS AND DISCUSSION 
Table 1 shows the results of ADF unit root test which is 
carried out to examine the time series properties of each 
variable under study. From Table 1, it is concluded that the 
null hypothesis of unit root is rejected at level for all 
variables under study. Nonetheless, the null hypothesis is 
rejected for all variables at first difference (the null 
hypothesis is rejected at 1 percent significant level for all 

variables except for real income which is rejected at 5 
percent significant level), indicating that all the variables are 
integrated of order one, or I(1). 

Upon identifying that all variables are integrated of 
order one, the next step is to establish the long run 
cointegrating by conducting the Johansen and Juselius 
multivariate cointegrating test. Table 2 presents the results of 
Johansen and Juselius multivariate cointegrating test in 

which the results implies that there is a single cointegrating 
vector in the model. The null hypothesis of no cointegrating 
vector is rejected by both maximum eigenvalue and trace 
statistics at 5 percent significant level. Nevertheless, the null 
hypothesis of at most one cointegrating vector is not able to 
be rejected. Therefore, this allows us to presume that a long 
run relationship exists among the variables under study. 

Table 1: ADF Unit Root Test Results 

Variable Level First Difference 

LTA   -1.590 (3)   -4.866 (3)*** 
LY   -1.200 (3) -3.328 (3)** 
LTC   -1.522 (3)   -3.889 (3)*** 
LEX   -2.631 (3)   -4.160 (3)*** 

Notes: LTA = natural log of tourist arrival, LY = natural log 
of real income, LTC = natural log of real travel cost, and 
LEX = natural log of exchange rate. Asterisks (**) and (***) 
indicate significant at 5 percent and 1 percent levels, 
respectively. The lag selection criteria are selected based on 
Schwert (1987) criteria. 

                                                             
2 See See http://mytourismdata.tourism.gov.my/ (January 07, 2016) 
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Table 2: Johansen and Juselius Cointegration Test 

Results 

H0 H1 λmax λtrace 

Variable: LTA, LY, LTC, LEX 
r = 0 r = 1      28.113**      54.803** 
r ≤ 1 r = 2  14.115   26.689 
r ≤ 2 r = 3  10.381   12.574 
r ≤ 3 r = 4    2.193     2.193 

Notes: r is the number of cointegrating vectors. Asterisk (**) 
indicates significant at 5 percent level. A dummy variable 
representing SARS outbreak in 2013 was included in the 
estimation. 
 

The results of an existence of a long-run relationship 
among the variables under study found in the cointegration 
test allow us to proceed to the next step, which is 
normalising the obtained cointegrating vector with respect to 

the dependent variable (LTA) to get the long run estimates 
for the explanatory variables. The results estimated from 
vector error correction estimates are written as follows: 
 

)107.3()995.1()365.2(
284.1370.0626.0607.2 LEXLTCLYLTA   

    

The t-statistics are reported in the parentheses and all 
estimated coefficients are statistically significant at 5 percent 
level. The normalised equation shows that an increase in 
Indonesian real income will bring in more Indonesian tourist 
inflows into Malaysia and on the reverse, a decrease in 
Indonesian real income will result in lesser Indonesian 
travellers visiting Malaysia. This finding is in line with the 
past literature.  

Moreover, real travel cost is identified to have a 
positive relationship with Indonesian tourism demand. This 
means that an increase in real travel cost will encourage 
more Indonesian visitors to visit Malaysia and vice versa, a 
reduction in real travel cost will discourage the Indonesian 
visitors to travel to Malaysia. This finding is similar to the 
study of Thien et al. (2015) where they also discovered that 
real travel cost has a positive relationship with tourism 
demand for the case of Thai tourism demand in Malaysia.  

Despite the coefficient sign obtained for real travel cost 
is dissimilar with most of the past literature, this result is 
possibly explained by the fact that Malaysia being 
Indonesia’s neighbouring country has the advantage of being 
able to travel to using land transportation when the real 
travel cost increases. In another word, Indonesian visitors 
can choose to travel to Malaysia using their own transport 
through land when real travel cost increases.  

At the same time, given the fact that an increase in real 
travel cost would increase the price of air ticket to all tourist 
destinations, travelling to Malaysia through air 
transportation is cheaper as compared with other tourist 
destinations as Malaysia is located nearer to Indonesia. On 
the other hand, when real travel cost decreases, lesser 
Indonesian tourists will travel to Malaysia as the price of air 
ticket to other tourist destinations have decreased and this 

provides the opportunity for Indonesian visitors to visit these 
tourist destinations now with cheaper air ticket. 

Finally, the exchange rate has the correct positive 
coefficient sign parallel with previous studies. A positive 
relationship between exchange rate and tourism demand 
reveals that when Indonesian Rupiah appreciates, more 
Indonesian visitors will travel to Malaysia. Such situation is 
explained by wealth effect where Indonesian tourists will 

presume that travelling to Malaysia is cheaper as one unit of 

Indonesian currency can be exchanged for more unit of 
Malaysian currency. On the contrary, when Indonesian 
Rupiah depreciates, this will discourage Indonesian visitors 
to visit Malaysia as one unit of Indonesian currency is now 
exchange for fewer unit of Malaysian currency and 

travelling to Malaysia is perceived by Indonesian tourists as 
more expensive.  

Next, the summarised estimated ECM is illustrated in 
Table 3. First of all, the model is robust as proven by the 
results of a battery of diagnostic tests. The residuals 
estimated are normally distributed with constant variances, 
free of serial correlation and misspecification. Furthermore, 
both CUSUM and CUSUM of squares stability tests indicate 

that the model is stable within the period of study. 
 

Table 3: Estimation of Error-Correction Model 
Variable Coefficient t-statistic p-value 

Constant  0.019  0.938 0.352 

∆LYt-1  1.420  2.595 0.012 

∆LTCt-1 -0.209 -1.755 0.085 

∆LEXt-1 1.197 1.970 0.054 

Dum2003Q2 -0.834 -6.007 0.000 

ECT(-1) -0.407 -5.147 0.000 

Diagnostic Tests: 

R2 0.541 ARCH[1] 1.123 [0.293] 

�̅�2 0.497 RESET 1.171 [0.284] 

JB 4.045 [0.132] CUSUM Stable 

AR[2] 0.595 [0.555] CUSUM2 Stable 

Notes: JB is the Jarque-Bera statistic for testing normality, 
AR[2] and ARCH[1] are the Langrange Multiplier tests for 
2nd order serial correlation and ARCH effects, respectively. 
RESET refers to the Ramsey RESET specification test while 
CUSUM and CUSUM2 refer to CUSUM and CUSUM of 

squares stability tests. 
 

Table 3 shows that the estimated error-correction term 
(ECT) has the correct negative sign and is statistically 
significant at 1 percent level of significance. This result 
further reemphasises that the variables in the system are 
cointegrated in the long run (Kueh et al., 2009). The 
coefficient sign of ECT estimated at -0.407 disclosed that 
roughly 40.7 percent of short-run deviations in tourism 

demand will be adjusted towards the long run equilibrium 
state on a quarterly basis. 

In addition, the short run causality results acquired from 
ECM are presented in Table 4. The null hypothesis of no 
causal relationship is rejected for real income, real travel 
cost and exchange rate at least at 10 percent level of 
significance. All explanatory variables have its impact on 
tourism demand in the short run. When Indonesian tourists 

experience an increase in their real income, they will visit 
Malaysia more often in the short run. Besides that, when real 
travel cost increases, Indonesian visitors will travel to 
Malaysia more in the short run as the cost of travelling to 
Malaysia is cheaper comparatively with travelling to other 
tourist destinations. Lastly, Indonesian travellers also 
respond to the performance of their currency in making their 
travelling decision in the short run. 

 

Table 5: Short-run Granger Causality Test Results 

H0 p-value Causal Inference 

LY does not Granger 
cause LTA 

0.012 Reject H0 

LTC does not 

Granger cause LTA 
0.085 Reject H0 

LEX does not 
Granger cause LTA 

0.054 Reject H0 
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5. SUMMARY AND CONCLUSION 
The purpose of this study is to examine the determinants of 
Indonesian tourism demand in Malaysia from a 
macroeconomic standpoint. The explanatory variables 

utilised are Indonesian real income, real travel cost, and the 
exchange rate between Malaysia and Indonesia. The 
empirical results disclosed that Indonesian real income and 
exchange rate has the plausible coefficient sign in line with 
the previous study while real travel cost has the reversal 
coefficient sign. A positive relationship between tourism 
demand and Indonesian real income suggest that more 
Indonesian tourists will visit Malaysia when they experience 

increases in their real income.  
At the same time, a positive relationship between 

tourism demand and exchange rate reveals that the 
strengthening (appreciation) of Indonesian currency would 
results in more Indonesian tourist inflows into Malaysia as 
they have larger spending power because one unit of 
Indonesian currency can be exchanged for more unit of 
Malaysian currency. Finally, the reversal sign of real travel 

cost can be explained given the possibility that increase in 
real travel cost means an increase in the cost of air ticket to 
all tourist destinations. Hence, Malaysia being Indonesia’s 
neighbouring country has a shorter distance to travel which 
has cheaper air ticket cost and also provide the Indonesian 
visitors with the alternative to travel through land which is 
cheaper comparatively by using air transportation.  

On one hand, the economy performance of Indonesia 

can serve as an indicator for Malaysian tourism authorities to 
timely promote Malaysian tourism to potential Indonesian 
tourists as the empirical findings suggested positive 
relationships exist between Indonesian tourism demand with 
Indonesian real income and exchange rate. An increase in 
Indonesian real income, as well as an appreciation of 
Indonesian currency, are directly related to its economy 
performance. Therefore, if Malaysian tourism authorities are 
able to make timely promotion campaigns and advertisement 

when Indonesia’s economy performance are doing well, this 
will increase the chances of attracting more Indonesian 
tourist inflows into Malaysia.  

On the other hand, when the real travel cost increases, 
Malaysian tourism authorities should also make timely 
promotional campaigns and advertisements to attract 
Indonesian visitors who now prefer to travel to nearer tourist 
destinations which would have cheaper travel cost as 

compared to travelling to other tourist destinations which are 
further and have more expensive travel cost. Malaysia, being 
located next to Indonesia has the distance advantage as well 
as language advantage where the people from both countries 
can communicate through similar language. This would add 
to Malaysia’s advantage in term of preferences by the 
Indonesian travellers. Therefore, promotion of the similar 
yet unique culture and language which has been localised in 

Malaysia can be one of the attractions to attract Indonesian 
tourists. 
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