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Abstract

Since the 1950s, international tourism has playethagor role in economic
development in the developing world in general smdill island developing states (SIDS)
in particular. The Maldives, for example, has sfarmed itself from sleepy fishing
villages into a luxury destination for rich toussand has achieved the status of upper-
middle-income country.

This study extends the scope of empirical analg$isnternational tourism
considerably by covering not only the demand sklg. (tourist income) but also the
supply side factors (e.g. security and environmeartgenities). First, using panel data,
the study examines the relationship between sugighy-factors and tourist inflow
from cross-country perspective as well as for thgle country case of the Maldives. A
major finding is that international tourist inflow not very sensitive to price compared
with tourist income and security issues.

Second, primary data from a survey of guesthouse¢ka Maldives is used to
examine the extent of congestion, the relationbbigveen service quality and prices and
the problem of free-riding on others’ efforts teegerve the natural environment. Its
findings, especially the ones about the externalibpblems and the impact of security on

tourist arrivals, are interesting and offer somkgyamplications.
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Summary

International tourism has played an important roleconomic development in
the developing world in general and small islandeftgping states (SIDS) in particular.
In Maldives, for example, the rapid economic growatt8.4 percent per year since 1970
has been driven mainly by its rapidly expanding apgrading of tourism industry, which
has transformed sleepy fishing villages into a hydaestination for rich tourists.

A large number of existing studies focus on demsidd-or push factors, such as
income levels of originating countries, as majotedminants of how many people go
traveling. By contrast, only a few rigorous stigdieave been conducted to explore the
roles of supply-side or pull factors in attractitwyrists to destination countries. An
example of supply-side factors is the level of siégun their potential destination
countries, which tourists care. Another exampleisiral landscape, historical buildings,
and other amenities that attract tourists. In n@ases, access to amenities is open, which
creates externality problems, such as congestiah fege-riding in maintenance or
preserving efforts. The lack of attention to thppy-side factors of tourism amounts to
the lack of policy implications for these policysiges and for the strategy of economic
development.

This study is an attempt at filling this gap byngsa set of cross-country panel
data available from the World Tourism Organizatmal also a set of primary survey data
of guesthouse collected by myself in the Maldivéth the panel of many countries, the
study examines the relationship between supplyfsicters and tourist flow from cross-
country perspective as well as for the single cgurdse of the Maldives. A major finding

is that international inbound tourism is not veensitive to price compared with tourist
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income and security issues. The latter are foareiclosely associated with tourist flow.
Another major finding from the panel data analysithat infrastructure investment and
transport cost reductions are closely associaték miernational tourist flow to low-
income countries.

To reinforce the above findings, a more detailealysis is conducted by focusing
on the tourist flow into Maldives. In this analysspecial attention is paid to the changing
relative prices of travels to this and other dedions as well as the declining security
level of Maldives. The results suggest that thgrsation in the number of tourist arrivals
from Europe since 2004 is likely to be ascribeth®madverse economic conditions in EU
and the declining security indicators in the Madédiv

With the guesthouse survey data from Maldives, dissertation addresses the
issues of externality problems that have been engerdpe to the recent proliferation of
guesthouse. When one considers these problemdjvdsldeserves a special attention
because it has had a unique policy called One ResoOne Island (OROI), which
banned hotel business in inhabited islands anctadsiallowed each resort firm to
monopolize one of the numerous tiny coral islanidislike many other goods and services,
international tourism is consumed by foreigners, drahce, consumer surplus is taken
away from the destination country. If the demanihélastic with respect to price, as this
dissertation actually finds, monopoly pricing mayhetter from the national (as opposed
to global) welfare point of view than marginal-cg@sicing. Moreover, a monopoly in

each resort island internalizes externalities.

Recently, however, the OROI policy has been parthgended so that not just rich
resort firms but small firms are now allowed to kgte hotel business called guesthouses

on inhabited islands as a result of democratizatiNaturally, the question arises as to

11



what the consequences of the policy change are.silitvey data are used to examine the
extent of congestion, incentives for preservatiba,relationship between service quality
and human (or managerial) resource developmenttrentcelationship between service

quality and prices, and so on.

Compared with the existing empiridaidses of international tourism, this study
extends the scope of analysis considerably to aoeeonly the demand side but also the
supply side. Although it has some limitations,fitglings, especially those about the
externality problems and the impact of securitytourist arrivals, are interesting and

offer some policy implications.
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Chapter 1 Introduction

One of the notable trends in the post-1950 has beermrrising importance of
international tourism activities. Tourist arrivatecreased from 25 million globally in
1950 to 1.133 billion in 2014 (World Tourism Orgaaiion [UNWTO] Tourism
Highlights, 2015 Edition2015). UNWTO also reports that global tourism engtiture
reached a record amount of USD 1.2 trillion, makimg tourism activities a substantial
share of total exports. This spectacular growthdtaacted the attention of researchers
to international tourism. A large number of the @mpl papers investigating growth
factors have been published in journals that speeimn tourism studies.

Most of the existing studies look at only demardesiactors, such as tourist
income and exchange rate (e.g., Dogru, Sirakaya-&Crouch, 2017; Eilat & Einav,
2004).2 Until recently, only a few empirical studies haeen conducted to explore what
supply-side factors attract or repel tourists tipalar destination countrie3 As a result,
this literature has had few policy implicationg@svhat the national or local governments
of destination countries can, should, or should dotfor promoting their tourism
industries, what the consequences of tourism oir@mment preservation are, and other
welfare issues.

The purpose of this study is to contribute toridlithis gap. More concretely, it

aims to examine the link between supply-side factod international tourist flow and

1 Notable examples are Annals of Tourism ReseaFobrism Management, Journal of Travel
Research and Tourism Economics.

2 For rviews of studies (see Sinclair, 1998; Song, Dwyer, Li, & Cao, 2012; Witt & Witt, 1995).

® Demand-side factors, in this study refers to &iigiown decision to travel that includes
economic (e.g. income) and psychological motiveg. ek new experience). Supply-side factorsrgefe
to tourist motives aroused by destination attrib\fgeg. beach quality) or perceptions about thardgsn
such as security (see Crompton, 1979; Stabler,tRepdorou, & Sinclair, 2010c).
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hotel room prices with the main objective of analgzthree aspects: destination specific
characteristics (e.g. price, infrastructure and usgc indicators), environment
characteristics (e.g. beach quality) and hotellleharacteristics (e.g. service quality).
These supply-side factors deserve more attentiormany cases, access to tourism
products (e.g. historical and cultural sites ordbes and reef) is free. Some of them have
a high degree open access (i.e. characteristiaoigogoods). It is little wonder that
many sight-seeing destinations are congested ahdny tourist service providers face
free-rider problems, such as a failure to makeigefit efforts to maintain or improve
the quality of amenities. Of course, demand-sid#ofa which depend on economic
conditions in tourist originating countries (TOQkaalso important. For the tourism
industry in destination countries, for examplepagling to changing market conditions
is an issue of critical importance (Sinclair, 1998¢vertheless, both demand-side and
supply-side factors should be considered in a rhalenced manner than in the existing

literature.

An important reason why the supply-side is missimghe literature is that
examining the supply-side has been hampered bgvakability of quality data (Song,
Dwyer, Li, & Cao, 2012). The present study addrestes problem by using both
secondary data from UNWTO as well as primary daféected through online and a

survey of hotels in the Maldives.

The Maldives deserves a special attention of tideeare interested in issues of

international tourism. It is a small island caynh South Asia. The economy of this

4 From November 1-7, 2015, | conducted preliminameiviews with industry experts and
policymakers in the Maldives. The hotel survey wagied out during August — September 2016. More
details about the primary data are discussed iptehd, and pictures of islands visited are avéldtom
www.izuct.com.
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country is highly dependent on international tamtis Moreover, history of tourism
development in this country offers insights inte ttoles of supply-side factors. The
history is as short as just six decades, butunigue. Its tourism model was free from
free-rider problems because of its unique indussieucture until recently, but the
industrial structure has rapidly been changingeirent years. In addition, the political
stability has been declining. The special indassiructure and the recent changes make

the case of the Maldives interesting.

The rest of the chapter is organized as followsriclude this introduction with
a review of several facts that motivate the redea&@ection 2 describes the methodologies,
while Section 3 presents the main findings of thedg Finally, Section 4 gives an

overview of the structure of the study.

1.1 Purpose of the Study: Motivation
1.1.1. Tourism as an engine of economic development

The rapid growth of international trade in touriservices raises the question:
Can tourism be an engine of economic developmEmEZcommonly accepted strands of
literature advocates for economic development @irilization) to be achieved through
promotion of labour-intensive manufacturing secfoadable goods) in developing
countries (Hayami & Godo, 2005; Krugman, 1979; ®&s& Sonobe, 2011). They argue
that most labor-intensive services sectors (e.gelhand restaurant services) are
considered non-tradable and assumed not appropoateinskilled labor-abundant

economies.

However, in the presence of international tourisnany service sectors can

become tradable. For example, we can think of $souas an indirect method of a service

15



trade. Instead of producing a good for itself ardogting, foreign customers visit the
country to consume the desired goods and servioeleed, the UNWTO defines
international tourism as an export industry becahssy provide services to foreign

visitors and draws spending from abroad.

Recent data from UNWTO and World Bank’s World Deyghent Indicators
(WDI, 2014) highlights the tourism sector’s contrilon to the national economies.
Interestingly, as Figure 1.1 shows, even some OE@itries (Greece, Portugal, Turkey,
Spain, New Zealand, and Australia) make 11 to 2teme of export earnings from
international tourists. Table 1.1 shows a summép tourist destinations in absolute
and relative terms, and the share of tourism rés@igotal exports of goods and services.
Available data suggests, on average, the shaoeio$in receipts stands at 14.8% of total
exports, with most of the Island nations showingrigm contributing more than 20

percent.

Indeed, reviews by Sinclair (1998) and Stabler, aftagodorou, and Sinclair
(2010a) discuss a large body of work confirmingifpaes impact of tourism on economic
growth. They present evidence of tourism sectokalyes with other sectors of the
economy, creating jobs and generating foreign ogfresarnings for the government.
With regards to island economies, Durbarry (2004 Kim, Chen, and Jang (2006)
claims tourism has promoted growth for the cas®lafiritius and Taiwan respectively.
Likewise, using panel data analysis of 19 islammhemies, Seetanah (2011) argues that

tourism significantly contributes to the economiowth of island economies However,

5 Refer to Pratt (2015), for review of economic imipaf tourism in small island states.
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the question of economic contribution is not ehfisettled. For example, Milne (1992)

finds none of the five South Pacific microstatearids rely heavily on tourism.

Nonetheless, according to UNWTO (2012), tourism basome the main
economic activity for many SIDS, creating much-rezegbb opportunities and bringing
in necessary income and foreign exchange earnmyse case of Maldives, for example,
tourism receipts reached a record amount of $ 2b@16n in 2014, making the tourism
activities more than 76% of the total exports efkhaldives (Tourism Year Book [TYB],
2015). Available data also show higher volume®aofist arrivals appear to be associated
with higher measures of Human Development Index [fHParticularly literacy and
health, for most of the SIDS (UNWTO, 2004; Worldufism Organization, 2012).
Further, the tourism industry has become part ef 2030 Agenda for Sustainable
Development, and it is included as targets in G8ald2 and 14 of the Sustainable

Development Goals (UNWTO, 2015).

Given the magnitude of tourism arrivals and the aotpof the industry on the
national economy, especially to SIDS, it would obé/natural to investigate the factors
relevant to tourism demand, which may have sigaffiamplications to policy-making
in tourism-dependent nations. As such, citing a loemof earlier research, Jensen and
Zhang (2013) and Zhang and Jensen (2007) claimrtexhational tourism lies within
the scope of trade flows, thus, existing tradetlescan be extensively applied to tourism
flow. They summarize, for example:

i.  Price competition among tourist destinations adefons of the difference in

destinations’ productive efficiency is linked toettRicardian theory of

comparative advantage.
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ii.  Countries with specific endowments (e.g. sun,sm&]) may have a comparative
advantage as highlighted by Heckscher-Ohlin model.

iii.  Trends such as international hotel chains, interngdrketing, and tourism
clusters can account for more recent growth theonelated to ownership

advantages, innovation patterns, and agglomeragiconomies.

Consequently, a vast majority of the empirical pa@e availabe that estimates
the determinants of international tourism. Moghefse studies, however, use small cross-
section datasets and Ordinary Least Squares (@c8higues, to report tourist income,
prices and exchange rate as the major determipnatsirism (Dogru, Sirakaya-turk, &
Crouch, 2017; Eilat & Einav, 2004). On the othendhastudies utlizing large datasets to
examine supply-side factors such as security, strfuature, and environmental amenities
are limited. One of the motivations for this stusyo contribute filling this gap, which

is discussed in more detail in Chapter 3.

1.1.2. Dynamic changes to tourism industry in the Maldives

This study is also motivated by the following chasghat have been taking place
in the Maldivian tourism industry. It may be noteédt Chapter 2 provides a more detailed

description of the evolution of the tourism indystr the Maldives.

1.1.2.1. Stagnation of European market

In 1972, only 1000 tourists visited the Maldivesenhwo tourist resorts with the
total capacity of 280 beds became operational. Mewedy the year 2013, Maldives

celebrated the arrival of more than 1.2 millionrisis, three times the population of the
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country (TYB, 2015). Although total visitors havecieased over the years, a closer

analysis of data reveals interesting insights.

The traditional tourism market for the Maldives Hasen Western Europé.
However, since 2004, Europeans have been surpessathbers by the Chinese. Figure
1.2 illustrates tourist arrivals from major tounsarkets. Changes in the tourism market
suggest that, since 2004, the growth rate of thegaan market is nearly zero with an
annual average of 500 thousand tourists. The oaBervin Figure 1.2 appears to be
consistent with Butler’'s (1980) ‘tourist area ldgcle (TALC)’ model, which is discussed

in Chapter 2 in more detail.

Did tourist arrivals from Europe stagnate becauseret was no appropriate
intervention (e.g. investment in infrastructure) iterease carrying capacftyf the
Maldives? Has Maldives become too expensive condptyesimilar destinations? Is
stagnation related to changes to destination indhge to factors such as political

instability and security concerns or congestiorbfgms relating to pollution?

1.1.2.2. Sustainability of tourism in the Maldives

Accommodation sector in the Maldives offers twaidi products with unique
characteristics. First, since 1983 Maldives hagtetb One-Resort One-Island (OROI)

concept. Geographical nature of Resorts allows-esttblished property rights and cost

6 Refer to Figure 2.3 for total tourist arrivals oviene

7 Interviews with industry practitioners reveal thhaey treat tourists from different country or
region as different markets. For example, tastéepgace for European market (tourists) is veryeddht
from Middle-East.

8 Butler (1980, p6) identifies carrying capacity asérms of environmental factors (e.g. beach
quality), physical infrastructure (e.g. accommoaiatiand social factors (e.g. resentment by thel loca
residents).
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internalization mechanisms. In contrast, the gumsth segment that emerged after 2010
has many unpriced public goods bundled into theigou product® For example, in
guesthouse segment, tourists share the public Spakeling the beach and marine
resources (e.g. reef) with the population of thenid. Such models may be unsustainable
due to the free-rider problem and potential negagxternalities (e.g. congestion) leading

to depletion of natural resources.

Indeed, recent studies have paid considerabletatteto the relationship between
tourism sustainability and the environment, esplgciaarket failure associated with
unpriced public goods and externalities (see StaBlapatheodorou, & Sinclair, 2010;
Song et al., 2012; Sinclair, 1998). According tactir (1998), for example, if market
imperfections cannot be resolved through the iatieration of costs and allocation of
property rights, then prices do not reflect the $alcial cost, thus, often results in over-

use of natural resources.

As a result, in the case of Maldives, there isedrfer a better pricing strategy that
reflects negative externalities of tourism. In otheords, unlike resorts, guesthouse
segment may require more government interventiadtiress externalities arising from

the free-rider problem.

1.1.2.3. Human capital investment in the tourism industry

Despite stagnation of European market, Maldivesiasaged to enjoy continued

increase in tourist arrival. This raises the folilogvdevelopment related questiofsd

9 As discussed in chapter 2, key reasons for emeegef guesthouse tourism are change of
governance to multiparty democracy and public dehfanmore inclusive tourism.
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tourism industry in the Maldives follow dynamic obas of development that bring
improvements in production and management of touastivities?Can tourism be a
high value added industry generating high incomeldcal people? Recent growth
literature argues that one of the most importanatesgies of development is continuous
improvements of products (Hayami & Godo, 2005; S@n& Otsuka, 2011). They argue
that the quality of the product must be improvedubking better technology as well as

employing more competent workers

Recent studies confirm that dynamism can occunertourism industry (Crouch
& Ritchie, 1999; Stabler, Papatheodorou, et al.10B). Interestingly, contrary to
conventional thinking, tourism industry's abilitg provide relatively skill-intensive
nature of employment was pointed as early as tii@< 8nd later confirmed by a number
of empirical case studies (see Sinclair, 1998)héncase of Maldives, for example, many
local tourism brands have imitated not only tecbgs from abroad but also developed
new innovative tourism products (TYB, 2014; perdamanmunications, November 2,
2015). However, how do we know if employing skillpdople produce returns in the

tourism sector?

1.1.3. Knowledge gap

Despite the variety of demand models on determgahtnternational tourism,
there are some notable knowledge gaps in the egistnpirical literature. First, most of
the existing applied economic research focus maamythe demand-side factors of
tourism (Sinclair, 1998; Song et al., 2012; Witt\V&itt, 1995), but this study argues

supply-side factors deserve more attention. Thigimearily because of externalities and
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free-rider issues related to unpriced public gdmaisdled into tourism products such as

natural environment (e.g. beach and reef).

Second, according to Song, at. el. (2012), an itaporeason for this lack of
research on supply-side factors has been the abséngiality data. However, previous
studies have not taken full advantage of new ssuofedata available, using recent
advancement of information communication technol@gyT). For instance, Cavallo,
Rigobon, Cavallo, & Rigobon ( 2016) argue thatioyement in ICT allows gathering

guality information online.

Third, the common theoretical framework for anatggiourism demand is Single
Equation Models (SIEM), which lacks rigorous themad basis that includes the tourist
(consumer) decision-making process, using the meooomic theory of demand. A
recent response to this issue is the applicatioRasen’s (1974) hedonic pricing (HP)

approach to take account of consumer behavior.

Fourth, although recently researchers have begwtutty supply-side effects of
tourism (see Song, Dwyer, Li, & Cao, 2012), howewaost of the existing studies focus
on developed countries in North America, Europd, Bast Asia while island economies
are mostly ignored. To the best of my knowledge,eiwample, there is no empirical
analysis investigating supply-side factors influegdourist flow or the hotel room prices

in the Maldives.
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1.1.4. Research objectives and our contribution

The purpose of the study is to contribute to fijlsome of the gaps discussed in
the previous section. This study includes thregtgra based on my original work and
aims to contribute both theoretical and empiridarature that examine factors relevant
to international tourism. From a practical perspegtmy study also attempts to provide
some understanding of issues that are of inteodsotel managers and policymakers in

the Maldives and elsewhere.

1.1.4.1. Academic contribution

First, this study describes dynamic changes that keken place in the Maldives
tourism industry and contributes to theoreticalights provided by Butler's (1980)
Tourist Area Life Cycle (TALC) framework. Secontietstudy examines country-level
factors associated with international tourism fldausing on supply-side factors: price,
security indicators, and investment in tourism tedlainfrastructure. Third, as a micro-
level analysis, the study attempts to demonstiade hotel room price is positively
correlated with quality improvements of environmestiere the hotel is located and the
education and training of hotel managers. To tst bemy knowledge, this study is the
first attempt to apply hedonic pricing frameworkdata collected from the field in the
island economies. Finally, this study improves uplo@ recent literature by Rigall-I-
Torrent & Fluvia, (2007, 2011) to describe ‘*hotebm ratings’ by tourists as consumer
surplus and offer some suggestive evidence thdamegain by improving quality can

be (mostly) captured by the producers.

23



1.1.4.2. Policy contribution

In the Maldives, there is less clarity to determimbether tourism policies
regarding mass-tourism (guesthouse segment) onftgurism (Resorts) are appropriate.
Another point to focus on the government is hownbance and manage tourism related
training to improve the quality of services andréase the revenues from the industry. In

this study, we attempt to examine both of theseeiss

Finally, compared to resorts, guesthouse businesiehinas a number of negative
externalities such as congestion, waste manages®rds, and friction between tourist
lifestyle and social values of Maldivian peoplethis study, we attempt to investigate an
appropriate pricing for the preservation of natueslources (e.g. beach) and examine if
the recent introduction of, ‘green tax (GT)’ of USDor each tourist per day falls within

the range of tourists’ willingness to pay for aarieenvironment?

1.2 Methodologies

The objectives of the study require both descrgpi@nd regression analyses.
Given the scarcity of tourism data, the descripstatistics is especially important to
demonstrate the properties of the data conformts wl-known facts about the tourism
trends in the Maldives, which in turn informs tledextion of the appropriate regression

methods.

10 |nitial amount debated in the parliament was 6t eventually it was reduced to $3 for
guesthouse segment while keeping the $6 for thatresctor.
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This study begins with the research question oftwha supply-side factors
relevant to international tourism are. My hypotkeisi that key factors include price,
investment in tourism related infrastructure (eazcommodation, transport and
information technology (ICT)), safety and secunfythe destination (e.g. stability) and
human capital (e.g. education and training). Thislys employs three different methods
to examine the research question and associatedheges. These steps are illustrated in

Figure 1.3.

First, the study describes the evolution of tourisustry in the Maldives.
Research on the evolution of tourist destinatioth éability of tourism sector has a long
history, but Butler's (1980) tourist area life cgc{TALC) model has received most
attention (Agarwal, 2001; Butler, 2011; Putra &¢Hitock, 2006). Using the Maldives
case, Chapter 2 contributes to this strand oflitee by describing different stages of the
tourism sector and particularly highlighting thentribution of skilled labor and FDI in
the development of the industry. Empirical analysgithe contribution of human capital

to tourism is performed in Chapter 4.

Second, this study improves the existing reducedmfanodels of the
determination of international tourist arrival ( e, 2014; Durbarry, 2008; Eilat &
Einav, 2004; Jensen & Zhang, 2013; Naudé & Saay2@05). Specifically, it improves
the findings of Jensen and Zhang (2013) by usingpee comprehensive dataset and by
augmenting their theoretical model to include addal supply-side variables such as
security indicators. Using the gravity-equationnfeavork and taking econometric

advantages of panel data, Chapter 3 performs cagstry analysis focusing on SIDS as
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well as the single country case of the MaldivestaBet consists of more than 198

countries (14,987 country-pairs) over the period286 to 2013.

Third, in addition to country characteristics, ¢ixig literature indicates that
travelers’ preference for where to spend theirdayls depends on product quality at the
firm-level (Rigall-I-Torrent & Fluvia, 2007). In @pter four as a consumer-level analysis,
the paper utilizes hedonic pricing model developgdRosen (1974) to demonstrate that
hotel room price is correlated with the educatind @&aining of hotel managers (a proxy
for quality of services) as well as quality of taevironment where the hotel is located.
This study also proposes an augmented model teetant literature by Rigall-I-Torrent
and Fluvia, (2007, 2011) to utilize * hotel roontimgs’ as a dependent variable that
reflects tourist's consumer surplus. For the puepad this chapter, the most
comprehensive primary database ever compiled aglshiot the Maldives was gathered.
Using online data and a survey instrument, it csiesdf original data from 92 resorts,

239 guesthouses and 24 islands across 5 atolig iMaldives.

1.3.Major findings

This Section presents major findings based on lineet research objectives
outlined above and concludes with implicationshaf $tudy for public policy. It may be
noted that contribution of the study to the knowjedf tourism literature, a detailed

discussion of results and limitation of study avgered in chapter 5.

Objective I.  Describe the evolution of tourism istty in the Maldives

Descriptive analysis and interviews with industkperts reveal that the downturn

of European market, security incidences and tramsib a multi-party democracy were
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the main factors that changed the industrial stinec(i.e. introduction of guesthouse
mass-tourism) of the tourism industry in the Maédiv Data also indicate that the
Maldives as a tourist destination may be in a chaation phase, as proposed by Butler’s

(1980) TALC model.

Objective Il. Estimate a model explaining coungydl factors relevant to tourism
flow, with the aim of understanding supply-sidddes that may have contributed the
stagnation of tourist arrivals to the Maldives frdfarope.

First, the findings suggest about 70% of totalvals to the Maldives can be
attributed to consumer loyalty and habit persisteric favor of the Maldives.
Chasapopoulos and Butter (2014) reports about 7#%tal international arrivals to
Greece attributed to habit persistence, while Glhiioz and Montero-Martin (2007)

found habit persistence of Balearic Islands tourdrb4%.

Second, study finds that tourism demand is notise®$o price changes in island
economies. However, apart from few exceptions ,(€bgasapopoulos & Butter, 2014)
most of the existing literature shows higher amphidicant coefficient for relative price,
suggesting competitiveness is necessary to attvact tourists (Durbarry, 2008; Garin-

Mufioz & Montero-Martin, 2007; Jensen & Zhang, 2013)

Third, results of this study indicate that tourdtgmand is sensitive to security
indicators. For instance, cross-country resultsvsh@oint increase in instability leads to
about 7% decrease in visitors. Culiuc (2014) fimggynitude at 7.9 % using a different
indicator for stability. As such, findings frometlstudy appear to support the hypotheses
that deteriorating level of security indicatorseaf2004 may have also contributed to the

stagnation of European market.
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Fourth, all three proxies used for investment urigm related infrastructure are
statistically significant, and the coefficients gegt that impact is greater for the lower

income countries and island economies.

Objective lll. Estimate correlation between firnvéé (internal) and island-level
(external) characteristics to hotel room prices.

First, the finding indicates island-level and leocatcharacteristics contribute to
explaining part of the variation in the final pricé hotel rooms. For example, the
coefficient of variable ‘location in front of tHeeach’ is highly significant across all the
specifications. The magnitude suggests hotels édcit front of the beach can set (on
average) price 21 % more than a hotel with otherwadentical internal characteristics but
which is not located in front of the beach. Thiscansistent with existing literature
whereby Espinet et al., (2003) found this diffeeta be 19.4%, while Rigall-I-Torrent

et al., (2011) report the value between 12.9% t8%6

Second, one of the notable findings of the studlyasthe suppliers mostly capture
the added benefit that comes with improving thelijuaf environment or service as

means of increasing price rather than growth imistie consumer surplus.

Third, study finds that tourists value the natweaVironment. Findings suggest
hotels located in islands with lengthy beachesqranie a higher room price, on the other
hand, overcrowding due to free-rider problem, aporpvaste management practices are
having adverse effects on prices. For example,dalitianal household using unsafe
waste management practices, the room price desrdgs8.7%. Alternatively, when
beach cleanliness index increases by one unit pé&aeh is more cleaner), the price
increases by 1.1%. In other words, given our awepge of the hotel room is $94, this

translates into willing to pay additional USD 13®& for improvements in beach quality.
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Fourth, findings suggest that the tourist's val@amager’'s experience and training
(i.e. proxies for quality of services). For exampien staff in the guesthouses can speak
an additional foreign language, the price increasélse range of 4-7% (MWTP $4-7).
Also, hotels having managers with at least threathsof training can set (on average)
price 17% (MWTP $15) more than a hotel with otheevidentical characteristics but

without trained managers.

Implications of this study for public policy

Based on the findings of the study, several recontaigons can be made for the
sustainable development of tourism industry in M&dives. First, price inelasticity
suggests that compared to guesthouse tourism tsewsgght be welfare enhancing for
Maldives. Second, given high percentage for hadisistence and sensitivity of tourist
flow to security indicators, the government togetivéh the industry needs to improve
safety measures in the guesthouse islands to rnmaitt@ image of the country as a
peaceful tourist destination. Third, high travesiteuggests the importance of devising
policies to increase direct flight connections lestw the Maldives and TOCs and invest

more in tourism infrastructure such as domestjoaats.

Fourth, the study indicates external and locatibaracteristics contributes to
explain part of the variation in the final pricetwdtels. This suggests the importance of
promoting joint initiatives between the island naipal councils and the private sector
to implement an appropriate combination of poli¢eg. waste management and tax) for
managing free-rider problem and externalities dased with guesthouse tourism.

Finally, study suggest tourist’'s value the qualifyservice, so providing subsidized
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technical and vocational education targeted to ghesthouse sector would increase

revenue to both private hotels and the government.

1.4 Organization of Thesis

The thesis is organized into five chapters. Theodhictory chapter describes
motivation, knowledge gaps and purpose of the stlilg emerging research questions
are then presented together with the methodologgrialysis. Chapter 2 describes the
evolution of tourism industry in the Maldives. Bdins with background on the Maldives
followed by a brief overview of Butler's (1980) TAL model. Next, it highlights

different stages of development.

In Chapter 3 the study focuses attention on cotletrgl factors associated with
international tourism flow. It describes the litien@ relevant to the present study,
particularly focusing on tourism as a service trade on the gravity model of trade flow.
Using cross-country data obtained from UNWTO argl ghavity equation, chapter 3
empirically examines the relationship between wuriinflows (as the dependent

variable) from both demand-side and supply-sideofaqas explanatory variables).

The aim of Chapter 4 is to develop a hedonic moidel the tourism
accommodation sector of the Maldives economy asdtke model econometrically. It
begins by reviewing the relevant literature on hmedpricing model developed by Rosen
(1974). The Chapter also details how primary datafonline data was obtained, and the
survey instrument was carried out. In particulae thapter contributes to emerging

literature (Rigall-I-Torrent and Fluvia, 2007, 2Q1that estimate tourists’ marginal
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willingness to pay (MWTP) for nonmarket attributagch as services and neighborhood

quality, and how they impact decision-making anticgachange.

Chapter 5 summarizes the academic contributiotiseofindings from Chapters
3 and 4, as well as the practical significance eslults to industry practitioners and
policymakers. The Chapter also explains the linatabf this study and suggestions for

the future research.
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Chapter 2 Evolution of tourism industry in the Maldives

2.1. Introduction

Research on the evolution of tourist destinatianabong history. The most well-
known is Butler's (1980) tourist area life cycleAIC) model (Agarwal, 2001; Butler,
2011; Putra & Hitchcock, 2006). While adapting T@Lthis chapter outlines the
evolution of the tourism industry in the Maldivedjich has unique features as mentioned

in Chapter 1, so as to further motivate this disdé®mn research.

This chapter is organized as follows: The nextiseqives a brief overview of
the political economy of the country. Section 3ades dynamic changes that have
taken place in the Maldives tourism industry highting different stages of development.
Section 4 describes the recent emergence of ameisi product called guesthouse and
the accompanied challenges of managing environmesgaurces which are closely

linked to the sustainability of the industry. Sewt5 offers the summary of this chapter.

2.2. Background: A brief overview of political econorafyMaldives

Maldives is located to the southwest of Sri Lank#hie Indian Ocean. It has 26
natural atolls and 1190 coral reef islands (seer€i@.1 for the map of Maldives). With
an average ground elevation of 1.5 meters aboviegelathese islands form a chain over
820 km in length and scattered over an area of0@0sQuare kilometers. Maldives is also
the smallest country in South Asia having a lareharf 298 square kilometers and a
population of 341,256 (National Bureau of Stats{iNBS], 2015). People inhabit 196

islands, and 111 islands operate exclusively agstotesorts. The capital city of Malé,
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which is less than 2 square kilometers, has abbupe&cent of the country’s total
population. Accordingly, only 15 islands have agagon of more than 2,000 while 52
islands have a population less than 500 people. edetdivians are a relatively
homogenous society with a native language andts&iipce adopting the British system
of education in 1965, the country has achievetegaky rate above 98% and an equally

high primary enrolment rate.

Geopolitical strategic location of Maldives, whicbnnects Southwest Asia and
the Middle East, makes the country relevant toifpr@owers. Thus, beginning from the
eleventh century, the political economy of Maldives been strongly influenced by the
Indian Ocean Trade. During the Arab expansion adlérinto the Indian Ocean, the
strategic position of the Maldives became relevand, Red Sea-based merchants learned
that Indonesian seamen have been using the Maldwe@sport of call on their way to
East Africa and back. Interestingly, Maloney (20@38-104) claims that the Buddhist
King of Maldives in 1153 may have converted to fsléo take advantage of new

economic order in the Indian Ocean, provided byAtabs. 't

By the eighteenth century, the international cownaele affected the Maldives as a
geopolitical unit. For example, to control the slypfpom a Maldivian cowrie source,
Portuguese occupied the Maldives for 15 years f1688. As Portuguese influence in
the Indian Ocean reduced, Dutch monopolized therieowade and established
hegemony over Maldivian affairs. Apart from the cmwtrade, during the 1800s,

European Oriental Trade via the Indian Ocean atpamded significantly. Thus, when

11 Maldivians followed Buddhism until 1153 AD wheretking converted to Islam. Since then
moderate sect of Islam has remained the only oalithie in the country.
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British expelled Dutch from Sri Lanka in 1796, Miales was included as a British
protected area. In 1887 Maldives Sultan acceptetisiB influence over Maldivian

external relations and became an official Britisbt@ctorate.

From the 1940s onwards, the political economy efNfaldives was closely related
to British military presence in Addu Atoll Gan, kmp as Royal Air Force Station
Gan (RAF Gan). Indeed, during World War Il, RAF reaignificant use of this base. It
Is important to realize that the local communityhe Atolls benefited significantly from
the British presence. Estimates suggest that i® #8dnomic contribution was between
1 to 2 million pounds a year to the local econoninpsge total GDP was estimated to be
about 3 million pounds (the Guardian, 1975After World War Il, RAF Gan was closed

and eventually Maldives gained independence froitisBron July 28 1965.

During the last four decades, Maldives has managextord steady growth. GDP
per capita (at constant 2005 $) increased more 1Baimes from just US$ 315 in 1970
to US$ 5,680 in 2013 at an average rate of about 8.4 percent per annum (NBS, 2005;
United Nations Development Programme [UNDP], 201 general, the primary driver
of the economic transformation in the Maldives Iheen the rapid development of
tourism and related sectors. For example, the cpinatd a robust fishing industry that
accounted for 11.8 percent of GDP in 1984. In 2@i$#eries and agriculture contributed
just 4 percent of GDP, whereas the tourism seciounts for 28 percent of GDP and 76
percent when counting both direct and indirect gbations of the service industry

(Asian Development Bank, 2015).

12 https://www.theguardian.com/world/2015/sep/15/gealdives-diego-garcia-island-1975
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2.3. Evolution of tourism industry in the Maldives

Although Maldives is a small country, it presentsiateresting case to anyone
interested in those factors associated with touflsm because it has one of the most
well-developed tourism industry among island ecoiesmHowever, the questions arise
as to how Maldives has transformed from a sleepgide hamlet in the 1970s to an icon

of luxury tourism in the 1990s.

It is true that the underlying characteristics tgate Maldives a comparative
advantage in tourism are and were the sun, bluang@nd white sand today and four
decades ago. Without the entrepreneurship of itr@epring entrepreneurs, however,
tourism would not get started in the country in th@70s. Without considerable
technology transfers, human resource developmemd, @hysical investment, the
significant transformation of the tourism in teraigjuality and quantities that the country
has gone through would not take place. In thissghagree completely with Crouch
and Ritchie (1999), who argue in the context ofigi that factor endowments can be
both naturally occurring as well as intentionalgcamulated or transformed over time.
More specifically, Maldives have specialized iniehe called luxury tourism. According
to Rodrik (2003), filling a particular niche cannbe attributed only to natural

endowments. What have led Maldives to its spe@tbn to the niche?

Although some authors have discussed the contoibuti early entrepreneurs to
the development of the Maldives tourism industryneedl as private sector in general
(Niyaz, 2002; Scheyvens, 2011; Shakeela, Ruhandre&key, 2011; Shareef, Hoti, &

McAleer, 2008), there is limited knowledge abouhamyic changes to the industry. In
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the following sections, using tourist area life ley€TALC) model developed by Butler

(1980), this study examines the evolution of taariadustry in the Maldives.

2.3.1. Tourist area life cycle (TALC) model

This framework draws on two key concepts. Firsirigm activities are treated as
products in a similar way to the production of etheods and services. Second, the model
considers dynamic changes to reflect survival aompetitive environment. Thus, it is
assumed that Resorts undergo a cycle of accepamteaejection depending on the
marketability of the product. Indeed, Butler (198@,1) warns policymakers and industry
managers that ‘[t]ourist attractions are not inérand timeless but should be viewed and

treated as finite and possibly non-renewable ressut 13

As illustrated in Figure 2.2, the TALC model goésough six key phases:
exploration, involvement, development, consolidatistagnation, and decline and/or
rejuvenation. There are no facilities for tourats$he initial exploration phase. Afterward,
the locals get involved in providing tourists witbw-quality basic services using
domestic resources whereby the government providesc transport infrastructure.
Local involvement and control, however, declingha development phase when foreign
firms start investing in transport and accommodhaiidrastructure as well as marketing.
At the consolidation stage, the destination reacmegurity with capital-intensive

investment and new technologies available mosttguph foreign direct investment

13 For recent review of the model and its applicatiothe literature refer to Butler (2011)
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(FDI), even though at this phase rate of touristvflstarts to decrease. Finally, the

stagnation stage represents a gradual decline.

According to Butler (1980), post-stagnation is &ial juncture whereby if
carrying capacity is reached compared to other areas then destinatiold lose the
relative appeal that is reflected in decline (mdrkg point E) of visitors number and
investment in infrastructure. On the other extrerapivenation (marked by point A) can
occur either through newly created assets or net@ati®n of the industry to cater for a

new market.

The existing literature on the TALC model is moesdiptive than quantitative.
Agarwal (2001) argue that the model is essentitly theoretical. Aguilo, Alegre, and
Sard (2005), however, have used the model to ecafiyiexamine characteristics of sun
and sand tourism to the Balearic Islands. Debatiervalidity of the TALC is outside
the scope of this paper. Instead, the rest ofctiepter aims to classify dynamic changes

of the tourism sector in the Maldives into five pha following the TALC framework.

2.3.2. Exploration phase, 1965 - 1972

During the 1970s, the economic situation in Maldiveas deteriorating due to
two factors. First, Briton was reducing its deferrsenmitments in Asia and started
negotiation to close RAF Gan. Second, relationséen Maldives and Sri Lanka became
strained, and eventually market for Maldives’ maxport of dried fish collapsed (US
Department of States Diplomatic Cables [USDS], 197or these reasons, the

government was actively pursuing the diversificatid its economy, but a government-

14 Butler (1980, p6) identifies carrying capacityiagerms of environmental factors (e.g. beach
quality), physical infrastructure (e.g. accommoaiatiand social factors (e.g. resentment by thel loca
residents).
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commissioned study, with the assistance of UNDBndothat tourism was not feasible

in the Maldives predominantly due to limited infirasture.

An opportunity presented itself in 1971 when AhnNaseem, then a junior with
the Maldives Embassy in Colombo, convinced andtelravel enthusiast, George Corbin,
to travel to the Maldives and explore the prisengironment of the island nation (Niyaz,
2002).*° Regardless of multiple challenges, in October 19¥dseem visited Maldives

in a cargo ship, together with Frenchesco Benitriaweel photographer.

In Maldives, Naseem met the young entrepreneur khaglsdhUmar Mainku, a
college graduate who was working in the governmasran agriculture officer. They took
the two visitors to nearby islands including a rfemous resort called Kurumba Maldives.
The Maldivian guide who accompanied them was Husaéeef, 21 years old who had
recently returned from his studies in Sri LankaOn 16 February 1972, 22 tourists,
mostly writers and photographers, landed at thedirstrip on the Hulhule Island. The
main challenge in those days was the poor trarsmmt conditions. Naseem and his
partners asked the government to make arrangeneeciiarter a flight of Air Ceylon fly

from Colombo to Male’.

2.3.3. Involvement Phase, 1972 - 1983

Tourism statistics coupled with interviews with ustry experts provide crucial
facts about the evolution of tourism sector in Maldives. Figure 2.3 illustrates the

annual visitors and the number of resorts in opmradrom 1972 to 2012. These data

15 Later from 2010-2012, Mr. Naseem served as theifoMinister of Maldives.
16 1n November 2015, | conducted a detailed intervigith Hussain Afeef.
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indicate there are at least four major developmibiatisappear to have a significant impact

on the tourism industry in the Maldives.

At the initial stage, according to Hussain Afeethwivhom | had a personal
interview in November 2015, the major constrainis the industry were the poor
transport and communication conditions and theadilty in finding trained workers. In
1972, the common mode of commuting by the islandroanities was the sailboat.
As noted by Butler (1980), with the local involvembé the tourism sector, pressure was
put on the government to make investments in btmicdsm related infrastructure.
Accordingly, during the first half of the 1970s tbaevas a nationwide effort to mechanize

sea transport vessels using diesel engines impfydedJapan.

With regards to services, according to Afeef, & lleginning of the industry,
tourists were provided with very basic servicesltigal people who had no formal
training (personal communication, November 2, 20Thk tourists in those days were
mainly European divers who were attracted to thedeunater beauty and less concerned
with the quality of food and other services. As esult, the industry remained
underdeveloped until 1976. Figure 2.4 shows nundet percentage of different
categories of resorts leaseholders from 1975 tol.20hta reveals that by 1975 the
number of resort investment undertaken by the gowent was 6 while private sector

has only two resorts.

Between 1976 and 1985, however, more than 47 nswvtsebecame operational

(37 resorts were private sector investments) amdiantourist arrivals increased to

17 Hussain Afeef, Ahmed Naseem and Umar Manik (kai@ the three Maldivian entrepreneurs
who initiated toruism industry in the Maldives.
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100,000. The turning point in 1976 was the Britérision to abandon its military
presence in Addu Atoll Gaif,where about 900 Maldivians from Southern Atolksrev
employed to support the RAF personnel (Fairhall75)9° When the British left the
country, these employees could supply cheap labibr warious levels of training to
service Europeans in tourists resorts. Furthermoeg entrepreneurs from Southern
Atoll started investing in the tourism industry.deed, more than 20 % of the local
population of Addu Atoll migrated to Male’ permarigrbetween 1976 and 2000 to work

in the tourism industry (Khadheeja Mohamed, 2001).

2.3.4. Development Phase, 1983 - 2009

The development stage came in the second halleof@80s when the quality of
service was improved rapidly through the establishinof institutions, learning from
abroad and investment in infrastructure. For instawith the passage of Tourism Master
Plan (TMP) in 1983, the government institutionalizme-resort one-island (OROI)
concept and banned local islands with inhabitanat®: fhaving accommodation facilities
for foreign tourists. Moreover, the government aldarted encouraging FDI in the
industry. In fact, as illustrated in Figure 2.Bettimeline of Maldives development

strategies shows TMP came even before the Natioeatlopment Plans (NDP).

In the OROI, most of the tourism production and stonption (e.g. lodging,
restaurant, recreation) take place only on selagtéthabited islands. Figure 2.6 shows

a typical resort. These islands are leased exd@lysior tourism purpose. The building of

18 As discussed before, From 1940s onwards, poliicahomy of the Maldives was closely
related to British military presence in Addu At@han, known as Royal Air Force Station Gan (RAF
Gan). During World War 1l, RAF used its base in Gan

Phttps://www.theguardian.com/world/2015/sep/15/gaaidives-diego-garcia-island-1975
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physical infrastructure in resorts requires an Eonwinent Impact Assessment (EIA), and
owners must abide by the strict standard to prdtececosystem. For instance, only 20
percent of the land area is allowed to be develdpeprovide tourism service (e.qg.
accommodation and restaurant), thus imposing aatsh on the total capacity of tourist

on each island. There are two significant consecg® of OROI policy.

First, exclusivity of tourism production out of abited islands means all the
facilities, as well as utilities, have to be indegently provided by the proprieties of the
resort, making sunk cost very high. To compensatthe high fixed cost, the government
placed restrictions on new market entry. Restngion market entry allowed incumbents
to gain a market power and hence oligopolisticganhich motivated heavy investments
in new properties, promotion, and building linkstwthe transport sector and other related

sectors.

Moreover, the resort owners formed the Maldives o&idion of Tourism
Industries (MATI) that became an influential lobdppup in the formulation of tourism-
related policies. As a result, oligopolistic compeh among the major players emerged
in the tourism and travel industry. Although mar@ncentration allows firms to reinvest
profits to maintain competitiveness, Debbage (198f)s evidence from Bahamas that
resorts there, after long-lasting oligopoly expecies, eventually declined because of an

emphasis on market share at the expense of inoovaitid diversification.

Second, the main tourism products in the Maldiges ( sea, and beach) all have
a high degree of open access (i.e. characterispialdic goods). For instance, nature of
these goods suggests it is difficult to excludesisdno have not purchased the good from

enjoying/suffering them. On the one hand, a mddai tlepends on higher quantities of
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the public good would bring more revenues to paviastims and government. On the
contrary, overutilization of beach or reef can léagollution, thus reducing the brand
name of the whole industry. Therefore, the intrditunc of exclusive resorts allows

internalization of most of the costs associateth wegative externalities.

The emergence of OROI is consistent with Butler8)9observation of well-
defined brand to market tourism. This is becauseéDDBEreates more incentives to
improve quality and the reputation of providing ljtyaservices creates positive

externalities.

Similar to other island economies, Maldives facadghhtransportation and
communication costs due to the geographic isolaifaslands. Consequently, as Figure
2.7 illustrates, at the early stage, tourist resadre developed only near the international
airport. This is because local firms did not hameugh financial resources to invest in
costly transport infrastructure to take touristd gnods to more remote islands. Thus, the
third significant change came in the late 1990smihe government further liberalized
FDI in the industry which improved incentives fardéigners to operate and manage
resorts. One of the major attraction for FDI waw loed tax rate of just 6 USD per
accommodation bed per night and increased resase Iperiod to 25-35 years (Maldives
Tourism Act, 2014)%°

According to Hussain Afeef, new FDI injected adulial capital necessary for the
improvement of transport infrastructure (e.g. spleedt and air travel), and production

of innovative and high standard tourism productshsas Water Villas or underwater

20 The bed-tax was first introduced in 1978 withiaitial levy of USD 3 per night on every
occupied bed by tourists from resorts, hotels, thoeses and safari vessels. It was increased to &J8D
1998 and USD 8 in 2004.At the early years the guwent renewed lease period every 5-12 years.
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restaurants in the Maldives (personal communicatdovember 2, 2015). He also
highlights that adoption of new management techesqrought in by foreign
participation played a crucial role in improvingtetandard of service in the industry as

well as opened up additional markets for the Maddiv

2.3.5. Consolidation Phase, 2010 -

According to Butler (1980), one of the indicatoffsconsolidation phase is the
presence of major international chains in the aguriigure 2.8 shows the ownership
percentage of resort operators in the Maldives$iiae different periods. Data shows by
2005, 30 % of resort operators are foreigners aamather 18% are joint ventures between
foreign and local parties. Indeed, today more tB&mmajor international brands (e.g.

Hilton, Shangri-La and Four-Seasons) have at l@astproperty in the Maldives.

Data also shows that although foreign operatorseased to 37% in 2010, the
percentage remained same by 2014. Obviously,uhwar of resorts in operation during
this period rose to 88, 98 and 111, respectivegveitheless, available data suggests
while existing firm's increases their presence, tmiy a few additional international

brands have invested in the industry.

Butler (1980) also claims that an alternative iatlic of consolidation phase is
marketing efforts made to extend the visitor seasahmarket are®o we observe such
trend in the case of Maldive§durist arrivals to the Maldives are seasonal ithip in
May to July due to Monsoon. Meanwhile, arrival igthfrom December to March that

coincides with winter in Europe (MTAC, 2013). Theasonal trend is confirmed by data
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in Figure 2.9 which shows the percentage of becdaaputilization (occupancy rate)

decreases significantly during May to July.

The trend over the years suggests rapid improvemeatcupancy during off
seasons. For example, in 1980 occupancy in Junatast 10% which was improved
to 30% in 1990, and by 2010 percentage was abovelLi@wise, considerable
improvements in occupancy were observed in thergklalf of year. Thus, data suggests
marketing efforts to extend tourism season in ttediwes in the early years have paid

off. However, generally speaking, compared 201Qpancy went down in 2015t

To summarize, it is possible to argue that Maldivas been in the consolidation
phase since 2010, but disaggregated arrival datiddygountry of origin suggests the

stagnation of European market dates back to 2004.

2.3.6. Stagnation of European market since 2004

Since 2004, at least three events have had signtfinfluences on tourist arrivals
in Maldives. The first event came with the Indiace@n tsunami that struck the Maldives
on 26 December 2004. Following the tsunami, visiteeduced significantly in 2005.
Although the number of arrivals recovered quicklgta suggests that since the tsunami
the traditional European market has stagnated wdnlwals from the Asian market
(mainly Chinese) increased significantly.

Second, the European and Chinese markets havedjffideent trends in tourist
incomes, which is known to be one of the most irtgrdrdeterminants of tourism demand

(Sinclair, 1998; Song et al., 2012; Witt & Witt, 9%). For example, in contrast to the

21 New tourism segment (guesthouse) emerged in 2@hJange number of additional beds. This
issues is addressed later in the chapter.

44



high growth rate in China, Europe was experiena@ognomic problems since 2002

followed by the financial crises in 2009.

Third, the year 2004 was also critical on the pmditand security fronts. On the
one hand, political stability and one person rilat thad existed in the Maldives since
1979 started facing tremendous pressure and ifistaBionsequently, in 2008, Maldives
became a multiparty democracy. Moreover, with tleendcracy, the general public
started questioning the market structure of theisouindustry in the Maldives. For
example, critics claim that tourism has aggravatedme inequalities in the country

(Human Development Report, 2014).

During the same period, Maldives also experiencedvawe of religious
radicalization and an act of terrorism. For example 29 September 2007, in the first
attack on the Maldives’s tourism industry, 12 tetsj eight Chinese, two Japanese and
two British, were injured in an explosion in thepttal city (Sultan Park). The industry
did not anticipate an attack, as Maldives had loeasidered to be a peaceful destination.
However, following the explosion news spread fast dourist arrivals decreased
significantly, impacting the whole country. Thesepglenty of research suggesting that
tourist flow fluctuates depending on stability aseturity situation of the destination
country (Jensen & Zhang, 2013; Putra & HitchcodBQ&). For example, Putra and
Hitchcock applied TALC model in reviewing tourissiation in the aftermath of the Bali
bombing in 2002. They find that bombings had theaggst impact than any other crisis

in the island’s history.

Regarding changes to tourism industry since 20@levents discussed above are

consistent with three observations made by hotelagers and industry experts with
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whom | made personal communications in Septemh#&8:2Q) public demand for more

inclusive tourism model, (2) reduction in Europearrivals, and (3) industry adjustment
to the increase in tourists from China who diffemain from European tourists in taste
preference. Consequently, a major structural chaages in 2010 when the government

deregulated entry restrictions, aguesthousesmerged as a new segment of the market.

2.4. Guesthouse segment

The emergence of guesthouse segment in the Malgiresents at least three
important features that deserve attention. Finstguesthouse sector is more inclusive. It
allows for the development of infrastructure inabited islands and provides more job
opportunities through the division of labor by theésourcing of services such as laundry,
diving school, and spa,etc.

Second, compared with the more exclusive resoresatipg on uninhabited
islands, the guesthouse market is more competifives is because accommodation in a
guesthouse can be set up on inhabited islandsat fesidences. Family members can
operate the business, and the marketing only resjuggistering on one of the online
travel agencies (OTAS). In such cases, the assadiaiancial outlays can be significantly
less. Thus, if the business is not profitables gasy to exit the market.

While market competition is healthy in manyes, however, international
tourism is a special case where the consumeroeemgihers. As discussed in Chapter 4,
competition will drive the price down, and in thedeit would be only tourists who would
benefit. Indeed, my discussion with industry expegiveals that the guesthouse tourism
is becoming increasingly competitive in some iskrfdotel managers and industry

experts, personal communication, August-Septem@®8)2 Thus, there is a risk of ‘race
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to the bottom’ as new entrants with low price amd fuality enter the market. Without
guesthouses, OROI would continue to extract renta foreign tourists, which might be
welfare enhancing for Maldives from the strategiclée policy perspective advocated by
Brander and Spencer (e.g., 1981, 1984) among others

Third, compared to theesorts under OROI, the guesthouse segment has more
free-riding due to unpriced public goods bundldd e tourism product. For example,
on inhabited islands, tourists share the publiccepacluding the beach and marine
resources (e.g. reef) with the island populatinrather words, the marginal cost of tourist
enjoying beach or reef is zero to individual guesie owners. Thus, there is a greater
possibility of building more hotels to accommodatereasing demand. For example,
Maafushi shown in Figure 2.10 is a guesthouse dskaving more than 80 guesthouses
and 1600 beds, which is almost four times the lagxhcity of most of the resorts in the
country. Such mass-tourism models are unsustardie to potential pollution issues
leading to depletion of natural resources. One sagtical issue is solid waste
management is the islands.

Most of the islands | visited during my field suyvbave already established
Waste collection sites (WCSs). Except for few idgnhowever, most WCSs have no
boundary walls, and there are no established merharto dispose waste from these
locations. For instance, Figure 2.11 shows wastepihg area in Maafushi. Accordingly,
when WCS’s reaches its capacity, island residastat waste on other areas including
the beach. | observed waste thrown on the beacbmgtis visually unsightly but also
they often float into the sea and sink onto thd, réus, likely having considerable

negative impact on the natural environment.
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According to Rigall-I-Torrent and Fluvia (2007),egervation of the natural
environment such as beach is critical for the sngbde development of tourism industry.
Preservation of beach, for example, requires apjatap pricing, which is difficult
because common goods such as beach are not dyptigtled on the market.
Accordingly, since October 2016, the governmenbuohticed a flat ‘green tax’ of USD 3
per tourist per day for the guesthouse segment.edewy this amount was decided
arbitrarily. Thus, it may be crucial to investigai@v much tourists are willing to pay for

a clean environment?

Moreover, negative externalities may be detrimetatéhe destination image that
may have long-term consequences for the industtgoAdingly, some industry experts
argue that guesthouse segment requires more gogetmmerventions and be regulated.
In other words, it could be argued that if highaurtsm prices in the Maldives are not
affecting its international competitiveness, indt@h mass tourism alternative policies

including tax instruments can be used to make saurmore inclusive.

Figure 2.12 provides bed capacity for four différéypes of accommodation
available in the Maldives, and as categorized byMimistry of Tourism. Data shows that
the growth rate of beds in resorts has remaindiestever the year. It may be noted that
Hotel is categorized as a higher standard thantigoeses, but except few hotels, they
are not large scale accommodation facilities agmesl in other countries. Also, until

2010, both hotels and guesthouses offer accomnoodatainly for locals and business

22 |nitial amount debated in the parliament was $ads but eventually it was reduced to $3 for
guesthouse segment while keeping the $6 dollarthéresort sector.
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travelers, thus, not considered as leisure tou®eommodation. As expected, the
number of beds in guesthouse category decreasadladtinstitutionalization of OROI,
but increased significantly since 2010 when guasthe re-emerged as a hew segment.
Finally, Safari vessels are exclusively used feeds and growth rate of bed capacity had
grown until 1996 when foreign companies startecestvig in the Maldives. This is
consistent with industry observation whereby aBorés now provides international

standard diving schools and need for separateiSé&fasels has become less relevant.

2.5. Summary of the Chapter

This chapter demonstrates that Maldives tourismustrg has undergone
considerable changes since the first touristsedsihe Maldives almost 45 years back.
On the one hand, based on Bulter's (1980) TALC kiypsis, the momentum of the
growth in total visitor arrivals, foreign investnteand occupancy rate suggests that the
Maldives as a tourist destination may be in consbion phase since 2010. On the other
hand, arrival numbers for the European market sbimvious stagnation from 2004. Such
was the downturn from Europe, both adjustmentsoafitm service to Chinese taste
preference and structural change to the industtly thie introduction of mass tourism

(guesthouse tourism) were necessary to maintanstowgrowth rate.

It can be argued that shortly the Chinese markeldcalso face stagnation. For
this reason, from policy and the industry perspectit would be crucial to have a better
understanding of factors associated with tourispeeially the reasons for the decline in
tourist arrivals from Europe. Moreover, the emeggef guesthouse segment has

generated considerable debate about the long-tenafiband cost of mass-tourism.
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This chapter has highlighted some economic, sasiatell as security factors that
may have contributed development, growth and eatmtecline of tourist arrival in the
Maldives. The discussions above will have considergolicy implications if the
empirical evidence supports them. The followingpathes try to test some of these factors
using econometric methods. Accordingly, in Chafténe study focus on country-level
macro factors associated with international tolsrestrivals, while in Chapters 4 attention
is given to micro-level (island and hotel) indiagatthat affect guesthouse room prices in

the Maldives.
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Chapter 3 Factors relevant to international tourist flow

3.1. Introduction

As stated in Chapter land highlighted through avesurof early studies of
international tourism by Sinclair (1998), incomerfr tourism contributes significantly to
the developing countries, in particular to the SIDX®t, few studies have rigorously
investigated the factors that influence internadlotourist flow to the destination
countries. As such, this chapter extends the dinthe recent tourism literature that
frequently employs the single equation model (SiBMith a focus on country-level
factors (Chasapopoulos & Butter, 2014; Culiuc, 2@drbarry, 2008; Jensen & Zhang,

2012; Naudé & Saayman, 2005).

Specifically, this chapter improves analysis bysé&nand Zhang (2013) to
establish the empirical link of the extent to whtble supply-side factors such as price,
infrastructure and security indicators can influemaurist arrivals while accounting for
the other common demand and supply factors studidte similar studies. Jensen and
Zhang study used data from 101 countries for theo@el982-2001 to test effects of
supply-side factors on tourist flow. This studyends their theoretical model to include
both demand and supply side variables, and alsathdy employs a richer panel dataset.
It consists of more than 198 countries (14,987 tgypairs) over the period of 1996 to

2013 and 187,973 observations.

This chapter finds, among other things, that taunfiow to SIDS, is not very
sensitive to price compared with tourist income asturity issues. For instance,

elasticity on the tourist income remains in the-0.8 range for the full sample and

51



elasticity increases to 1.7 for SIDS. Result alsoss that 1 point increase in instability
leads to about 7% decrease in visitors. Culiuc 420ibds magnitude at 7.9 % using a
different indicator for stability. As such, findja from the study appear to support the
hypotheses that adverse economic situation in Ey@pd deteriorating level of security

indicators in the Maldives have contributed to stegnation of European market.

The study also finds that 70% of total arrivalsite Maldives can be attributed to
consumer loyalty and habit persistence in favahefMaldives. Further, all three proxies
used for investment in tourism related infrastruetare statistically significant, and the
coefficients suggest that impact is greater for lhwer income countries and island

economies.

The rest of chapter is organized into seven magmti®ns. Section 2 presents a
review of relevant literature. Section 3 descrittessmodel specification and hypotheses.
Section 4 describes attempt made to compile a lpagel dataset. Section 5 presents
static cross-country regression analysis, whiletiSe® presents dynamic model and
factors relevant to tourist flow to the Maldives. In Section 7 a summary is provided to

conclude the chapter.

3.2. Relevant literature

This section provides an overview of related litera focusing on economic and

noneconomic factors affecting tourism flow; exantimaof both the theoretical literature

23 Static and Dynamic model of tourist flow is explad in section 3.2.3
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and empirical studies on SIEM; and the applicatidrgravity model that considers

bilateral trade flows between two countries.

3.2.1. Demand

As mentioned in the Chapter 1 above, tourism issiclamed as bilateral trade
flows between two countries and lies within thepe®f vast existing literature on
international economics. In the cross-country asig)ythe quantity of tourism flow is
predominantly measured by the total number of sbanirivals or share of arrivals to the
destination countries (Jensen & Zhang, 2013; Solgit, 2006; Zhang & Jensen, 2007).
In the case of bilateral tourism flow, a measureéalen as total tourist arrivals from
individual tourist originating country (TOC) to thestination country (Culiuc, 2014;

Durbarry, 2008; Eilat & Einav, 2004).

Other researchers have used alternative variahleb as tourism receipts
(Papatheodorou, 1999) and overnight stay (Albatadgpnzalez-Martinez, & Martinez-
Garcia, 2016) to estimate tourism demand. ZhangJamden (2007) claims tourism
receipt may be a better indicator of tourism flaec@use it indirectly includes the number
of days spent by tourists at the destination. Harethe review of existing studies by
Song et al. (2012) suggests the availability aridbiity of data on tourist arrivals is
better than those of data on receipts and overmiglyt Moreover, unlike receipts, the
number of arrivals avoids the problem of cross-¢gucomparison due to the exchange
rate. Thus, this chapter takes tourist arrivathasneasure of tourism flow (i.e. dependent

variable).
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3.2.2. Determinants of demand

The three most important determinants of tourisrmated, as identified in the
literature overview (Sinclair, 1998; Song et aD12; Witt & Witt, 1995), are tourist’s
income, the price of tourism product, and exchargje. Most studies suggest that
explanatory power of income depends on touristgirmating country. Thus, GDP per
capita income, expressed in purchasing power pasigften used as a proxy for tourist

income (Chasapopoulos & Butter, 201%4).

Predominantly, the price of tourism product is eksed at three levels. First,
destination price level (Jensen & Zhang, 2013hertlative price between TOC and the
destination country (Chasapopoulos & Butter, 2@igt & Einav, 2004) is examined.
Second, researchers examine the relative priceeeeta destination and a competing
country as an alternative destination (DurbarryD&O0 In some studies, price and
exchange rates are combined as real effective, pricée in other studies exchange rate
is included separately (Naudé & Saayman, 2005)okting to Dogru, Sirakaya-turk and
Crouch (2017), however, the inclusion of exchangees and prices, as mutually

independent variables in the regression, will diigsed estimates.

Third, the cost of traveling is considered to reprd a significant part of tourism
price (Sinclair, 1998). This is because tourisra special trade whereby the consumer
needs to travel to the destination to consume tloelgy Khadaroo and Seetanah (2008)
argue that travel-cost is closely linked to air mectivity. However, due to the problem

of measuring effective airfare, except few excemide.g. Dritsakis, 2004), many

24 GDP in purchasing power parity is taken to homagethe values for the different countries of
origin
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published papers use proxy variables. For exampiég & Einav (2004) make use of
population weighted distance between the countsiege Culiuc (2014) utilize both

distance and the time difference between origindgexlination countries.

Using these measures of international tourism flowst existing studies have
examined how the flow is associated with tourisbme and other demand-side factors.
It, however, is more likely that the observed tenriflow is determined by the interaction
of demand and supply-side factors. The supplywmemissing in the previous literature.
Recently, researchers have begun to study sewgrplysside (destination) factors such
as tourism infrastructure and public safety. Fetance, Khadaroo and Seetanah (2008)
claim that investment in transport infrastructugads to significant increases in tourism
inflows into a destination. Jensen and Zhang (2@&@8)that in addition to infrastructure,
provision of security is important to attract meoarists. Some other studies also suggest
that international tourist arrivals fluctuate degp@m stability and security situation of the
destination country (e.g., Aran™a, & Leo’n, 200Ri$cher & Buccola, 2002; Neumayer,

2004). The evidence presented by these studiesar, is generally weak.

3.2.3. Methodological developments in tourism demand

Methods used to estimate the demand for tourisnmbeadiivided into two broad
groups; namely (i) non-causal, mainly time-sera@edcasting, and (ii) causal econometric
techniques. Given the limited applications of tisegies forecasting models for policy
purposes (Song & Li, 2008), here, for the purpdsthis chapter, our focus is on the

application of the causal methods.

25 For reviews of time-series methads:e Peng, Song, & Crouch, 2014; Song & Li, 2008)
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Most studies have used the method of single equatiodel (SIEM) to explain
tourism demand, measured as arrivals or receiptgggregate cross-country level
(Sinclair, 1998; Stabler, Anderson, & Sinclair, 2D1?® As Equation (1) depicts, it
involves theorizing the determinants of demandwsidg multiple regression techniques
to estimate the relationship between the dependeiable ‘demand’ld) and each of the

explanatory variable§x;, x,, ..., x,) which determine the demand.

D = f(xq1,%X3, e, Xp) (1)

One issue highlighted in the literature is the appate functional form of the
equation (1). As illustrated in equation (2), Zhamgl Jensen (2013) try to identify export
supply equation for tourist arrivals to destinatomuntry (j) in year (t) as a linear function

of price ¢;;) and a number of other explanatory variablg)( whereX;, is a vector.
arrivaly = ag + BoPjt + XjtVn + &t (2)

Until the 1990s, the most studies relied on théedeht specification of equation
(2) in static form is in traditional regression bsé&s based on ordinary least squares
(OLS) (Peng, Song, & Crouch, 2014). The above rhedffers from some problems,

however.

First, it ignores dynamic nature (habit persistemceord of mouth effect) of the
tourism products. However, experiences of previasggors and word of mouth effect
could be an important factor that influences tdutemand. In the case of Maldives, for

example, the Internet reviews (26%) and word of th@@2%) are the most important

26 There are a number of studies (for reviewsSe®, Li, & Song, 2011; Song et al., 2012; Song &
Li, 2008; Stabler et al., 2010) that estimates tourism demand for individual caast regions and even
local areas. These studies also sometimes analgsteand for different categories (e.g. leisure Girmss)
as well as different tourism products (e.g. sportecotourism)
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sources of information about the Maldives tourissatsr, according to the survey data
collected by the government at the airport fromters who are leaving the country
(Ministry of Tourism, Maldives Visitors Surve{MVS), 2016). Moreover, Survey
indicates that one out of three international ursito the Maldives refer to ‘TripAdvisor’

to discover the Maldiveg’

By the mid-1990s, dynamic specifications such as dflror correction model
(ECM) and autoregressive distributed lag model (M)lbegan to appear in the tourism
literature. Indeed, most of the recent studies Bedarry, 2008; Naudé & Saayman,
2005; Dogru, Sirakaya-turk, & Crouch, 2017) haveluded lagged demand as an
explanatory variable to represent the dynamic eatfr the demand. The standard

dynamic model takes the form:
arrivaly; = ag + Poarrivalj_1y + BoPjr + VnuXjr + &j¢ 3)
where the lagged dependent variabigval; .4y is taken as an explanatory variable.

Second, although paired observations of price aiaahiity are the outcome of the
interaction between demand and supply equatiomg@had Jensen (2013) focus mainly
on supply-side factors and ignore demand-side fac&ong and Li (2008) argues such
specifications can lead to spurious relationshipgstd unobserved factors influencing the
results, but that the use of panel data would @raecthis problem by adopting General

Method of Moments (GMM)2®

27 Ministry of Tourism. (2016). Maldives Visitor Swey, http://www.tourism.gov.mv/
28 Detail discussions of recent economic advancemsoi&l be found ifLim, 1997; Peng et al.,
2014; Song & Li, 2008)
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Third, it is important to mention that equation (2kes no account of critical
explanatory variables such as competing destingtiorof traveling cost. Accordingly,
in the following section, we discuss the gravitgnirework as an alternative approach to

analyze factors relevant to tourism flow.

3.2.4. Gravity model for tourism demand

The gravity model traces its origins to the Newsdaw of gravitation. It has been
used for predicting bilateral trade flows betweenrdries based on economic sizes and
the distance between the countries (Kilman, 19&lim & Qui, 1997). According to
Witt and Witt (1995), the gravity equation can leéormulated and applied to explain
bilateral tourism movements on the basis that ‘degree of interaction between two
geographic areas varies directly with the degrée®acentration of persons in the two
areas and inversely with the distance separateg’tip. 459). During the last decade,
however, the application of gravity equation withime tourism demand literature
increased significantly, notably due to the succefsthe gravity model among
international trade researchers. In particular, &adn and Van Wincoop (2003)
developed a robust methodology that consistentty effficiently estimates a gravity
equation and calculates the comparative statidsade frictions (p. 170). Kimura and
Lee (2006) claim that trade in services is bettedted by gravity equations than trade
in goods. Recently, researchers have used grosedticnproduct (GDP) instead of the

population (Morley et al., 20143°

29 Refer to Morley et al. (2014) for a recent reviefitheoretical foundation and use of the gravity
equation in tourism.
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The studies that have explored the validity of gnavity equation to explain
tourism flows are divided into two main types. Tirst type uses cross-country panel
data (Culiuc, 2014; Durbarry, 2008; Eilat & Ein&2Q04; Naudé & Saayman, 2005;
Neumayer, 2004). Researchers have predominantympted to see how demand
depends on the income of origin country; tourisiogs; the distance between destination
and origin country; and exchange rates as explanatiables (Song et al., 2012; Song
& Li, 2008; Witt & Witt, 1995). Recently researcleaugmented the gravity model to
explain different categories of impacts includinggly-side factors such as stability and

security of destination.

The second type estimates the determinants ofstoufor a single country.
Compared with cross-country studies, the numbesingle countries case studies is
limited. One relevant paper by Durbarry (2008) ukegheoretical framework developed
by Van Wincoop (2003) and finds tourism demancm WK is price sensitive, offering
some tax implications. Garin-Mufioz and Montero-Marf2007) conclude that the
demand is heavily dependent on the economic camditf each of the origin countries
as well as the relative prices. More recently, @ip@poulos and Butter (2014) examined
the impact of the social, economic and geographded¢rminants of foreign tourism
demand in Greece. They find that distance and tnaste more explanatory power than
prices, and that nontraditional factors such agipal stability seem to play an important

role.

This chapter complements both types and consitiersole of security factors as

a nontraditional factor.
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3.3. Model Specification and Hypotheses

This section explains gravity model in the contekinternational tourism and
defines the variables that will be used to estintia¢egravity model. The model may be
given by equation (4), which can be transformed alinear expression (5) using natural

logarithms:

(gdp)P(gdp))Y

arrival;j = a @’ et (4)

Inarrival;; = Ina, + f1n gdp; + yIngdp; + 6Ind;; + & ()

Wherearrival;; is tourist flows from originating country (i) the destination (j)gdp;
andgdp; are gross domestic product for respective coumtiie is the distance between

the destination and origin, aag is error term.

The specification (5) is likely to suffer from on@tl variable bias as it only
accounts for GDP and distance but doesn’t recogniaey other variables discussed in
the literature. Accordingly, the preferred speeifion of the gravity equation that fits
panel dataset has gone through some changes. ahgsiarin this chapter adopts the

following general form of the equation (see MorlBgsselld, & Santana-Gallego, 2014):
Inarrivalj, = oy + X§—; fs I ZOF; + X7 1 v, N ZDf, + X718, In ZODJj, + &j¢, (6)

where, for a given periol ZOs is a vector of variables determining the push factors for
tourism from tourist originating countriés(e.g.,gdp;;); ZDp is a vector op variables

representing pull factors from destinatiofe.g.,gdpj¢); ZODr is a vector of variables
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representing attractiveness of visiting from TOQléstinatiory (e.9.,7p;;.); ande;;, is

the error term.

It may be noted that restricting to supply-sidenald¢see Jensen & Zhang, 2013)
without the bilateral flow, the equation (6) wilebreduced to a linear combination of

variables determining pull factors from destinafion
Inarrivaly = ag + Y-, ¥, InZD;
With the economic model in (6), the aim is to estienparametesf, y,and §,.

3.3.1. Hypotheses

In addition to the standard hypotheses studiedhéneixisting tourism literature,

this chapter focuses on the following hypotheses:

Hypothesis 1A decrease in the price level of the destination tgunelative to the tourist

originating countries(TOC) as well as competingtohegions increases tourist arrivals.

This hypothesis comes first because of the obvioyp®rtance of relative price
changes. The price for tourists can change foargety of reasons including taxation.
Since international tourism is a special servicewbiich consumers are foreigners,
governments can raise the rate of tax on touristinout much political cost. In the case
of Maldives, for example, Bed Tax imposed on indgional tourists was USD 8 until it
was replaced in 2012 with the Tourism Goods andi&eiTax (TGST) that now stands

at 12 percent® In November 2015, an additional green tax of USBa8 introduced to

30 There are two primary sources of income to the gowent from tourism. First, based on
contractual agreements, revenues come from resaselrents, resort land rents, and royalties. Tier o
source of revenues comes from tourism taxes.
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resorts, and from October 2016 green tax of USDa8 imtroduced to the guesthouse
segment as well. In addition, most hotels in thaldWes include a service charge

between 8 to 10%. Further, tourist firms have tp lpasiness profit tax of 10%.

Do high TGST rates place tourism in the Maldivea disadvantage in relation to
its competitors? The empirical literature regardsegpas an important variable when
choosing a holiday destination is inconclusive.cérding to Durbarry (2008) the level
of taxation can lead to higher prices that negtivdluence tourist arrivals. In contrast,
Chasapopoulos and Butter (2014) and Jensen andyZBaa3) find the price has less
explanatory power than other determinants suchaasport or infrastructure. As such,
this chapter estimates the price sensitivity ofttheism flow into the Maldives.

Hypothesis 2. Deterioration in security indicatqesg. instability) have a (negative)

impact on the tourist arrivals.

Following the democratic movement in 2004, Maldigeatinue to face issues of
political instability accompanied by mass demonsins, confrontation with police, as
well as repeated national elections. Additionatlyring this period, Maldives also
experienced a wave of religious radicalization anéct of terrorism. In particular, on 29
September 2007, 12 tourists were injured in anasiph in the capital city. Following
the incidence, tourist arrivals decreased signitigefrom markets such as Japan. Indeed,
there is plenty of research suggesting that toflost fluctuates depending on stability
and security situation of the destination countdgnen & Zhang, 2013; Putra &
Hitchcock, 2006). For example, Putra and Hitchciie#t significant decrease in tourist
visitation in the aftermath of the Bali bombingZ@02. On the negative side, the political

stability indicator (described later) confirms isility in the Maldives since 2004. Hence,
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it would be interesting to see if stagnation in Eueopean market is related to instability
in the country. Along with stability, this chaptalso tests for other security indicators
such as freedom status and democracy that areedtudiprevious studies (Jensen &
Zhang, 2013).

Hypothesis 3. Investment in infrastructure increatseirist arrivals.

The findings of some recent studies suggest thaquste provision of
infrastructure facilities (e.g. transport infragtiwre) also influence tourists destination
choice (Durbarry, 2008; Jensen & Zhang, 2013; Khaal& Seetanah, 2008; Rigall-I-
Torrent & Fluvia, 2011). Accordingly, we examinestbffect of investment in tourism
related infrastructure on tourist flow in the isflaaconomies and in particular to the

Maldives.

3.4. Data

UNWTO aggregates data from a number of countrieb @rblishes an annual
Compendium of Tourism Statistics (World Tourism @nzation, 2015), including
bilateral tourism flows. Like most of the cross-nty research on determinants of
tourism demand this chapter uses the data on tdlaws obtained from World Tourism
Organization (2015). Using STATA 14 software, tladadis then converted into a panel

dataset consisting 214 countries and covering ¢neg of 1995 to 2014.

Although there is no other choice than relying lois t/NWTO dataset, it may be
useful to note that the dataset has several limitat First, countries practice differ
regarding the way of gathering tourist arrivalomfation: while some countries use the

number of arrivals at the national border, othensnt arrivals at hotels. Likewise, the
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country of tourist origin may be determined basacdhationality or residence. Second,
statistics on outbound tourism is rarely collectédird, although total arrivals in 214
destination countries are available, informationbdateral tourist flow is missing for

many countries because of ambiguity in the ides@tfon of country of origin.

The data sources for the variables on the rightthede of equation (6) are as
follows: macroeconomic indicators (e.g. GDP anchexge rate) are taken from the Penn
World Tables (PWT) and World Bank’s World Developrhéndicators (WDI), and
country-specific data are taken from online. Thd?@EFrench Institute for Research on

the World Economy) datasets provide bilateral disés and time difference¥.

As security-related variables, | use governandeators (e.g. political stability
and absence of violence) published by the WorldkBésee Kraay, Kaufmann, &
Mastruzzi, 2010). As an alternative indicator,dainclude ‘freedom status,’ published
by Freedom House. Table 3.1 shows that the regultibalanced panel dataset from
1996 to 2013 that contains 187,973 observatiorisydigshed by the combination of the

origin country (i), the destination country (j),capear (t).

Of these, about 26 percent of observations hake tiropped because at least one
key explanatory variable (GDPs, price factor, sigumdicators) was not available. We
also exclude from the sample those observatiotsunists who are from low-income or
lower-middle-income countries and instead focustaurists whose origin countries
belong to either high-income (HINC) or upper-middieome (UMINC) economies,

based on World Bank categorizatidf. This is because tourists from less developed

31 CEPII dataset utilize bilateral distance using-tétyel data to account for the geographic distidrubf
population inside the countries.

32 Upper middleicome economies are those with a GNI per capita between $4,036 and $12,475; high-
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countries may be mostly due to other reasons ssighraigration (Eilat & Einav, 2004).

Moreover, following the lead of Culiuc (2014), Isal exclude those combinations of
originating countries, destination countries, aadnjwhose annual bilateral tourist flows
are less than 100 persons in order to reduce nisgsta > It may be noted that after
transformation of data, we still keep more than 40P@bservations and 80% of the

arrivals.

An important observation from the data is that wigland economies have a tiny
market share (MSH) of total tourist flow, the ra{lGADV = MSH/POPSH) of market
share to the population share (POPSH) is much higgremany SIDS than larger
economies. In the tourism literature, MSH is coeskd as measures of absolute
advantage while CADV is seen as a comparative ddgana country has in attracting

tourists (Jensen & Zhang, 2013). A comparisontierytear 2013 is shown in Table 3.2.

For the Maldives, a critically important variabkthe total number of registered
speed boats. The data on this variable was olatd@ioen the Maldives National Bureau
of Statistics (NBS). Given the geographical disttibn of islands, this variable is
arguably the most important type of transport istinacture in the Maldives. Some details
about the dependent and independent variabledbwithentioned in due course in the

subsequent sections.

income economies are those with a GNI per capi®&laf476 or more
33 Culiuc (2014) claims that eliminating small diférces will reduce noise in fixed effects.
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3.5. Static cross-country regression

This section presents the estimates fo the grawaglel as specified as equation
(6) to test the hypotheses discussed in the Se2tbA. The dependent variableAR;,,
the ratio (per capita) of total tourist arrivalsrr individual tourist origin country (i) to
the destination country (j) at year (t). Dividirfgetnumber of arrivals by the population

reduces heteroscedasticity (Eilat & Einav, 2004:iMufioz & Montero-Martin, 2007).

According to Dogru, Sirakaya-turk, and Crouch (20bre of the most frequently
used explanatory variable in the tourism literatisréourist’s income. Since data on
disposable income is not available for some coestmany studies use GDP per capita

(GDPcap;) as a proxy for incomé?

Other most important explanatory variables for gsialare the price of tourism
product, risk indicators, and tourism related isfracture. Although several measures of
tourism prices are used, this chapter focuses lative price RP;;) between origin
country and the destination and the cost of tran@gl(TCOST;;). RP;; is obtained by

taking ratio of consumer price indices (CPI), athdsfor the exchange rate, between

origin and destination country. It is defined as:

P CPI; E
Ut CPL T E;

34 GDP in purchasing power parity is taken to homogenize the values for the different
countries of origin
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The cost of traveling {COST;;) may be captured by two proxies. First, the
distanceD;;, measures population-weighted distance betweess cbecond, the time

difference,T;;, measures the time difference between the origindestination countries.

Turning to risk indicators, the political stabilignd absence of violencRSTAB;,
measures country's stability ranging from approxétya-2.5 to 2.5 (higher being more
stable) (Kraay, Kaufmann, & Mastruzzi, 201%).In addition, the study also examines
the effects of freedom statu§ NDEMC;) in destination countries ranging from 1 to 7
(higher indicating less perceived safety).

Jensen & Zhang (2012), among many other authaespiret in GDP per capita
(GDPcapj) in the destination as a proxy for infrastructared technology. Another
frequently used proxy for tourism infrastructuréiie number of hotel rooms available in
the destination countrydROOM;). Recently, internet has been used as both asierti
and information gathering tool in tourism industfjne number of internet users per 100
people in the destination country is included ia gnavity model as a proxy for adoption
of communication technologies (ICT) technologibsTy). Table 3.3 provides definitions

and source of data, while descriptive statistiessaammarized in Table 3.4.

35 More details about the Worldwide Governance Indicators (WGI) project is available
at http://info.worldbank.org/governance/wgi/index.aspx#home
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Fitting the equation (6) to the data, the equatiidoe estimated takes the following

specification:

InAR;;y =Inay+ Boln GDPcap;,

+ Yoln GDPcapj; + y1In ICT;+ y,ln AROOM;,
+y3PSTABj; + y4,UNDEMCj,
+50 lnRPijt+ 51 lnTCOSTU

+ vije (7)

wherev;;; = 7, + ;; + &, consists of time effeat;, country-pair specific effegt;;,
and error terme;, . A positive sign is expected for the coefficients,
Bo, Yo, Y1, V2,and y3 while a negative sign is expected for the coedfics ofy,, 6,
and 6; . All variables except security variables have bewtural logarithm (In)

transformed, so parameters may be interpretechasadies and semi-elasticities.

3.5.1. Empirical results

For the estimation, | have used STATA econometribnare. Table 3.5 reports
the empirical results for the estimation of equat{@). The first column estimates the
equation using simple Ordinary Least Squares () panel-clustered standard errors.
OLS perform poorly in the sense that relative p(le®P;;;) takes a counterintuitive sign
if the regression equation is intended to capteedemand function. According to Jensen
and Zhang (2012), OLS provide inconsistent estimbézause explanatory variables are
correlated with the error term which may includieets from omitted variables (e.g. visa

regime of the countries), biasing its coefficiempsvard.

Panel data allows controlling for unobserved indiinl effects. These effects can
be treated as country-pair random effects (RE)xadfeffects (FE) for the country-pair

dummiesy;;. In the column 2, | use country-pair random e8g®E). Hanuman test
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rejects random-effects model as consistent. Amradts/e approach that has been used in
tourism literature (Culiuc, 2014) is Hausman angldia(HT) (1981) estimator. Columns

3 and 4 presents results for Hausman and Taylo) {th time difference 1;;) and
population weighted distanc®;() between the origin and destination countrieshas t
transport cost. However, specification in columns @referred because majority of
tourists travel via air, thus, varialdlg is a better proxy than distance variable ofteadus
in the trade is goods analysis. Columns 5 and réisent results for the country-pair
fixed effects using two different proxies for tam price. In column 5 is relative
consumer priceRP;;,) adjusted for exchange rate. In column 6 is Pe@faatio (PP;;.)

between origin and destinatiof.

Income levels or structural challenges of the coesmtmay be important in a
supply side perspective. For example, higher-incdesination countries (e.g. France
and Switzerland) would be expected to have achiéesit infrastructure requirements
(e.g. better transportation network) for tourisndustry to flourish. Thus, some
coefficients are expected to be different dependimgncome levels of the destination
countries. There are other reasons for expectingtdes to have different coefficients.
For example, island economies and economies imanemt may differ in coefficients
on variables representing geographical distancausecthe same values of such variables
may have different meanings depending on geographature. Thus, Table 3.6 reports
the estimates for different sub-samples. Columre## reports higher income countries

(HINC), upper-middle income countries (UMINC), lommiddle income countries

36 |PP is obtained by taking ratio of GDP in PPP @FGat the market exchange rate
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(LMINC) and lower income countries (LINC), respeedly. 3’ Columns #5 and #6 is
estimates for small island developing states (SID@ple 3.7 reports the estimates for

different sub-samples for Hausman and Taylor estima

3.5.2. Discussions

In this section, | discuss results of different@feations that were analyzed. To
begin with, it is reassuring that coefficients ba main explanatory variables in Table 3.5
show expected signs and reasonable orders of rdgniMoreover, coefficients are
stable across the different specifications in oodel. For example, the elasticity on the
origin GDPcap remains in the 0.8-0.9 range. Comparing the resalfTable 3.6, the
coefficient of GDP increases to 1.7 for SIDS. Hrigliterature suggests great variation
in income elasticity to SIDS, depending on the niggdecification. For example, Jensen
and Zhang (2012) found value to be between 0.AB¥oincome countries, while Eilat
and Einav (2004) found elasticity in the range @0.4. Finding of this study suggests
that tourism to the island nations is consideredfdrgigners a luxury good. This
interpretation is consistent with the fact thatus nations like Maldives focus on

wanderlust resort style tourism (Peng et al., 2014)

With regards to the price of tourism service, tbefticient of relative prices is
statistically significant only in higher income cuties. Nevertheless, the effect on tourist

arrivals is small with a coefficient of -0.014, gi@gting if the price in the destination

%7 Based on the GNI per capita income, World Bankgmiees four income levels: Countries
having GNI per capita above US$12,475 is considéfBNdIC, between US$ 4,126-12,745 is UMINC,
US$ 1,046-4,125 LMINC and less than US $ 1,04BIEE.
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reduces by 1% tourist arrivals will increase byt j091%. These findings indicate that
tourist arrivals to lower income countries inclugli®IDS are not sensitive to prices. This
is consistent with the related literature, for epéenEilat and Einav (2004) argues that
cost of living in low-income countries are relativéow and transport cost mainly drives

the tourism price.

However, most of the existing literature suggesthdr magnitude for price
competitiveness than our findings. For example jucw2014) finds price elasticity in
the range of -0.2 to -0.5, using PPP factor raicordingly, in column (6) we use the
same indicatorif/PP;j;) and the magnitude of coefficient becomes -0.Z3hle 3.8
reports results for different income levels and Si@placingrP;;; with variablelPP;j..
Coefficients shows -0.19 for higher income coustaed -0.531 for SIDS. However, we
expect price variable takes on greater important@mhigh-income countries because
they are expected to be more competitive. Onalglessxplanation for this inconsistency
may be due to strong correlation between variébR;; and income variabléDPcap.

%|ndeed, the coefficient 0GBDPcap in Table 3.8 is considerably smaller across all
income level. Thus, result indicates consumer pridex adjusted for exchange rate is a

better proxy for price competitiveness.

Results reported in Table 3.5 shows that travekca® significant. For example,
Hausman-Taylor estimator suggests increasing treosl by 1% leading to reduce the
arrivals by 1.1%. For SIDS, Table 3.7 suggests tihatlikely impact of travel cost is
twice as much as the high-income countries. Inisoufiterature, traveling cost is closely

linked to air connectivity (Eilat & Einav, 2004; ktaroo & Seetanah, 2008). One

38 Correlation coefficient of variables are reportedable 3.9.
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possible explanation of our result is given thatlimber of tourist arrivals to islands is
small if not many airlines travel to these courstri€hadaroo & Seetanah finds that

increasing direct flights by 1% increase tourisivats by 0.3%.

With regards to risk indicators, results show #tability and absence of violence
are relevant for attracting more tourists. Except3IDS, the coefficient is quite stable
around 0.08, suggesting that, on average, an iserefione point instability (which is
scaled from -2.5 to 2.5, high being better) incesascoming tourists by about 8%. An
alternative indicator used in the literature isdel@m House ranking of country’s freedom
status which is scaled from 1 to 7, high being anty more undemocratic associated
with more risk. It is observed that 1 point increasrisk decreases tourist arrival by 7.4%.
Findings are within the range of existing literatbecause Culiuc (2014) finds magnitude
at 7.9 % using a different indicator for stabilior SIDS, the coefficient oRASTAB;, is
negative, which is counterintuitive, while freedovariable (UNDEMC;;) has a
coefficient of the expected negative sign and aaeable magnitude of 6.7%. One
possible interpretation for this result may be tuthe construction of the risk index. For
example PSTAB;, measures only political instability wherda& DEMC;, includes other
risk factors such as rule of law or individual fleen which could be more accurate in
describing variation in risk over countries. Altatively, our results may be indicating
that for island economies, risk factor is not ngalh issue because many island nations

are isolated destinations with prevalent resofedtyurism products.

The coefficients onGDPcap;., which can be interpreted as a proxy for the level

of infrastructure development, are positive antistteally significant among all income

levels. The magnitude of the coefficient suggebtt ttcompared to higher income
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countries, impact is 2-3 times more for the lowerome countries (LINC) and SIDS.
This suggests that most of higher income countrage reached certain a threshold of
basic infrastructure (e.g. roads and transportasigsiem) necessary for tourism. For
many lower income countries and SIDS, tourist atdvcan be increased through
improved infrastructure spending. With regardst@stment in information technology,
except the case of UMIC, our results indicates (h&f;;) will have greatest impact in
LINC and SIDS. Surprisingly, the coefficient on UMshows counterintuitive sign. One
possible explanation could be that given the spda@T in these countries, tourism

industry is not taking full advantage of the avaliéaresources.

As expected, adding new hotel rooms increases theals. One potential
problem with this variable is that one cannot be sibout the direction in which causality
runs. Thatis, causality is not necessarily rugfiitom accommodation capacity to tourist
arrivals. It is possible that the positive coe#iti comes from the reverse causality, even
though Culiuc (2014) argues that this is unlikedg&use the decision to add hotel rooms

takes time and can rarely be implemented withirsdmae year.

3.6. Dynamic regression model for tourism flows

3.6.1.Cross-country analysis
The model discussed in the cross-country casaig.sAs we have highlighted

in the literature review above, especially in smt.2.3, however, recent studies tend to
use dynamic model for international tourism flonabsis (Chasapopoulos & Butter,

2014; Garin-Mufioz & Montero-Martin, 2007; JenserZBang, 2013). The dynamic
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nature of tourist preference is taken into consitien by including lagged dependent

variable {n AR;;-1)) in equation (7).

One obvious problem with OLS is that OLS does rmptec with unobserved
heterogeneity among countries. In the dynamic paa#lire, the lagged dependent
variable is positively correlated with the erronading its coefficient upward. A
commonly used approach is the fixed effect moddliclwv takes account of this bias.
However, according to Nickell (1981), fixed effestimates are biased downwards when

there is a small number of time series data. Ehike case for my sample.

As a response to the this problem, Dogru et all{20Eilat & Einav (2004),
Garin-Muioz & Montero-Martin (2007) propose to mstie the first-difference gravity
equation by using generalized method of moments NikNtamework proposed by
Arellano and Bond (1991) and improved by Blundetl 8ond (1998)3° Following their
lead, this section uses the GMM framework to edentlae determinants of tourism for
the cross-country as well as the single countrg cdishe Maldives. The dynamic model
may be written

AlnAR;j; = a; AlnAR;j;_1y + BoAln GDPcap;;

+ YoAln GDPcapj; + y,Aln ICT;+ y,Aln AROOM;,
+y3 Aln PSTAB;; + y,Aln UNDEMCj;
+80 AlnRPijt +A£i]'t (8)

whereAln AR;;; = In AR;j; — In AR;j,_1), and, analogously, for the other variables. For

the GMM estimation, we use STATA command ‘xtbond2itten by Roodman (2006).

In the Table 3.10, Columns (1) to (4) report resfiom applying the GMM estimator

39 For our analysis of GMM estimator, I used STATA command xtbond2 written by
David Roodman. For more details refer to Roodman (2006).
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proposed by Arellano and Bond for the sub-sampleontries with different income

levels, while Column (5) reports estimates for 8I®S. It should be noted that the
estimated coefficients are short-run demand elasscand the corresponding long-run
elasticities can be calculated by multiplying each the estimated coefficients
with1/(1 — a;).

Further, | also include an additional explanatoayiable to capture effect of
natural disaster on tourist flows. This is becaudsst, immediately after the natural
disaster, it may be physically impossible for tetgito visit many holiday spots. Second,
disasters often leaves considerable damages touhem related infrastructure, leaving
the destination unreachable for some time, depgndm the pace of recovery. For
example, following the 2004 Indian Ocean Tsunamaénynresorts in the Maldives
required large scale renovations, so resorts sdspheir operations for several months.
Third, following the disaster potential tourists ynalso develop a perception that the
destination is a dangerous place and its effecisbegersistent and hence have lagged

effects.

As a proxy for strength of natural disaster, | pesecentage of population affected
by the natural disaster in the destination coujntmythe yeat (DISAS;.). Data is obtained
from emergency events database (EM-DAD) from thvéfsite Catholique de Louvain.
40When the regression was repeated for sub-samptestown here), coefficients of
variable,DISAS;, show correct negative sign but was only signiftdar SIDS. This is

consistent with existing literature (InternatioMdnetary Fund, 2016) that suggest island

40 More details about the dataset and impact of natural disaster on SIDS refer to IMF
policy paper (International Monetary Fund, 2016).
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economies are more vulnerable to disasters. Regnessults ofDISAS;, for the SIDS

are reported in Column (6) and (7) of the Tabl®3*1

The results reported in Table 3.10 show that tbefficient on the lagged
dependent variable is larger@.50) for High-income countries compared with -
income countries~0.30). In the literature, lagged dependent variablattributed to
consumer loyalty and/or habit persistence (alsakmnas repeated visits), thus finding of
this study, for example, suggests SIDS generateatef visits in the range of 25% to
50%. It was also reassuring that signs and magestuaf the coefficients of other
explanatory variables are consistent with what wlaserved in the static cross-country
analysis. For example, coefficient of proxy for ristiincome (GDPcap;. ) is highly
significant and has greater a impact on tourist fto island economies compared with
high-income countries. On the other hand, the aoefit of relative prices is statistically
insignificant across all specifications. Resulsoathow that stability indicators as well
as risk associated with natural disaster do afteaist flow.

With regards to effects of natural disasfef$AS;;, finding indicate that natural
disaster is likely to reduce tourist arrivals tiaunl economies. Result reported in column
(6) of Table 3.10 suggests that one percent inereapeople affected by the disaster
decreases tourist arrivals by 0.4 percent. Colummrréports coefficients when lagged
variables are included in the regression. Moshefdoefficients are insignificant, likely

due to significant decrease in the number of oladiemw.*? The coefficient of first lag,

41 Tt should be noted that country level data on natural disaster is limited, which is
the reason why a number of observations are reduced in column (6).

42 When the regressions were done in stepwise (with more observations), the sign of
the coefficient of first lag is positive (but insignificant) while lag 2 show correct negative
sign and also significant at 5%.
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DISAS;;_1, shows counterintuitive positive sign. This maybleeause tourist arrival data
simply count number of incoming foreigners at tlheder. Hence, the positive sign may
be indicating significant increase in inflow of &gners (foreign aid workers, NGOs,
emergency responders, etc.) who assist in disestef efforts. On the other hand, the
coefficient of the second lag shows expected negatign, suggesting possibility of
persistence of negative view about the destinaBan unsafe place to visit, following
the natural disaster.
In the following sub-section, | expand dynamic e using GMM-estimator

with a focus on the tourist flow to the Maldives.

3.6.2.Tourist flow to the Maldives

Per capita tourist arrivals from tourist originatioountry (TOC) to the Maldives
(MDV) is taken as the dependent variable. In addito the explanatory variables used
in the cross-country case, here | include competjrice as additional variables adjusted

by the time difference. The competitive pricBy ,q.: is defined as:

CPImdv Emdv TDimdv

WhereCPI,, 4, CPI; are consumer price index in the Maldives and cditiye countries
while E represents exchange rates. TD represeatsne difference (as transport cost)
between TOC’s and the Maldives as well as competitountries. This variable is
difficult to construct when the analysis covers sndestination countries, so based on
the Maldives Visitors Surveys and characteristicsilar to the Maldives, only four

countries (Seychelles, Mauritius, Fiji and Sri Lahlre taken as likely competitors.

77



In addition, specific supply-side factors in the laes that are likely to affect
tourist demand are included in the analysis. F@amgde, for investment in transport
infrastructure BOAT},), total number of registered speed boats is otdafr@m the
Maldives National Bureau of Statistics (NBS). Givdse geographical distribution of
islands, this variable is arguably the most impdrtgpe of transport infrastructure in the

Maldives.

Table 3.11 reports the empirical results for thénestion, and variables,
descriptive statistics, and their definitions anengarized in Table 3.12. In Table 3.11,
the first column estimates the equation using sngplLS with panel-clustered standard
errors. In this column, tourist income, relativécps, and time differences are used to

explain the international demand for Maldives tenriservices.

Column (3) reports the empirical results applyihg GMM-system estimator
proposed by Arellano and Bond. Columns (4) to &ged this basic model by including
one or more additional determinants of foreign ismardemand. Column (4) includes the
distance between the capital cities of TOCs andvihlelives as an alternative variable to
the time difference. The Column (5) includes cortpetprice between the Maldives and
other competing destinations, and the columns @¢6)8) shows Maldives specific

variables.

The results indicate that, in general, the modefopms satisfactorily. The
magnitudes and signs of the coefficients seem tathieeretically reasonable and
statistically significant, except for the coeffioteon relative price. Given the opposite
directions of bias present in OLS and FE estigjatensistent estimates for lagged

dependent variable should lie between 0.897, stimate obtained from OLS and 0.473,
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that from FE. Indeed, it is reassuring that theffament of our GMM estimator falls

between these two values.

No signs of serial correlation are found. The restithe F-test indicates the joint
significance of the explanatory variables. Estirdateefficients are short-run demand
elasticities and the corresponding long-run elastgcare reported inside { } in the Table

3.11.

3.6.3. Discussion

The results show that the coefficient on the lagdgekendent variable is larg®.70
compared to the cross-country case for SID&%0), and remains relatively stable across
the specifications. Findings suggest that about 80%tal arrivals can be attributed to
consumer loyalty and/or habit persistence on thes@mer decisions in favour of the
Maldives. This result is consistent with our exjpéion because arrivals to the Maldives
include 25% repeated visitors. Moreover, the teisudlso within the range of similar
empirical studies. For example, Chasapopoulos artitdB(2014) reports that about 74%
of total international arrivals to Greece can helatted to habit persistence, while Garin-
Mufioz and Montero-Martin (2007) find habit persiste of Balearic Islands tourism by

at 54%.

The estimated coefficient of the short-run inconastecity of 0.27 and the long-
run income of 1.18 suggest that tourist arrivalgldpend on the economic conditions of
TOCs. In other words, long-term economic recessiortee main tourism markets will
have a significant impact to the tourist destinaisuch as the Maldives. For this reasons,

it can be argued that the economic downturn in Eoeopean Union would have
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significantly contributed to the stagnation of Huean market in the Maldives. So,
diversification of market to China in 2004 was d¢alidco maintaining the high tourism

growth rate.

In contrast to other similar studies (Garin-MufioM&ntero-Martin, 2007), the
estimates show that the relative price is not ait@nt determinant of tourist arrivals to
the Maldives. The coefficient on relative pricepasitive, which is counterintuitive, but
it is not statistically significant. Moreover, tlestimates from columns 5 suggest that
Maldives does not face competition. Only Seychedlpsears to be competing with the
Maldives, but the magnitude of the effect is vanall (- 0.08). One possible explanation
for this finding could be that traditional customensf Maldives are countries with
relatively high standards of living (e.g. Europeaf$ius, the decision to visit Maldives

is determined by the level of personal income rnatih@n by the relative cost of living.

With regards to the cost of traveling, the estirdagsults show that, in the long-
run, the price of travel is a significant deternminaf tourism demand to the Maldives.
The estimated short- and long-run values, whentithe difference is taken as the
explanatory variable, are -0.21 and -0.91, respelgti Likewise, short-run and long-run

values, for distance as an explanatory variabke;@B1 and -1.34.

Column (6) to (8) extends the basic specificatignnzluding Maldives specific
variables. In agreement with our hypothesis, adfftcients on the explanatory variables
have the expected signs and are significant. Invest in tourism infrastructure and
transport does appear to have beneficial effectitidal instability and social unrest in
the Maldives are likely to have an adverse effecth® tourist arrivals to the Maldives.

However, it is worth pointing out that these Makkvspecific variables are only about
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changes over time in the Maldives. The magnitudeseocoefficients on these variables

are less important for comparative purposes.

3.7. Summary of the Chapter and conclusion

This chapter has examined determinants of inteynatitourism focusing on supply-
side factors such as price, stability and tourisfrastructure. Taking advantage of panel
data, static cross-country analysis and dynamigleitountry analysis have been
performed based on the gravity model framework. Sthdy on SIDS is relevant because
as descriptive analysis shows, despite small maskate, island economies have a
comparative advantage in attracting tourists, awmue from tourism is a significant

portion of total exports of these countries.

The results of the econometric estimation suppgwthypothesis formulated, and
results are robust within static and dynamic speatibns. The results have indicated a
number of interesting observations that show coeffts within a similar range of
existing studies. First, one of the crucial conicas of the study is that the loyalty and/or

habit persistence, and word of mouth significaaffgcts tourist flows to the Maldives.

Second, analysis finds that in the long-run touridemand depends on the
economic conditions of tourist originating counstién particular, cross-country analysis
shows that the coefficient is two times larger igland economies. Further, estimation

for the Maldives supports this conclusion.

Third, the study finds that tourist demand is piegastic, thus, not so sensitive
to price changes, especially in the case of Maldi‘¢owever, most of the existing

literature shows higher and significant coefficisniggesting price competitiveness is

81



necessary to attract more tourists (Durbarry, 2@B&tin-Mufioz & Montero-Martin,
2007; Jensen & Zhang, 2013). For this reason, durhalysis is required to understand

both short-term and long-term impact of tourisnt@riespecially to the Maldives.

Fourth, consistent with earlier empirical studi€hdsapopoulos & Butter, 2014;
Culiuc, 2014; Jensen & Zhang, 2013; Khadaroo & &wdt, 2008), transport cost show
statistically significant results. For example,ules show that, in the long-run, the price
of travel is a significant determinant of tourisengind SIDS as well as to the Maldives.
However, it may be noted our analysis can be imguldwy including airfare in the travel

cost, which is not used in the paper due to dataaitability.

Fifth, the finding suggests that tourist demandassitive to risk indicators. For
these reasons, findings appear to support the hgpes that deteriorating level of risk
indicators after 2004 may have also contributeth&ostagnation of European market.
Policy recommendation in this respect is that goremt as well as tourism industry

needs to put more attention on the image of thatcpas a peaceful tourist destination.

Finally, all three proxies for investment in toumisrelated infrastructure
(GDPcap;, ICT;. and AROOM,;, ) are positive and statistically significant. Agected,
the magnitude of the coefficients suggest that ohjg greater for the lower income
countries and island economies. This suggestddhabost of lower income countries,
including SIDS, tourist arrivals can be increasddowgh improved infrastructure
spending. In the case of Maldives, we also find itheestment in domestic transport
infrastructure BOAT) is having significant impact for a long-term impemnent in tourist

arrivals.
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Chapter 4 Factors associated with hotel room prices in Waisl

4.1. Introduction

What do consumers value in tourism? This quessaf practical interest to the
$1.2 trillion/year world tourism industry, policyakers in tourism-dependent countries
such as Maldives, as well as economists intergsttrae theory of consumer behavit.
Answering this question is difficult, primarily beaese most of the tourism services (e.g.
hotel accommodation) are a bundle of many charatitey that are not separately traded
on the market (Rigall-I-Torrent & Fluvia, 2007, 201 For example, for tourists, the
choice of a hotel to stay depends on not only roaten but also various characteristics of
hotels, such as the design of the building, thebmmof rooms, food quality, other service
quality, and the utility that they would derive finophysical environments surrounding
the hotels (Espinet et al., 2003; Rigall-I-Torr&nfEluvia, 2007, 2011).

In order to consider the growth potential and doatality of tourism in many
developing countries, it must be important to exsmihow the tourism industry can
provide quality services and attractive amenities preserve environments. This applies
in particular to small island developing stated)S), where tourism is a leading sector
employing a large part of the population and thaulhe of beaches, the sea, and the sky
is an important part of national wealth. A consalde compilation of micro-oriented
empirical studies seems to be called for to undatsivhat can be done and what are

actually being done by tourist businesses for ecingrntheir growth sustainability. To

4 UNWTO (2015). For more information about the eamiw contribution of tourism refer to
Chapter one.
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my knowledge, however, there have been very feangits to gather firm-level data in

the literature on the economic analysis of tourfSmng et al., 2012).

Chapter 2 described the dynamic changes taken plattee Maldives tourism
industry. In particular, the emergence of the dumste segment has generated interesting
debates in the country as follows. First, indugikperts believe that mass tourism is
driving down tourism price due to new entrants vator quality services. An important
point is how to enhance and manage tourism relaé@aing to improve the quality and
increase the revenues from the industry. Secomupaced to resorts, the guesthouse
business model is believed to be more exposed#arider problem, congestion, waste
management issues, and friction between tourestlfe and social values of Maldivian
people. For example, open access in guesthousesstaiggests that the marginal cost of
tourist enjoying beach or reef is zero to individgaesthouse owners. Thus, it is likely
that an even larger number of hotels are builicmmmodate increasing demand. The
mass-tourism model is said to be unsustainableapellution leading to depletion of
natural resources. The real problem, however, neathat while there are hot debates,
there are few cool-headed studies.

In my view, it is important to examine tourists’livigness to pay for a clean
environment and to explore an appropriate prictraegy. As mentioned above, it seems
appropriate to view tourism services as a bundlehairacteristics when we consider
pricing. In other words, it seems appropriatedog the hedonic price approach. Among
the applications of the hedonic approach to tourigtigall-I-Torrent and Fluvia (2007)
and Rigall-I-Torrent et al. (2011) exceptionallyw@stigate the correlation between the
price and hotel characteristics while paying attentto both private and public

characteristics of hotels in Catalonia, Spain. pitesent study attempts to extend this line
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of research by examining the effects of improvediise quality and beach quality,
among other changes, on hotel room prices in thiiMan guesthouse sector.

According to Kuminoff, Smith and Timmins (2013),ete are a number of
‘equilibrium sorting models’ that integrate the bsés of willingness to pay for public
goods and the analysis of pricing for differentiafoducts?* For example, hedonic
equilibrium modeling technique has been used ektelysin the analysis of the housing
market to estimate consumer’s marginal willingnespay (MWTP) for environmental
amenities such as clean air (Bajari, Fruehwirtimk& Timmins, 2013).

Like housing, most tourism services can be viewgedifferentiated goods which,
according to Taylor (2003, p331), are “products séoharacteristics vary in such a way
that there are distinct product varieties even gicilne commodity is sold in one market
(e.g. houses, cars, computers, [hotel rooms]).’pideshe obvious application potential,
only a few studies have applied this approach twidts’ evaluation of environmental
amenities (Sinclair, Clewer & Pack, 1990; Rigalld+trent & Fluvia, 2007, 2011).
According to Song et al., (2012), this lack of ws is due to the absence of data
measured in a consistent way across firms. The rmparpose of this chapter is to

contribute to filling this gap by collecting andadyring firm-level data from the Maldives.

One of the major findings of this chapter is the suppliers mostly capture the
added benefit that comes with improving the qualitgnvironment or service as means
of increasing price rather than growth in touristeansumer surplus. Study finds that
tourists value the natural environment. Findingggest hotels located in islands with

lengthy beaches can quote a higher price, on tiner diand, overcrowding due to free-

44 For detail review of hedonic sorting model refer to Kuminoff, Smith and Timmins (2013).
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rider problem, and poor waste management pradieesaving adverse effects on prices.
For example, results indicate that MWTP for cleavi®nment (e.g. beach) varies

between USD 1 to 3.5.

Second, findings suggest that the tourist's valaeager’'s experience and training
For example, when staff in the guesthouses carkspeadditional foreign language, the
price increases in the range of 4-7%. Also, hdtel¢ging managers with at least three
months of training can set (on average) price 178temhan a hotel with otherwise
identical characteristics but without trained maerag It was also observed that more

educated and experience managers are aware obemantal challenges.

The rest of this chapter proceeds as follows. S8e@ipresents review of hedonic
literature. Section 3 discusses our model spetificaand hypotheses. Section 4
describes collection of original data. Section ®spnts descriptive statistics and
econometric estimator. Section 6 reports the regidlapplying the estimator to our data

and discussion of the results. Section 7 conclwddgssome recommendations.

4.2. Review of relevant literature

4.2.1. Empirical research on hedonic pricing

Since the 1920s, economists have been using hedppioach to estimate the
demand for goods derived from the intrinsic quaditof individual characteristics (Taylor,
2003). Well-known papers are from Court (1939) @ndiches (1961). They use hedonic
analysis to estimate quality-adjusted price inditmsautomobiles. Lancaster (1966)

demonstrates that consumers derive utility notctlyefrom the goods, but from their
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intrinsic characteristics. Moreover, Lancaster @9@rgues that consumers receive
additional utility depending on how and where tihedoict was consumed.

In his seminal paper, Rosen (1974) first proposésearetical framework for
understanding the market process generating a feeelguilibrium. Building on the ideas
of Lancaster (1966), Rosen defined hedonic pricas the implicit prices of
characteristics and are revealed to economic affemsobserved prices of differentiated
products and the specific amounts of charactesistssociated with them” (p. 34). More
importantly, Rosen established the connections d&twconsumers' preferences for
characteristics of goods and market prices. Rolsemoaitlined an econometric procedure
to estimate the hedonic price function. Rosen’sdférPrice framework (hereafter HP)
is referred to as a first-stage and second-staglysas and will be the basis for my
hedonic estimation procedure described in detadaation 4.

In the Rosen’s (1974) first-stage analysis, theohedprice function is estimated
using sales prices of a differentiated good asiépendent variable and the characteristics
of the good as the independent variable. He arthegshe hedonic regression analysis
allows researchers to recover the estimates ofinargillingness to pay (MWTP) for
individual characteristics, commonly referred to lsdonic (implicit) prices. The
coefficients are interpreted as the effect on ttaeket price of increasing a particular
product attribute while holding the other attrilgitiexed. In other words, consumer's
MWTP for a small change in particular charactergssttan be inferred directly from an

estimate of its implicit price.

In the second-stage, the estimated implicit prafesharacteristics are regressed

on the characteristics of consumers, such as aggnanme. The second-stage is of
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particular importance because it enables researdioerdentify demand and supply

functions for use in valuing larger policy changesvelfare analysis.

In the forty years since Rosen (1974) establisheaproach, a large number of
papers have explored its potential applicationdudting housing market (Witte, Sumka,
& Erekson, 1979), automobiles industry (Atkinson HKalvorsen, 1984), valuing
environmental externalities (Greenstone & Gallagl2®08; Harrison & Rubinfeld,
1978) and quality of education (Black, 1999). Rélgerareas of interest have been
expanded to characteristics of personal computeakegs, 2003), valuing consumer
products such as wine (Pierre, Sébastien, & Mici&@87) and tourism products (Espinet
et al., 2003; Rigall-lI-Torrent & Fluvia, 2007 201Rjgall-I-Torrent et al., 2011). Our
primary interest here is the literature that fosuse valuing local public goods, such as

quality of the environment.

4.2.2. Application of Rosen model and Improvements

In the broad area of environmental economics, HBnigs to the family of
‘revealed preference’ approaches that use marketniation to assess the quality of
environmental ameniti€S.According to Bishop and Timmins (2011), for examphe
HP model has been used extensively to analyze paddic goods and quality preferences
in the housing market. The first major applicatairthe HP model to public goods was
Harrison and Rubinfeld's (1978) study of willingaés pay for clean air. They found that
housing prices decrease with increase in air potuand also consumer’s WTP for

pollution varies depending on their income.

45 For review of literature on various assessment auttior valuing non-marketed goods , such
as environmental quality, refer to Champ, BoyleB&wn , (2003)
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Empirical literature that focuses on the cost-bieefalysis of policy change has
also utilized the HP method. For example, Greerstomd Gallagher (2008) investigates
the benefits of Superfund cleanups compared todkeof implementation of the policy.
46 However, they propose improvements to Rosen’degfyabecause of endogeneity

issues highlighted by earlier researchers.

According to Bartik (1987) and Epple (1987), Roseapproach suffers from
well-known econometric problems. Thus, a great adadhedonic literature has been
devoted to the identification and sorting proc&sst, Rosen’s (1974) approach suffers
from the problem of omitted variable bias (OVB) @ese he assumed perfect information
about product characteristics. It is unlikely faeaearcher to observe all the features that
are relevant to consumers. For example, in the aBletel room price, it is possible to
get information about characteristics such as reoa, hotel amenities, and location
characteristics. On the other hand, characterisiosh as service quality and
neighborhood noise disturbance may be unobservetidoyesearcher, but tourists are
likely to drive utility from these characteristicSo, if omitted attributes are correlated

with the observed attributes, then OLS estimatesgriplicit prices will be biased.

Second, Bartik (1987) and Epple (1987), among sthergues that estimation
procedure for second-stage regression based omRqad®74) assumptions produce
biased results due to endogeneity problems whelnetienic price function is non-linear.
For example, tourists with a high preference faegain characteristic would naturally

book hotel rooms that contained more of this charatic. They argue that Rosen’s

46 Refer to Greenstone and Gallagher (2008) for rdetails on the Supperfund program
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suggestions of using supplier attributes will at&d work because it is correlated with
the implicit price due to sorting problem underlyinedonic equilibrium.

When panel data is available and unobserved vasadie time-invariant, OVB
can be accounted by fixed effects (Bajari et @11,3). However, obtaining panel data for
most of the differentiated goods such as tourisrdifiscult. Moreover, unobservable
attributes such as beach cleanliness and servigéyqare likely to change over time.
When panel data is not available or unobservedablas are time-variant, some
researchers have suggested using instruments hegrigdartik, 1987; Epple, 1987) and
others settled for the semiparametric approachci®lB999; Chay & Greenstone, 2005).
More recently, Bajari et al. (2013) propose a sggtthat relies on an assumption about
consumer’s rationality, under which just two regelabbservations are required to obtain
consistent estimator.

Third, Rosen (1974) also made an assumption abewdntinuum of the products
and perfect competition about the market understigation. Bajari and Benkard (2005)
argue that these assumptions are unreasonableny markets because of imperfect
(oligopolistic) competition. Moreover, they clairhat imperfect markets often contain
only few hundred products. Accordingly, they rethgse two assumptions proposed by
Rosen and outlined a general model for his firagstand semi-parametric approach to
his second-stage.

Given the identification and sorting problems, Heglonic literature has mostly
ignored Rosen’s second-stage (Bajari et al., 2Bistjop & Timmins, 2011). The main
focus of this chapter is to recover implicit prides characteristics bundled in a tourism
service (internal characteristics) and featuresres to hotels and other tourism service

providers (external characteristics) such as vglemvironmental amenities.
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4.2.3. Hedonic literature on tourism and the contributdrnhis study

Rigall-I-Torrent & Fluvia (2007, 2011), among otegdemonstrate that the Rosen
model could be applied to hotel rooms as well. &intb the housing market, internal
attributes of hotels (e.g. room size, the numbeooin, facilities, etc.) vary considerably.
Hartman (1989) was the first to use the HP metlwodevelop a pricing strategy for
differentiating products in luxury hotel marketreBominantly, however, HP regressions
have been used to evaluate internal characterigticdsiding holiday packages (Thrane,
2005), bed and breakfast amenities (Monty & Skican@003), holiday hotels (Chen &
Rothschild, 2010; Eduardo & Santos, 2016; Espihet.e 2003) and ski resorts (Falk,
2008).

By contrast, tourist valuation of external attrisitor environmental amenities
have seldom been investigated. But there are sxteptions. A pioneering study by
Sinclair, Clewer and Pack (1990) included both hatigibutes and local facilities in the
Spanish province of Malaga as independent variaBlesent papers including Rigall-I-
Torrent and Fluvia (2007, 2011), investigated havecgs depend on both hotel and
neighborhood characteristics. Rigall-I-Torrent bt(2011) examined effects of beach
characteristics and hotel location on hotel roamsgs. Their findings suggest that
external attributes such as safety and better alatmvironment (e.g. beach quality) are
associated with higher hotel room prices. The yamlbelow belongs to this line of
research.

Hotel room pricing can be studied from ‘stated erefces’ (recall data) and
‘revealed preferences’ (market data). Monty andd®kire (2003) used survey data of

consumers to estimate their willingness to paytiel attributes. Taylor (2003) discusses
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a number of advantages of using market data instéaecall data collected from

consumers. The present study follows and estinatesquation that explains the price
of a hotel room per couple per day. Most of thestaxg studies use price information
from tour operator’s broachers. Notable exceptemesChen and Rothschild (2010) and
Eduardo and Santos (2016). We use online pricedessribed in detail in Section 5,
taking advantage of the advancement in ICT (Cadll., 2016).

In addition to hotel room prices, we estimate anagign explainindghotel room
rating by guests. Section 4.3.5 provides a detailed eafiamto test my hypothesis that
hotel-rating indicate consumer surplus. Note that study uses hotel room rating as a
dependent variable. This is a deviation from Rigdlorrent and Fluvia (2011), who use
rating as an explanatory variable in regressionkatél room price. They claim that
rating indicates quality factors such as aesthetic oratibaauty that are not captured by
the observed variables. Most likely, howeweatting is endogenous! Price and rating
would be affected by the same unobservable chaistate internal or external to hotels.

Thus, this study attempts to contribute the econdi@rature on tourism in three
respects. First, it applies the HP method to thaext of tourism in the small island
developing states (SIDS) for the first time by eoting primary data through my own
survey. Second, it pays attention to both inteemal external characteristics, which is
not new but relatively new. Third, it uses notyohbtel room price but also rating as

dependent variables based on my own theoreticabreahich will be explained below.

47Booking.com ask guests to give a score between li0tbased on each of following items
(services) of the hotels: cleanliness, comfoatmn, facilities, staff and value for money
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4.3. Model

4.3.1. Hotel room as a differentiated good

Consider hotel rooms in one geographical locakdrsland). In the following
explanation, tourists wishing to book these hatehns may be referred to esnsumers

hotelsasfirms, and managers that run the hotelpxlucers..

Hotel rooms can differ from each other in interantl external characteristics.
Hotels can differentiate their rooms by changirgrtbharacteristics, including room size,
view from window, room equipment, quality of beatihgeneral, any hotel room could

be described by the vector:

zZ = (2,2 - Zy),

wherez;(j = 1 to n) completely describes the services available tdgtaby staying in
the hotel room. In the case of hotel room, theswattteristics may include structural
attributes (e.g., size of room), neighborhood laites (e.g., community education

standard), and local environmental amenities (guality of beach).

4.3.2. Hedonic Price Function

Different consumers would have different preferenoeer;, z,, ....z,. It is
assumed that consumers know the set of these ttiastics of each hotel room and its
price fully when they choosing which room to bookor example, if the tourist value
‘beach cleanliness’ more than other features, sten would prefer hotels located in

islands where reviews on beach cleanliness is rbettsuming all the other aspects
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remains the same. If many consumers appreciathlme@anliness greatly, hotel rooms
in front of a clean beach will command a high pride the HP model, it is not difficult
to show that the price of a hotel roons a function of characteristics:

P; = P(zi1,Ziz, - Zij. - Zin). (2)
The equation (1) is the price of hotel room, Padanction of the vector of values,
describing its characteristics. In other wordss tilsi the price each tourist pays for the
room in exchange of enjoying services derived ftbm characteristics of the room per
period.

Inherent in our description above are the followtng assumptions. First, as
mentioned above, all tourists accurately perceeedharacteristics represented by the
vector z at every location. This assumption is strong blaugible because rapid
improvements in ICT allows effective disseminatioh information about hotels
characteristics as well as consumers feedbackg #ioeiu experience. High-quality and
detailed information are available from hotel wébsias well as some online travel
agencies (OTASs) such as Booking.com, Trip Advisimtel.com, etc. Indeed, one in three
visitors to the Maldives refers to an OTA beforeafizing their booking (Maldives
Tourism Survey, 2015).

Second, it is assumed that there is sufficientagi@m in the characteristi@sof
hotel rooms so that the functionZA(is continuous with continuous first and second
partial derivatives. Indeed, hotel rooms in Maédiwary widely in grades and types (e.g.,

standard, beachfront and deluxe), amenities, s&syand location.
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4.3.3. Hedonic price schedule

The first step of our estimation is to find hedopigcce schedule (HPS) that
emerges from the equilibrium interaction of towgidemanding different combinations of
characteristic€ and managers supplying them. Rosen (1974) argaeslPS represents
a market clearing equilibrium, which mean in ountext that the hotel room market is
in short-run equilibrium and all tourists bookr{teone room at the market price.

In our model, an individual tourist utility depenols consumption of a composite
private good (or a numerairey, (with unit price), and a bundle of tourism service
characteristicg:

U=U(x,z) 2

subject to the budget constraint:

I—[x+P(2)+T]=0 (3)
Wherel is the tourist income, B) is the hedonic price of a room amds the cost of
transportation. For simplicity, we shall ignore fidaassociate the a single characterisitc
z;, with measure of quality of service or environmamtenities (e.g. quality of beach).
Then, assuming that spartial varaiation in hotelmacharacterisitcs (in cluding) are
capitalized into differential in hotel room pricthe first order condition for utility
maximization of (2) subject to (3) reveals thatteaourist will choose level of; to
satisify:

oU j0U _ oP
dzj/ ax 0z

48 In the analysis we control for transport cost by including a distance variable,
between the islands and the airport.
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Where%is the partial derivative oPrice function P(z), with respect to thdth
]

characteristic, referred to as tmarginal implicit price In other words, it is the marginal
willingness to pay (MWTP) for thgh characteristic implicit in the overall price thie
hotel room, holding all the other characteristioastant. The equilibirum condition also
means that MWTP far; must equal to marginal cost of procuring an ewtriaof z; from

the market.

4.3.4. Tourist Bid function and Supplier offer function

It is possible to gain better insight into tourgsthoice behavior if we refer to the

Uz; . . . . - .
ratio of marginal utilities,U—’, with a negative sign as tourist willingness tbsiiute one

unit of z; for one more unit ok without changing maximum utility. Rosen (1974)

Uz; . : L I
termed_* as bid function,B; , which is commonly refered as indifference curve.
X

Accordingly, we follow Greenstone & Gallagher's @80 explanation of hedonic
equilibrium in the housing market to describe owdel for tourist bid function and
supplier offer function and estimate economic vafee quality of service and

environment.

It is obtained by first substituting equation (3fa utility function (2), which gives
u=U{—-P,z,..2;..,z,) . Inverting this equation and keeping constant all
characteristic excep, an expression for bid function (willingness to PasT P]) for z;is

obtained:

B; =B;(I—P,z,Z*,u") (4)
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where,u” is the maximum utility given the budget constraiandZ” ;are the optimal
quantities of other charactristics. Expressionr@)eals the maximum amount that a
tourist is willing to pay for different values of, keeping utility constant. It also reveals

that toutist’s choose different level af depending on their income and/or preferences.

The other side of the market is composed of hostagers (suppliers) offering

accommodation services. So supplier's profit fuurcis define by:
= P(z) — C(2) (5)

WhereP(z) is the rental price per period and C(z) is thet dosction. To make our
analysis compatible with the demand side of theketawe can invert equation (5) and

derive what Rosen (1974) termeffer function,0;, for the characteristic;

0; = 0(z;,Z2;,m") (6)
Wheren* is the maximum available profit given its cosh@tion and the HPS.

Using Greenstone and Gallagher (2008) model, Figuiren illustrates HPS, bid
functions and offer functions for three types ohsomers and suppliers. Heterogeneity
in tourist bid functions arises due to taste andioome as tourists choose different
guantities of preferred characteristic. For exampkeus denote as three types of tourists
1, 2, and 3. The three types of tourists choosel$iat locations where their MWTP for

z; is equal to the market determined marginal impficice, which occurs a;-l, z]-2 and
z]-3, respectively. Given market prices, these todrigilties would be different at sites

with higher or lower levels of quality.
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Likewise, heterogeneity among individual suppliarsses due to differences in
their cost functions. For example, better qualdggvges mean more training needed for
managers or other supervisory and operational leadl. Alternatively, if the beach is
dirty due to waste management practices of isladeen Guesthouse managers have to
hire additional people to clean the beach and deosihigh level of local environmental

quality.

The HPS runs through tangencies between consumiersind suppliers' offer
functions. At each point on the HPS, the margimadepof a hotel room characteristic is
equal to an individual consumer’s marginal williegs to pay for that characteristic and
an individual supplier's marginal cost of producihg-rom the supplier’'s perspective,
hotels providing poor quality services or locatedieas with poor environmental quality
must have lower prices to attract potential toari$he HPS gives the price that allocates
consumers across locations. Thus, the HPS candaetasnfer the effects of a marginal
change in a characteristic. In other words, itasgible to identify the demand for the
characteristics in principle, even though whethrerai we can do so empirically depends

on the availability of good indicators of charatdgcs.

To guide empirical analysis to be conducted belbway be useful to advance
testable hypotheses on the impacts of some obderehhracteristics of hotel rooms on
prices. Among various characteristics, this stygys special attention to those
representing the quality of the environment and dhaervices because their impacts are
considered to have policy implications as will becdssed later. The first variable of

interest represents accessibility to the locatiothe hotel.
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Hypothesis 1- The room price of a hotel increases with the ado#itg of the

island/beach in which the hotel is located.
The second variable of interest is waste managepraaticed in the island.

Hypothesis 2- Locations with poor waste management procedure hawer

hotel room prices.

The third variable of interest is the human camfalwners or managers of hotels, which

must be closely related to the quality of service.

Hypothesis 3- Hotels with more educated/experienced owner/mang@goxy to

quality of service) will have higher hotel roomges

4.3.5. Hotel room rating by guests

In the HP framework, it is often difficult to disesithe welfare effects of quality
change because it is difficult to infer the effemtswelfare from the estimated effects on
price (Greenstone & Gallagher, 2008). In the cadsbotel rooms, however, data is
available for not only prices but also consumeings. Actually, consumer rating data
are as rich as room price data. How can we useitiiglata on consumer rating for the
analysis of welfare effects? What does consuntgrgandicate or represent? During my
field survey of guesthouses, | learned from surespondents, who were hotel managers,
that they dedicated considerable amount of timeahdr resources to maintain a high

rating for their hotels. Rating is important foem because potential visitors do care how
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previous visitors rated their hotels. Why do eonsrs or tourists care other rating by

other consumers?

My hypothesis is thatating changes in the same way as consumer surplus
changes. To see this, consider hotel rooms island. In many cases, island beach is
‘non-exclusive’ because it is difficult to exclu@gher tourists or islanders using the
beach that is generally considered a common gobd. ffee-access property of beach
can result in congestion. Suppose imagine for gevthat the beach on this island is
congested and has bad waste management practicetha tourists do not appreciate

the beach at all.

In Figure 4.2, the height of the downward slopiegiénd curve, D indicates the
marginal value or marginal willingness to pay foternal characteristics. Since tourists
do not appreciate the external characteristicd, ithbeach in this example,1bs the
marginal willingness to pay for hotel rooms. Thepy of rooms is assumed to be
perfectly inelastic in the short run and depictgdsertical line $because of the limited
availability of hotel rooms (i.e. availability cdihd for Guesthouse s is fixed to begin with)
The short-run equilibrium is {pqy). The corresponding consumer surplus is the sum of

areas A and A, which is given by:

Consumer surplus = [(Benefit/day) — (expenses/day)]

Now, let us consider an improvement of beach qyalite to the installment of a
waste incinerator in the island. The improved dualill increase the willingness to pay

for hotel room on this island, which is indicatedFigure 4.2 by the upward shift of the
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demand curve td, . With fixed number of rooms, price increasespio More

importantly, this shift in demand is captured bicerchangelAp = (p, — p1).

We see, however, that the consumer surplus rentamssame due to the
improvement of the quality of the beach that conspéed for the additional price. Thus,
the welfare gain due to the shift in demand isstiima of A1 and A3, all of which goes to

the producers. This is equal4p times the quantity of tourism product consumed.

Like consumer surplus, consumer rating would notugomuch in this case.
Although the improvement in beach quality will irese the marginal willingness to pay
and the total benefit for consumers, the accomplgoriee rise will disappoint consumers,
canceling out the increased appreciation, therehyihg the consumer rating largely

unchanged.

In the long run, however, a number of hotel roonismet be fixed. The higher
price will lead guesthouses to increase rooms. eMwivate land will be converted to
guesthouses. If the long-run supply curve is loorial, like S, there is a considerable
increase in quantity pushing down the price toitfigal level. In this case, the entire
welfare gain goes to consumers and is given bystime of shaded areasAAz and B.
With the room price being as low as before, andhwigach quality being higher than
before, the consumer rating will be higher tharobef Thus, it is likely that consumer

rating can serve as a proxy for consumer surplus.

4.4. Original data from the Maldives
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There have been no systematic studies on hotel pym®s in Maldives. Indeed,
prices have not been even systematically collebtedny official statistics office. As
such, for this study, | constructed the most coimgneive database ever compiled on
hotels in the Maldives. It contains microdata afd online about prices and
characteristics of 92 resorts as well as more #hGuesthouses in 51 islands in the
Maldives. It also includes hotel room ratings, esws and room choice by tourists visiting
the Maldives. Next, | merged the dataset with thia drom the Census of Maldives (2006,
2014). In particular, | obtained from this sourge information about waste management
practices of islands. Finally, a survey instrumemats used to expand the database to
include education and training information about7 1&uesthouse managers and
environmental characteristics of 24 islands. Thistisn describes collection of data in

details.

4.4.1. Online Data

Hotel room prices, characteristics, and tourisiaws are obtained from online
sources. According to data available from the Migisf Tourism (MOT) website, as of
January 2015, there were 116 resorts and 323 Guesls registered in the Maldives, of
which 106 resorts and 107 Guesthouse s were opeahtOur analysis shows that all the
operational resorts post their room prices onlether through their website or one of
the online travel agencies (OTAs). Interestinglgwiver, more than 161 Guesthouse s

posted their prices in just one of the popular OkKAswn as “booking.com.”

To collect and process online data | followed aprapch similar to the Billion

Prices Project (Cavallo et al., 2016). It invohasntifying an appropriate OTA that posts

102



hotel information including prices and reviews;ngsa web-scraping software to collect
the data; then using MS Excel to clean and categdhe data, and finally exporting

information to STATA so it can be utilized for apsik.

There is a number of OTAs (agoda.com, booking.duotel.com, etc.) that post
prices and relevant hotel information. In addititoyr operators and print media guides
such as ‘Lonely Planet’ also provide similar infation to potential consumers. Indeed,
most of the existing studies use price data froor taperators’ brochures (Rigall-I-

Torrent & Fluvia, 2011).

Two factors drive our choice of an OTA. First, aftthe 68% of international
visitors to the Maldives who book their holiday ioel, more than 86% used OTAs
(Maldives Visitor Survey [MVS], 2015). Those whaldiot book online used methods
such as tour operators, visiting travel agenciesl, drect bookings over the phone.
However, our preliminary interviews with industryperts in November 2015 suggests
that guesthouse owners do not have enough rooactitapr finances to make contact
with large tour operators or travel agencies. Tlius understood that the Guesthouse

owners almost exclusively use OTAs.

Second, in selecting a particular OTA, | focusesl dttention on the information
needed for web-scraping. For example, in additoprice data | was also interested in
obtaining other information such as structuraliladtes of the guest house and types of
rooms tourists choose to stay in the Maldives, letteed, ‘booking.com’ provides price
data and most of the other required informationn€idently, in 2015 most travelers to
the Maldives (28%) also used the same platfornthieir booking (MVS, 2015). A simple

search of the platform also reveals that it pastsrimation about 95 resorts and 170
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Guesthouse s, that is, 80% of operational resoidsnaore than 50% of the registered

Guesthouse s.

The next step is data collection. | used web-saapoftware called ‘DataMiner’
to collect relevant information from booking.comsihlg simple codes, the software is
trained to collect the price of hotel rooms, guasings, number of reviews, structural
attributes, facilities available in the Guesthoumseal plans, etc. In addition, the software
is also used to gather online feedback calledewssi from the customers who have used
the platform to book hotels in the Maldives. Neefsis cleaning and sorting scraped data
in Microsoft Excel before exporting to STATA forrther analysis. This is necessary to
standardize price to be used as dependent varalolealso extract the information to

create a set of control variables.

4.4.2. Survey data

| conducted a field survey of Guesthouses in th&dMes to obtain information
about education and work experience of Guesthousers/managers as well as the

quality of the environment where the hotels araied.

To measure the quality of services and the wast@agement practices in the
island | developed a survey based on interviews wie Guesthouse owners and/or
managers, who are involved in the day-to-day opmrst The structure of this survey is
borrowed from the World Bank Service Module (The Aldank, 2013). Additional
input for the types of questions was also takemffthe Case of Caribbean Tourism”
(Poon, 1990); “the Caribbean Regional Sustainablgi¥m Development Programme”

(The Caribbean Tourism Organization, 200at)¢ “Tourism destination competitiveness"
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(Enright & Newton, 2004) The survey is then modified for context and ratee to our
hypothesis and the Guesthouse in the Maldives

The questions were designed to assess three breasl &irst, focus was placed
on collecting proxies or indicators for the qualdf service. The survey included a
number of direct questions to evaluate years ofcation and tourism related work
experience of owners and managbmsyv many years have you worked in a tourist résor
| also tried to get information about the additibotraining received during the past 12
months, and methods of learning new skills by tmpleyees. Further, | also sought to
get the quality information indirectly. For examplee question was askeduring the
past year, has this Guesthouse introduced new or significanthproved hotel
management softwarePlere the intuition is that such improvements waiquire
additional training that is likely to improve theality of services.

The second set of questions evaluatewhste management practideghe island.
| decided to get the feedback from owners and nemsabecause they can directly
observe the waste management practices, and teeyegularly deal with complaints
from the tourists. | asked to what degree wasteag@ment is anbstacleto the current
operations of the Guesthouse that scores fromipedive (“no obstacle”) to negative
five (“very severe obstacle”). In addition, | asketbout therelationship and/or
contributionof local municipal council to Guesthous®irism industry that scores from
positive five (“adequate”) to negative five (“inapieate”). This question was asked with
an emphasis on waste management and other publicesdelivery in the island. Further,
| also requested the respondents to rate how fretyuteuristscomplainabout theuntidy
beach’that scores from one (“always”) to five (“not alf’al

Third, I collected information such as the agewhers and managers; the number
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and types of rooms; the number and designatiompi@y/ees, and how often managers
meet with operation level staff. Also, | asked dimes about the tourism industry in
general, particularly focusing on factors that ietpgourist arrivals such as transport
infrastructure; and challenges related to goverrirteen These questions were asked as
open-ended questions, and then once a general awswagiven, the interviewer asked
for a specific score. | dropped questions on fingrdata because our pilot run indicated
that managers are reluctant to answer them.

Finally, in each broad area of questioning, | ideld ‘double-check questions’ to
test for the accuracy of answers. For example, envlaisking questions if waste
management was an obstacle, | repeated the sarsioguer water or electricity, so that
| could identify if the answers are not just randa@mmments. Moreover, | also
interviewed or had discussions with other relevstakeholders to collect anecdotal
evidence of the impact of Guesthouse segment iisldneds. This includes, among others,
a former Tourism Minister, relevant government @#is, local council administrators
and local islanders. Table A1-4.1 in Appendix shawist of people interviewed followed
by the Survey questions in Table A1-4.2. An eleuttacopy of the responses to the

survey is available upon request.

The survey questions were exported to a softwatledcaQuicktapsurvey’
purchased from quicktapsurvey.com, and it was liestén the tablets to be used for field
interviews. To ensure high-quality data collectidrhired two graduate students as
research assistants (RAs) and two high-school stade support staff. The RAs helped
to collect information from two major Guesthousastérs in the Maldives: Maafushi

Island andHulhumale’ Island. For the rest of the islandsyadvéled to conduct the
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interviews. Support staff assisted making phonks dalgistics arrangements of traveling

as well as sometimes in data collection.

The survey was carried out from August to Septerib&6. During the first week
of August 2016, | trained the two RAs and two supgtaff on how to make calls, seek
appointments, and conduct the interviews using dsilneey software. This task was
undertaken as a pilot round with some managersagneed to participate in the mock
interviews. Although questions are typed in Englisluring the interview, we ask
guestions in the local language ‘Dhivehi.’ Moreqvere also made show-cards for
relevant Questions both in English and Dhivenhi. ldeer, we found that show-cards were
not needed in most interviews. After the first weskinterviews and based on the

feedback, | made a few modifications to our questio

One of the advantages Qfuicktapsurveysoftwareis that it allows real-time
monitoring of RA’s performance. Our target was éach RA to conduct at least one
interview per day. Each RA was given a signed idtam the GRIPS, explaining the
purpose of the survey and other relevant detdilgery 20 days | met with the RAs to
discuss the progress of the Survey. Moreoverndutis period | also independently
conducted interviews with few Guesthouse managétsnithe same island as the RAs

worked. The purpose was to check the consistenttyedRAS’ interviews.

The sample Guesthouses were randomly (stratified$en from the population
of all Guesthouses that post their prices on tluking.com. Geographically, | restricted
the survey to islands where more than two Guest#wase in operation and the atolls

that are close to the international airport becdbsereduced our travel time and costs.
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This yielded a sample of 147 Guesthouses and &4dslacross five atolls. The following

section presents descriptive analysis of the kebkes.

4.5. Descriptive statistics

4.5.1. Price variable

The estimated frequency plots of the average poicéhotel rooms in the
Guesthouse segment and resorts for the month p20d6 are shown in Figure 4.3. To
standardize the comparisons; prices are for a ayig-stay in a double room per couple.
As expected there is a considerable difference dmtwthe prices of resorts and
Guesthouse segment. Price of Guesthouse roomsl Vesia $30 to $450 with a mean
value of $108, while resorts room prices rangednf®l07 to $8000 with an average

value of $873.

Table 4.1 shows room types in Guesthouse segmdmeaarts. Guesthouse offer
room types: Standard, Deluxe and Suites. Resdes Garden Villas, Beach Villas and
Water Villas. Deluxe room category is most comnaomong the Guesthouse s, while
“Garden Villa” is the most common among the resokiereover, hotels also offer
different meal plans: bed and breakfast, half-bd@makfast and lunch), full-board

(breakfast, lunch, and dinner) and all inclusivedts and selective drinks).

4.5.2. Hotel room rating variable

The estimated frequency plots of the average ratihdgiotel rooms in the

guesthouse segment and resorts for the monthy20ab are shown in Figure 4.4. Once

again, to standardize the comparisons, rating$oar@ouble room on bed and breakfast
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basis*® Data shows, in the guesthouse segment, ratingesviiom 5.9 to 9.9 with a
mean value of 8.48. In the case of resorts, adeepbultliers, rating ranges from 8 to 9.6
with an average value of 8.74. We should also tiwa the ratings has more within-
guesthouse variations compared to resorts, implyiagresorts have to maintain certain
minimum quality. This is consistent with existinggtature (Shareef et al., 2008) and my
interviews with industry experts that suggest ressdrave to operate under heavy

government regulations.

In the analysis below, | focus on room rates onbie and breakfast basis in the
Guesthouse segment. The reason being, in addibopotnts highlighted above,
Guesthouse segment has more unpriced public gooloisdeled into the tourism product.
In other words, compared to resorts, the emergehGuesthouse segment is likely to

have more policy implications to the Maldives.

4.5.3. Seasonality

As discussed earlier, price heterogeneity of guwesth rooms is due to many
reasons, and a determining factor highlighted eliterature is seasonality (Espinet et
al., 2003). Tourist arrivals to the Maldives arasmal with May to July considered off-
season due to Monsoon. Meanwhile, demand is hagh fbecember to March, that is,
winter in Europe (MTAC, 2013). This is confirmed @wyr data. Figure 4.5 shows monthly
mean price of hotel rooms from April 2016 to A@@17. The lowest price is $ 93 in July,

and the highest recorded price is $115 in Janualtiiough price varies over time,

49 In case of resorts, I also restricted rooms located on Garden Villas and Beach Villas
(other accommodation facilities are built in water called Water Villas)
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seasonality across the islands remains the santlee &ffects of high or low seasons will

be constant across islands.

4 .5.4. Distance variable

In the Maldives, one critical factor that can lkelffect prices is the distance of
each island from the international airport. Thisesause to reach the guesthouse, tourists
have to use sea transportation. Accordingly, |theedistance between the islands and
the airport as reported in the Maldives Censussktta014. Figure 4.6 shows the average
price of hotel rooms in the islands and the distanaem the airport. To standardize the
comparisons, prices are for a one-night stay iaubtk room on bed and breakfast basis.
As expected, the room rates decrease with distaocethe airport. However, there are
some interesting observations to report. For exanglcept Maafushi Island, prices for
the rest of the islands in K. Atoll are below thend line. Indeed, islands Gulhi and
Guraidhoo marked in ‘diamond’ and they are justwa minutes from Maafushi, but the
room price in these islands is 50% less than thista@afushi. On the other hand, Ukulhas
Island from AA. Atoll has the highest price, whiglso has the most comprehensive waste

management policy among the islands visited duhiegguesthouse survey.

Maldives mainly offer wanderlust (Sun, Sea, anddpaourism. The differences
in prices are likely to represent some quality aebtaristics (e.g. quality of environment
or services) of the hotels apart from seasonatityisiance from the airport. Accordingly,
| restrict the locations of the Guesthouses to Mslaf so that island characteristics
(environment) are fixed. Figure 4.7 shows hotelnmgarices in Maafushi. Once again

considerable heterogeneity in price variable iseole=d, suggesting sorting behavior by
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tourists based on their taste preference. Therdiif®e in prices may be due to private
attributes (e.g. room standard), localized envirental characteristics (e.g. distance to

the beach) or quality of services offered.

The data set provides each Guesthouse’s GPS posithws it is possible to
estimate the distance of each guesthouse fromehehb Many islands have more than
one beach. Therefore, | restrict the analysis ¢éoliach specifically designated for the
tourists, referred to as ‘bikini’ beacti.In addition, | also keep a separate indicator for

guesthouses located right in front of any of theegibeaches on the island.

4.5.5. Island level (external) characteristics

Island level (public or external to hotels) chaeaistics have been obtained from
the Maldives Census Data Ministry of Tourism, angl @Guesthouse survey. These
characteristics include population, the lengthhaf beach, number of households using
unsafe waste management practicéhnsafewaste) andguest comments about beach
cleanliness dbeach). Figure 4.8 illustrates, Census Data shows theemtage of
households using unsafe waste disposal methodssvaom 0 to 5%, but reviews from
booking.com suggest in most islands guests comngentiegatively about beach
cleanliness ranges from 5% to 30%. Moreover, fropfigld research, it is evident that
there are many households practicing unsafe wasgeshl methods in each island. As a
result, | constructed beach cleanliness indexndex) for the surveyed islands. More

details about the indicatdacindex is explained in Appendix 2. In addition, among the

50 Tourists had to maintain decent dress codes in the public areas, and each island
has designated specific area of the beach for tourists.
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external characteristics of islands, | also crehe following index as a proxy to

crowdedness:

total number of rooms in the island

Room_knt =

area of island

4.5.6. Quality of service variables

An indicator for quality of service is hard to oiotérom our online data. However,
each guesthouse lists the total number of foreagrguages spoken by staff in the
guesthouse. For instance, the highest number @figiorlanguages spoken by the
Guesthouse staff is 5 with an average value ofll1.88arning a foreign language requires
additional education or work experience, so | g indicator as a proxy for quality of

service variable.

Other indicators for the quality are the managedscational level and years of
experience in the tourism industry. Both of thesdidators are obtained from the
guesthouse survey. On average guesthouse maimagerS.6 years of experience in the
tourism industry , and this variable ranges froth 0. 28 years. The education level of
managers is relatively high with 41%, 11% and 26%nanagers having secondary,
diploma and degree level education. Moreover, a#0% of the managers have received

more than three months of tourism related techireaiing.

| also focus on the manager’s perception of wasteagement in the island as a
proxy to the awareness about beach cleanlinessirlsurvey, 66% of managers indicated
waste management practices in the island are wegaéiffecting Guesthouse tourism in

the islands.
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4.5.7. Datasets for analysis

From online data, more than 50 hotel-level attelsutan be created. Many items
on the list, however, take similar values for mafsthe hotels, and the number of items
Is too large to keep statistical analysis tractableus, the most relevant attributes were
selected based on considerations of opinion exgdedisring our interviews with industry
experts in the Maldives as well as recent heddndiss (e.g., Chen & Rothschild, 2010;
Espinet et al., 2003; Rigall-I-Torrent et al., 2D1The variables (and code names)

selected for the statistical analysis and datacgsuaire reported in Table 4.2.

Table 4.3 shows summary of observation in the éatdiscontains information
for a sample of 249 Guesthouses and 51 islandsvetAsr, our survey covered only 147
Guesthouses and 24 islands. Moreover, some Guasthdo not report bed and breakfast
prices, and survey sample has additional Guestedhaebecame operational after April
2016. Thus, two datasets are created for analjyjalde 4.4 reports descriptive statistics

of our dataset for selected variablés.

The first dataset (referred to as Sample 1) islairto the data set from Spain used
by Rigall-I-Torrent & Fluvia (2011). It has priceend both internal and external
characteristics of 157 Guesthouses across 23 sfaooh June to December 2016. The
second dataset (Sample 2) combines price datalemamber 2016 with the survey data.

It has prices and characteristics of 124 Guesthoasmss 23 islands for a single month.

51 Examination of Guesthouse prices at atoll levestdrs suggest that price differences between
the atolls are small, with a maximum differenceabbut 20%. On the other hand, we found large price
difference among the islands even within the satod. a'herefore, macro analysis at atoll level is
misleading and we cannot say hotels in one atollhsaper than the other. This is because external
characteristics of hotels differ at island leveligthwe hypothesized to be one of the significadtdator
of price.
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In the following chapter, | run hedonic regressidogest the hypotheses outlined in

section 4.3.4.

4.6. Estimation and discussion of results

4.6.1. Model specification
Our objective now is to estimate the implicit pradfequality characteristics, after

controlling for hotel and location characteristi€fus, we are interested in estimating a

hedonic price function:

P; = f(hyj, lij, zij)  (7)

WhereP; denotes the price of hotel roans 1,2,, ...n, h;; is anH vector of hotel-room
(internal) characteristicg;; is anL vector of location (external) characteristics intthg
accessibility, and;; anZ vector of quality characteristics, which are botternal and
external characteristics that are new to this st@ly dataset consist afobservations
of hotel-room prices. Each hotel-room is describgdotel characteristic$], location
characteristicd,., and quality characteristi&

Drawing from previous analyses (Chen & RothscHl@fl0; Espinet et al., 2003;
Rigall-I-Torrent & Fluvia, 2007, 2011), a populgsegification to estimate the above
function is log-linear hedonic regressions of thent:

log Py = ag + Xjoq BjHij + Xio1vilij + Xj=10;Z + & (8)
Where log price is the natural logarithmiBfhotel room pricep;,y;, 0; are parameters
to be estimated angl is a random (i.i.d.) error term, with zero mead aonstant variance.

The analysis begins with similar to Rigall-I-Torte%a Fluvia (2007, 2011) and

Rigall-I-Torrent et al., (2011). The dataset onedus1 the analysis has seven waves of
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monthly data (June-December) for 157 guesthousagléiproduce 1099 observations.
The actual dataset has 886 observations because gmsthouses do not report prices

for bed and breakfast while few guesthouses stspingptheir prices in booking.com.

Table 4.5 reports the results of estimating difiéisgpecifications of equation (8)
by OLS using standard errors clustered by islandl month>2 This is the preferred
method in the similar literature (Rigall-I-Torresit al., 2011; Rigall-I-Torrent & Fluvia,
2011). In specifications #1 to #3, the dependentlke is room price, while in #4 and
#5 the dependent variable is the room rating. $ipation #2 shows effects of dropping
the variable ‘distance to the beach' because dasely correlated with the variable
‘Guesthouse in front of the beach.” In specifioat#3 and #5 | replace the variable
‘unsafe waste ' with the variable ‘beach cleanknieslex.” Our preferred specifications

are #3 and #5.

The adjusted Rindicates our model explain about 34-46% of theatian in
prices. Our analysis employs both continuous arstreie (dummy) variables. For
continuous variables, multiplying the estimatedfioent by 100 gives the percentage
change in price caused by changing the variablg byit. To approximate the effect of
the dummy in percentage terms, the estimated cwsffip is transformed bye? — 1),
wheree is the base of the natural logarithm. The margwiliingness to pay (MWTP) is
then obtained by multiplying th@? — 1) with the mean price of hotel room. Next, |
discuss tourist’s marginal willingness to pay (MWTBr both external and internal

characteristics relevant to guesthouse pricesarmMaldives.

52 To estimate OLS using two level clusters, | empiwgthod proposed by Cameron, Gelbach, &
Miller (2006).
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4.6.2. Effects of external characteristics

With regards to external characteristics, the fellg suggestions appear to

emerge from our analysis in Table 4.5:

1. All coefficients have expected sign, except theffoment on ‘safewaste’ in
Specification #4. This unexpected sign of the ficeht on safe waste may
be due to accuracy of data used for constructiag#hniable ‘hhunsafewaste’,
which was highlighted in our descriptive analysisdata. Indeed, when
variable ‘hhunsafewaste’ was replaced with ‘bciridmefficients show the
correct sign. Regarding beach cleanliness, theltreaggests that with an
additional household using unsafe waste managepraatices, the price is
expected to decrease by 3.7%. Alternatively, wheach cleanliness index
increases by one unit ( the beach is more cleatherjrice increases by 1.1%.
In other words, given our average price of the lhatem is $94, this translates
into willingness to pay additional USD 1 to 3.5r fmprovements in beach
quality.

2. Results suggest that a 100 people increase irdiglapulation are associated
with 0.13% decrease in price and 0.44% decreaseomsumer surplus.
Findings indicate tourist preference for less pafad (or isolated) islands,
and guesthouse islands may be losing the exclyghit is often associated
with tourism products in the Maldives.

3. When the beach length increased by 1m, hotel raaragincrease by 0.062%.

Moreover, results also indicate consumer surplugodfist’s increase by
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0.082%. This is expected as a unit increase inetihgth of the beach should
increase the marginal benefit to the tourists. Rig&orrent et al. (2011)
found no statistically significant effect of bedehgth on the price of coastal
hotels of Catalonia, Spain. It may well be thaldfieisits have contributed to
more precise measurement of the tourists’ beacls, tbducing the standard
error of the estimated coefficient

4. The negative and marginally significant coefficieah ‘crowdedness’
provides some suggestive evidence of the effeconfestion on hotel room
prices, even though the coefficient on the samebigr in the room rating
equation is not significant as shown in column®#®ne possible explanation
is that congestion has not yet become a serious.i3$fiis maybe because with
the increase in bed capacity, more beach areang dedicated for tourism
consumption. For example, due to the rapid growttoorism industry, in
2016 Maafushi Island has doubled its dedicated tbeea for tourism
consumption. However, as observed in our field syrguch allocations will

potentially reduce the opportunity for local peofgeenjoy the beach.

4.6.3. Effects of location characteristics
5. The coefficient on ‘distance from the airport’ haspected sign and is

statistically significant, but its rating counterp#& not significant. Result
suggets, while the long distance from the airpeduces willingness to pay
(or benefit), it does not necessarily reduce coresusurplus substantially if

the room price is lower sufficiently.

53 When crowdedness is restricted bikini beach (i.emlmer of tourists/length of beach),
coefficient becomes significant at 5% and magnitetlews with increased crowdedness index, price
decreases by about 5.3%. But room rating equasistili not significant.
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6.

The existing literature suggests ‘location in froftthe beach’ matters a lot
(Rigall-I-Torrent & Fluvia, 2011). Our result isdtily significant across all
the specifications and magnitude suggests hotetgdd in front of the beach
can set (on average) price 21 % more than a hatklatherwise identical
private characteristic but which is not locatedront of the beach. Espinet et
al., (2003) found this difference to be 19.4%, le/iRigall-I-Torrent et al.,
(2011) report the value between 12.9% to 16.8%.

Our result also indicates if hotels do not haveaiaccess to the beach, actual
distance to the beach is less relevant. When hiigénce from the beach

increased by 10 m hotel room prices decrease 18%.0.3

4.6.4. Effects of hotel (internal) characteristics

8.

Increasing the number of rooms of a hotel by 1 unaiteases the price by 1%.
However, in the existing tourism literature, theeffiwient of this variable is
mainly negative (Rigall-I-Torrent et al., 2011; Rigl-Torrent & Fluvia, 2007,
2011). This may be because, in these studies,chesider large hotels with
number of rooms ranging between 40 to 250, so &s&én numbers of rooms
become an inconvenience (e.g. noise, service agtay for the guests. On
the other hand, in our case, the number of roomss/aetween 3 to 50 with
an average value of 9 rooms. So the number of rasmet large enough to
cause inconvenience for guests. Indeed, the estioh&pecification #5 shows
the correct sign but not significant, implying canger surplus is not affected.
For this reason, similar to housing literatureafiitson & Rubinfeld, 1978)
this study considers rooms to represent some gugdtor of the hotel.

Indeed, during our survey, it was apparent thatsBweise s with more
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number of rooms have better quality while Gueste@uwith fewer rooms are
just ordinary residential houses converted to Gueste s. Moreover, hotels
with many rooms require better management, thumsomay also capture
service quality to some extent.
9. Hotel rooms with a terrace can set (on averagegd8.5 % more than a hotel
with otherwise identical private characteristic lwithout a terrace. Salo,
Garriga, Rigall-I-Torrent, Vila, & Fluvia, (2014ptind availability of Garden
or Terrance in the hotel increases the price by.12%
10.Finally, when staff in the Guesthouse s can spealadditional foreign
language, the price increases 4.1 %. Given ourgegprice of the hotel room
is $94, this translates into willing to pay addi@ $4 for service
improvements.
4.6.5. Seasonal effects
11. Hotel room prices vary considerably between Jaly Becember: compared
to June prices on average are higher by 5%, 15%2@#e during October,
November and December, respectively. As discusséardy this change is
mainly due to factors effecting tourist originatioguntries (e.g. winter season
in Europe). However, results could be improved bgluding destination
variable (e.g. rainfall) in the regression analysis
4.6.6. Effects of service quality on hotel room prices
Using dataset 2, this section expands the anatysisclude effects of education
and industry experiences of managers on the hoteh mprices. Table 4.6 reports the
results of estimating different specifications glation (8) by OLS. Specification # 1

includes both hotel and location characteristiaagisluster-robust standard errors at
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island level and guesthouse level. According toldag2003), the hedonic analysis is
often plagued by correlations between the indepandariables® For example, the
manager speaks several languages because she has/encs of industry working
experience or even explicitly studied languagesnduner higher education. As such,
from specification #2 to #5 analysis introduce gar\guality characteristics in stepwise.

In specification #6, regression is run with theelegient variable, log(room rating).

Finally, Table 4.7 reports the coefficients of astimates for the two most
important guesthouse clusters in the country: Hullle’ and Maafushi islands. The
primary reason is Table 4.7 may provide betternestes of quality of service indicators
because it avoids complications dues to exterriatst This is because both Maafushi
and Hulhumale’ is close proximity to the internatb airport and capital city Male’.
Moreover, compared with some other islands, th@selusters also have well developed
public services such as transport network. Udiegesstimates in Table 4.6 and Table 4.7,

the following observations can be made:

1. Control variables have expected sign, and in Satién #6, where room-
rating is used as a dependent variable, the orggifsiant variable is
population.

2. Our result also suggests that in the case of Hudthe'nand Maafushi, hotels
located in front of the beach set their price 38ighér. This observation
supports our discussions with hotel managers, whegecomplain that hotels

located in front of the beach have additional (rpfedvantages such as open

> Table 4.8 shows Pairwise correlations of our \deis.
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public space in front of the hotel. Alternativelygreased competition in these
two clusters means distance to the beach wouldkignificant role in the
land price of the guesthouses. Thus, a higher valang be indicating higher
cost.

. Changes to the robustness of the ‘room' variablefirao our earlier
assumption that increasing number of rooms reptegeality characteristics.
This is because, as specification #1 and #3 shoten we control for quality
characteristics (e.g. industry experience) sigaifie and magnitude of 'room’
variable on prices is smaller.

. When managers perceive that waste managementggastithe island are an
obstacle for guesthouse tourism, as expected, wsered a negative
coefficient. Interestingly, the result is only sigzant when both education
and industry experience is included in the regogsssuggesting higher
awareness about waste management problems amaongstlssociated with
lower room prices. Our result suggests islands witbr waste management
practices, hotel room prices is expected to deeehy 8.7 %.

. When staff in the guesthouse can speak an additioreign language, the
price increases by 7 %. Given our average priceehotel room is $94, this
translates into MWTP of about $7 for service imgnoents.

. For each additional years of manager’s industryegarpce, price increases by
about 1.5%, but it is significant at 10%. This gkates into MWTP of $1.5.

In the full sample (Table 4.3), education coefintgeare positively correlated
(specifications #1 and #4), but they are insigaific In the case of Maafushi

and Hulhumale', however, certificate level educatlecomes significant
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above 5% level. It may be noted that certificateeleeducation is mostly
associated with technical and vocational educafitwis, it is likely that we
are observing the impact of tourism relevant gicatfons rather than general
education.

8. Hotel having managers with at least three months&rashing can set (on
average) price 17% ($15) more than a hotel withemwtise identical

characteristics but without trained managers.

4.7. Summary of the chapter

The main purpose of this chapter was to examineset® of attributes embedded
in Guesthouse tourism in the Maldives: island-leaternal) characteristics and hotel-
level (internal) characteristics. For this purpdssgnducted a field survey and collected
island-level and hotel-level data. Using hedonigressions, | have shown suggestive
evidence that knowing the implicit prices of publad private attributes can have

practical implications for hotel managers as welpalicymakers.

First, a major finding of this chapter is that aduohal benefit that comes with
improving the quality of service or environmenti®stly captured by the suppliers as
means of increasing price rather than increaseunst’s consumer surplus. More to the
point, tourism price appears to be close to optileatl, so additional competition in

Guesthouse islands is likely to benefit foreigrrists rather than hotel managers.

Second, the study finds that tourists value thamahenvironment, and the island

characteristics contribute to explain part of tlagiation in the final price of hotels. For
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example, the findings suggest that hotels locateslands with lengthy beaches can
quote a higher price. On the other hand, overcrogvdir poor waste management
practices are having negative effects on prices.flddings suggest MWTP for a clean
environment (e.g. beach) varies in the range of US5, however, mainly due to the
limitation of data, it is difficult to say that aent rate of USD 3 as ‘green tax’
appropriately reflect the environmental cost asged with negative externalities.
Nevertheless, informative insights for public pgttakers wishing to address waste
management issues in the islands and well as mowais policies may be drawn from the

paper’s analysis.

Third, with regards to quality of service, the fimgl suggests that the tourists value
industry experience, as well as minimum level afriem related training. This suggests

that both firm and government revenue can be imgadkirough tourism related training.
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Chapter 5 Conclusion and recommendations

The main objective of this study was to investigaipply-side factors relevant to
international tourism, especially viewed from Islaeconomies perspective. To achieve

this goal, it became necessary to conduct bothtgtiaé and quantitative inquiry.

A brief survey of existing literature on the sulbjetc became apparent that
international tourism has contributed significantly the development of many
developing countries. Moreover, existing empirsaidies also highlighted that tourism
is connected with the field of international trafffev and sustainable use of natural
resources (i.e. environmental economics). The stiuely went on to identify key factors
that affect international tourism that has eitresreived limited and no attention in the
literature. To this end, the main knowledge gapmiified include how supply-side
factors such as infrastructure and security indisaare related to international tourist
flow, in particular to the island economies suchMaldives. Moreover, it became
apparent that there are no studies on how extehaahcteristics (e.g. quality of beach)
and internal characteristics (e.g. quality of sayi explains hotel room prices in the
Maldives. It was also pointed out that examining skipply-side has been hampered by
the availability of quality data. In line with tregnowledge gaps, an analytical model

was developed to examine the following three redeabjectives:

l. Describe the evolution of tourism industry in thallflves
Il. Estimate a model explaining country-level fact@igevant to tourism flow,
with the aim of understanding supply-side factbiest may have contributed
the stagnation of tourist arrivals to the Maldifesn Europe.
[I. Estimate correlation between firm-level (interreatd island-level (external)
characteristics to hotel room prices.
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The rest of the chapter is organized as follows:ti®&@ one discusses the
contribution of the study to knowledge on touristerbture and presents the key findings.
Section two outlines recommendations for practérsrand policymakers in the tourism
sector. Finally, Section three concludes with thitations of the study and the directions

for future research.

5.1. Contribution to knowledge

As the main contribution to knowledge, this studg ladvanced understating of
supply-side factors relevant to international tewori by offering descriptive and
quantitative results. This study includes threeptéys based on my original work and

makes the following contributions to knowledge oartsm literature.

First, taking advantage of interviews from the di@lnd descriptive statistics,
Chapter 2 is devoted to understanding the evolufdourism industry in the Maldives
and contributes to theoretical insights providedtloy Butler's (1980) tourist area life
cycle model. Maldives case shows that economiabkas well as security factors have
contributed to development, growth and eventualinkede.g. European market) of
tourist arrivals in the Maldives. For example, rmalysis suggests supply-side factors
such as skilled labor and infrastructure playedagomrole in the evolution of tourism
industry in the Maldives. Chapter 2 also highlightmplications of the emergence of
mass tourism (guesthouse) in the Maldives, raidimg importance of empirical
investigation into supply-side factors that areated to free-rider problem and

sustainability of the tourism industry.
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Second, in Chapter 3, the quantitative results aupg the view that supply-side
factors such as security indicators and infrastmectan enhance international tourist
flow to destination countries. In particular, Chep8 brings two specific improvements
to similar studies done by Jensen and Zhang (20E8)t, using gravity equation, an
empirical framework was developed to explain thsegply-side factors (i.e. price,
infrastructure and security indicators) that coulfluence bilateral tourist flow while
accounting for the other common demand and supptpfs studied in the similar studies.
Second, given the scarcity of studies using laajaset, especially for island economies,
the study outlined attempt made to compile a lpayeel dataset. It consists of more than
198 countries (14,987 country-pairs) over the pedb1996 to 2013. To the best of my
knowledge, the only study using similar dataset epritom IMF’'s working paper by

Culiuc (2014) that covers UNWTO data from 1999-2009

Third, this study also contributes to two strandlditerature used to examine
factors relevant to international tourist flow: tstecross-country analysis and dynamic
single country analysis. For instance, fixed-efesttmator was used to examining factors
influencing bilateral tourism flow focusing on statcross-country analysis. In the
meanwhile, as a more advanced econometric techn@M®/ estimator was used to
studying dynamic analysis for cross-country as veall the single country case of
Maldives. The Later analysis is of significancedugse as of today there is no empirical

analysis explaining full spectrum of factors affiegttourist flows to the Maldives.

Fourth, in Chapter 4, the study utilizes hedonicipg framework developed by
Rosen (1974) to outline a model for accommodatexics in the Maldives to estimate

tourists’ marginal willingness to pay (MWTP) for mmoarket attributes such as
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neighborhood (e.g. beach) and services qualityedddas far as | know, this study is the
first attempt to use field research from islandrexoies in hedonic price setting. The
only other similar literature by Rigall-I-Torrent &luvia, (2007, 2011) investigate the
correlation between the price and the quality dhboternal and external characteristics
of tourist accommodation facilities of Catalonipa. However, in addition to price, |

proposed augmented model to utilize ‘hotel roonngs as a dependent variable that

reflects tourist’'s consumer surplus.

Fifth, Chapter 4 also described the collectionhef inost comprehensive primary
dataset ever compiled on hotels in the MaldivescePdata were collected from
booking.com monthly for the period April 2015 to WR2016. To collect and process
online data | followed an approach similar to théidh Prices Project (Cavallo et al.,
2016). Further, a new survey instrument was usgdttter data on education and industry
experience of hotel managers as well as manageandrbcation characteristics of 147
guesthouses and 24 islands across five Atolls.

5.2. Summary of the main findings of the study
In this Section, | summarize the results basederitiree research objectives and

hypotheses outlined in the study.

Objective | : Describe the evolution of tourism industry in thaltiives

First, descriptive analysis and interviews with ustty experts reveal that the
critical point for tourism industry came in 1976thiBritish decision to abandon its
military presence in the Maldives. More to the poihwas the involvement of skilled
labor force and new entrepreneurs from Southerfisitoat led to the success of tourism

industry.
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Second, the introduction of ‘One-resort one-islandhcept and government
decision to allow FDI was instrumental in the dewpehent of industry and quality
improvement of tourism products to cater for luxtmyrism. On the other hand, data
indicate that security factors such as TsunamiOi®¥2 terrorism incidence in 2007 and

economic downturn in Europe may have contributagrsttion of European market.

Third, the downturn of European market and traosito a multi-party democracy
significantly contributed to the structural chanigehe industry and the introduction of
mass tourism (guesthouse segment). It was notédothvate nature of Resorts in the
Maldives allows internalization of most of the csissociated with externalities,
however, guesthouse segment has many unpricedcpydmids embedded into tourism

product.

Finally, the momentum of the growth in tourist aats, foreign investment and
occupancy rate suggest that the Maldives as astalgstination may be in a consolidation

phase since 2010.

Objective | I: Estimate a model explaining country-level fact@igvant to tourism
flow, with the aim of understanding supply-sidddeg that may have contributed the
stagnation of tourist arrivals to the Maldives frdfarope.

Findings suggest that about 70% of total arrivalhe Maldives can be attributed
to consumer loyalty and habit persistence in faxfahe Maldives. Chasapopoulos and
Butter (2014) reports about 74% of total internadilcarrivals to Greece attributed to habit
persistence, while Garin-Mufioz and Montero-Mar#@0{) found habit persistence of
Balearic Islands tourism by at 54%. The coeffitigbtained in this study is within the
range of related literature, and high level of epeisitors to the Maldives further

suggests the validity of our results.
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The analysis also finds that in the long-run tauridemand depends on the
economic conditions of tourist originating coungtién particular, cross-country analysis
shows that the coefficient is two times larger igland economies. Further, estimation
for the Maldives supports this conclusion. Thusgah be argued that the economic
downturn in the European Union would have signiftacontributed to the stagnation
of European market in the Maldives. Next, | disciisdings of the study in relation to
specific hypothesis drawn in Chapter 2.

i. Decrease in the price level of the destination ¢ouf)) relative to the tourist

originating countries(TOC)(i) or a competitive desttion (k) increases tourist

arrivals.

The study finds that tourist demand is price ingathus, not so sensitive to price
changes, especially in the case of Maldives. Howenest of the existing literature show
higher and significant coefficient, suggesting eraompetitiveness may be necessary to
attract more tourists (Durbarry, 2008; Garin-Mu&oklontero-Martin, 2007; Jensen &
Zhang, 2013). For this reason, further analysreggiired to understand both short-term
and long-term impact of tourism price, especiadlytte Maldives.

ii.  Deterioration in security indicators (e.g. instabj) have a (negative) impact on
the tourist arrivals.

Finding suggests that tourist demand is sensitivesdcurity indicators. For
instance, cross-country results show 1 point irsgemstability leads to about 7%
decrease in visitors. Culiuc (2014) finds magnitatld.9 % using a different indicator
for stability. In the case of Maldives, stabilibdicator was 1.03 before 2004, and then
deteriorated to lowest -0.3 in 2012 losing abo8tgdhints With regards to effects of natural

disasterDISAS;., finding indicate that natural disaster is al$elly to reduce tourist arrivals to
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island economiesAs such, findings from the study appear to supg@thypotheses that
deteriorating level of security related indicataftier 2004 may have also contributed to

the stagnation of European market.

iii.  Investment in tourism related infrastructure incsea tourist arrivals.

All  three proxies for investment in tourism relatethfrastructure
(GDPcap;.,ICT;; and AROOM,;, ) are positive and statistically significant. Agected,
the magnitude of the coefficients suggest that ohjg greater for the lower income
countries and island economies. This suggestddhabost of lower income countries,
including SIDS, tourist arrivals can be increasddowgh improved infrastructure
spending. In the case of Maldives, we also find itheestment in domestic transport
infrastructure BOAT) is having significant impact for a long-term impemnent in tourist

arrivals.

Objective | I1: Estimate correlation between firm-level (internahd island-level
(external) characteristics to hotel room prices

The descriptive analysis shows that monthly vasratn price is consistent with
generally accepted seasonal patterns in the MadiMeis reassures the quality of data
on dependent variable, price. On the other hamihbla ‘distance from airport’ shows a
more puzzling behavior on price. This leads usitestigate preference by tourists based
on hotel attributes (e.g. room standard), localiredironmental characteristics (e.g.

quality of beach) or quality of services offered.

The most significant finding of this chapter is theppliers mostly capture the
added benefit that comes with improving quality ismvment or service as means of

increasing price rather than growth in tourist:\@amer surplus. More to the point,
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additional competition in guesthouse islands iglliko benefit foreign tourists rather

than hotel managers.

Effects of external characteristics

Study finds that all the external characteristi@gehexpected sign and contributes
to explaining part of the variation in the finalga of hotels. For example, results suggest
that a 100 people increase in Island populationagseciated with 0.1.3% decrease in
price and 0.4.4% decrease in consumer surplus. dMere when the beach length
increased by one-meter hotel room prices increbge8.062%. Results also indicate

consumer surplus of tourist’s increase by 0.082%.

ii.  The room price of a hotel increases with the adbégy of the island/beach in which

the hotel is located
Findings indicate that while the long distance frdire airport reduces
willingness to pay (or benefit), it does not neeey reduce consumer surplus

substantially if the room price is lower sufficignt

The coefficient of variable ‘location in front ¢ie beach’ is highly significant
across all the specifications and magnitude sugdesels located in front of the beach
can set (on average) price 21 % more than a hatél etherwise identical internal
characteristics but which is not located in frohthee beach. Given our average price of
the hotel room is $94, this translates into williogpay additional USD 20. Espinet et al.,
(2003) found this difference to be 19.4%, whilg&iI-Torrent et al., (2011) report the

value between 12.9% to 16.8%.
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Result also suggests that in the case of Hulhunaalé’'Maafushi, hotels located
in front of the beach set their price 38% highecréased competition in these two
clusters means distance to the beach would plagndisant role in the land price of the

guesthouses. Thus, a higher value may be indichtgier cost.

iii.  Locations with poor waste management procedure laver hotel room prices.
With regards to beach cleanliness, the result siggleat an additional household
using unsafe waste management practices, the igrieepected to decrease by 3.7%.
Alternatively, when beach cleanliness index incesasy one unit ( the beach is more
cleaner), the price is likely to increase by 1.1&%60ther words, given our average price
of the hotel room is $94, this translates into iwglto pay additional USD 1 to 3.5 for

improvements in beach quality.

When managers perceive that waste managementgasati the island are an
obstacle for guesthouse tourism, as expected, veerad a negative coefficient.
Interestingly, the result is only significant whieath education and industry experience
is included in the regression, suggesting more a&edcand experienced managers are
aware of environmental challenges. Our result ssiggéslands with poor waste
management practices, hotel room prices is expgdotdecreases by 8.7 %

iv.  Hotels with more educated/experienced owner/mangmeky to quality of service)
will have higher hotel room prices

Finding suggests that the tourists value industpedence, as well as minimum
level of tourism-related training. For example, whstaff in the guesthouses can speak
an additional foreign language, the price increasdble range of 4-7 (MWTP $4-7).

Also, hotels having managers with at least threath®of training can set (on average)
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price 17% ($15) more than a hotel with otherwisenietal characteristics but without
trained managers. Moreover, although significasamnly at 10%, the study indicates for
each additional years of manager’s industry expedgprice increases by about 1.5%

(MWTP of $1.5).

However, results of the study show even throughcation coefficients are
positively correlated, but they are insignificaekcept in the case of Maafushi and
Hulhumale' whereby certificate level education lmees significant at 5%. Thus, it is
likely that we are observing the impact of tourisglevant qualifications rather than

general education.

5.3. Implications for industry practitioners and policgkers

In this Section, | discuss implications of the fimgs of this study for industry

practitioners and policy makers.

5.3.1. Implications for industry

First, one of the crucial conclusion of the studythat the loyalty and word of
mouth significantly affect tourist flows to the Miates. Thus, the implication to the
industry is that the tourism products and servisiesuld continue to be improved to
maintain loyal customergdowever, with the emergence of guesthouse tourismas
observed, from the field survey, that many hote¢s @oviding lower accommodation
and service quality. Unlike resorts, guesthousgmeamt is less regulated by the

government, and (like MATI) there is no single ihgton/association to coherently
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coordinate the price strategy or lobby with the gyoment on policy issues relevant to

guesthouses.

Second, the results of the micro-level analysisCimapter 4 suggests that
guesthouse managers will benefit from considerioth bsland-level and hotel-level
characteristics as an integral part of their tourigroduct. This is because knowing
tourists’ MWTP and consumer surplus for externadl amternal attributes can allow
managers to target those consumers who associate gnd quality accurately. For
example, study suggests that the suppliers moapyuce additional benefit that comes
with improving the quality of service or environnt&s means of increasing price rather
than growth in tourist’'s consumer surplus. For tldason, additional competition in

guesthouse islands is only likely to benefit foreigurists rather than hotel managers.

Finally, with regards to quality of service, stuslyggests that the tourist's value
industry experience, as well as the minimum levietourism related training. This
suggests that hotels can post a higher price byagimg more skilled workers. Larger
firms that run resorts often undertake in-housmitng or send their employees abroad
for further studies. On the other hand, family besses that runs guesthouses are not
able to provide quality training for their emplogedéndeed, from the survey it became
apparent that managers and staff often use onticleding “Youtube’ to learn basic
hospitality and tourism skills such as housekeepiftgs is consistent with existing
literature on skill shortages in the Maldives tindéntified the lack of skilled labor
constraining investment decisions in the tourisot@gAsian Development Bank, 2015,
p25-32). Accordingly, industry should further invei® providing vocational and

technical education and training relevant to theism.
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5.3.2. Implications for policymakers

First, the study finds that tourist arrival is sée to security indicators. Thus,
unlike private resorts, guesthouse segment is molmerable to security issues (e.g.

terrorism) targeted to the tourists. The recommgodan this respect is that:

e Government together with the industry needs to ecodasecurity
measures in the guesthouse islands to maintaimthage of the country

as a peaceful tourist destination.

Second, study finds that the relative price isangignificant determinant of tourist
arrival to the Maldives. This may be because trawtl customers of Maldives are
countries with relatively high standards of livi(gg. Europeans). Thus, the decision to
visit Maldives is determined by the level of persbimcome rather than by the relative

cost of living. Thus findings appear to suggest:tha

e The government can devise tax policies to obtagsigaificant share of
tourism profits without losing competitiveness. other words, attempts
to increase the price (e.g. government tax) aréehy to cause major fall

in tourist arrivals to the Maldives

However, care must be taken by policymakers irmméging these results because
with the recent introduction of guesthouse touristaldives has become more accessible
to middle-income countries and competition fromesal/emerging destinations such as
Sri Lanka can be considered as close substitutesedver, the analysis uses only proxies

for tourism price, so findings may change (sigmifity) by including better
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measurements of actual prices such as accommodattbfood (microeconomic relative

prices) tourist pay for tourism services.

Third, both country-level and hotel-level anatysuggest that transport cost (or
inconveniences) is a significant part of the tauriprice. Moreover, study findings
suggest that for most of lower income countriesluding SIDS, tourist arrivals can be
increased through improved infrastructure spendimd¢ourism literature, traveling cost
is closely linked to air connectivity (Eilat & Ema2004; Khadaroo & Seetanah, 2008).

For this reason, one policy choice would be to:

e Increase direct flight connections between the Malsl and TOCs and

invest more in tourism infrastructure such as ddmesrports.

Fourth, informative insights for policymakers wisgito devise pricing strategy
to combine external characteristics and tourism dakcies may be drawn from the
study’s analysis. For example, findings suggesklgolocated in islands with long
beaches can quote a higher price. On the other, haretcrowding or poor waste
management practices are having adverse effegaa@s. The study reports MWTP for
clean environment varies in the range of USD 1-Biéwever, Mainly due to the
limitation of data, it is hard to say that curreaite of USD 3 as ‘green tax’ appropriately

reflect the environmental cost associated with hega&xternalities

Moreover, from our field survey, it was observedittradditional revenue
opportunity had tempted private sector to lobbynfamre beach area from the island to be
dedicated for tourism consumption. However, sutdtations will potentially reduce the

opportunity for local people to enjoy the beache Tecommendation in the regards is:
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e |t may be useful to promote joint initiatives betwehe island municipal
councils and the private sector so as to implerapptopriate policies for

managing social cost associated with guesthous#stou

Finally, study suggests that employing skilled pgeoproduce returns in the
tourism industry, thus potentially generating m@eenues for the government. However,
unlike resorts, guesthouse owners do not haveithedial capacity to train their staff.

Therefore it is recommended that the government to:

e Provide subsidized technical and vocational edwucatiargeted to the

guesthouse sector.

5.4. Limitations of the study and suggestions for futtagearch.

Although this study has improved knowledge abotérimational tourist flow and
hotel room prices in the Maldives, it has also ed®é a number of inherent limitations.
First, except the cross-country analysis, the mains of the study was limited to the
Maldives. Thus, future research efforts can extigl study to other island economies
and compare the findings. Moreover, Chapter 4 emamfew variables from the rich
primary dataset gathered during the survey. Thusngortant extension of this study
would be to test the significance of other variablurther, it may be relevant to expand
analysis in Chapter 4 to other accommodation optwmifered in the Maldives, such as
resorts and safari vessels. Indeed, the completlysas of the accommodation sector
could help to improve policy planning among all iem stakeholders involved.
Moreover, such a study would improve informatiomwbthe economic and the social

impact of tourism in the Maldives.
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Second, the study on tourist flow relied mostlyadai proxies as key variables,
which can differ from actual measurements. As aeddpnt variable, for example, a
product of tourism sales and number of days woela better measurement of tourism
output than arrivals. Similarly, analysis can bepiaved by including better
measurements of tourism prices such as airfareeitravel cost. Hence, future research

could explore the same subject with data from iadtéve sources.

Third, in Chapter 4, care should be taken whenpnéting coefficients of external
characteristics. For instance, in our analysisreslecharacteristics are assumed to have
the same effect on all hotels located on the satand. According to (Rigall-I-Torrent &
Fluvia, 2011) with a small sample (which is theecas our sample) it is possible that
results are incorrect due to interactions and appihg between the external

characteristics. So including data from more Istawduld improve the findings.

Fourth, there is always the issue of omitted vaeidbas, which may have a
considerable impact on our estimates. Due to agafairements, for example, only part
of the external effect is captured in this studgwNvariables to include in the future
research can be the quality of reef, educationl lewenedical services in the island. On
the other hand, to obtain more robust results sariables (e.g. length of beach or beach
cleanliness index) used in the paper could be imgatavith additional information about
public beaches in the islands. Considering polesel implications, future exercise may
also include budget indicators such as the amduemgenditure on public infrastructure

or in tourism promotion by the government and laaincils.

Fifth, the robustness of analysis on service qudiie. education and training

experiences of manager’s) can also be enhanceddsygamore data. Moreover, it would
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be interesting to repeat the survey after two yeads use more advanced economic
techniques (e.g. fixed-effect) to isolate the intpat service quality from other
endogenous external indicators. Finally, an impdréxtension of this study would be to

include tests for robustness of supply-side vagisbhcluding causality tests.

5.4.1. Conclusion
Summing up, in addition to knowledge contributianexisting literature, the

insights obtained in this study can allow the hatahagers and policymakers to identify
weaknesses and strengths of supply-side factoessamel to international tourism.
Accordingly, despite the limitations, it is my hogt this study will contribute not only
industry practitioners and policymakers in the Niad but also tourism stakeholders in

the other small island developing states.
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Table 1.1. Top Tourist Destinations, 2012.

share of tourism receipts in

Rank By absolute tourist arrivals total exports of Goods and
Service
Arrival % of %
- world
Country/territory (millions) arrivals exports
1 France 83.1 8.1 Macao SAR, Chirg4.7
2 United States 66.7 6.5 Maldives 78.1
3 China 57.7 5.7 Vanuatu 76.5
4 Spain 57.5 5.6 Bahamas, The 63.5
5 Italy 46.4 4.5 Samoa 61.2
6 Turkey 35.7 3.5 Cabo Verde 60.1
7 Germany 304 3.0 Grenada 59.1
Antigua and 58.9
8 United Kingdom 29.3 2.9 Barbuda '
Russian 558
9 Federation 28.2 2.8 St. Lucia ’
10 Malaysia 25.0 2.5 Montenegro 50.3
St. Vincent and the 49.9
11 Austria 24.2 2.4 Grenadines '
Hong Kong 474
12 SAR, China 23.8 2.3 Dominica '
13 Mexico 23.4 2.3 Tonga 47.2
14 Ukraine 23.0 2.3 Jamaica 46.3
15 Thailand 22.4 2.2 Albania 45.6
Sao Tome and 45.5
16 Canada 16.3 1.6 Principe '
17 Greece 15.5 15 Aruba 44.8
18 Poland 14.8 1.5 Comoros 43.9
19 Saudi Arabia 14.3 1.4 Fiji 40.6
Macao SAR, West Bank and 39.2
20 China 13.6 1.3 Gaza '
All countries
Mean 5.5 14.8
Median 1.1 7.1
Std. dev. 11.7 16.9
Count 185 200

Note: International tourism receipts are expendgury international inbound visitors,
including payments to national carriers for inteior@al transport. These receipts
include any other prepayment made for goods olicesveceived in the destination
country. Source: Data from UNWTO, World Developmkdicators
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Table 3.1. Summary Observations, Cross-Country Analyi896 -2013).

Total

countr tourist Observations Arrivals
Observations  Origin  Destination niry : kept
pairs arrivals kept ( %)
o (%)
(millions)
UNWTO Full Data
(Country of origin 187,973 198 180 14,987 15,300 100 100
unambiguously
identified)
Key variables
(GDPs, price factor, 138,601 182 152 12,368 13,500 74% 88%
stability) available
Country of origin
restricted to higher 97,824 108 151 8,332 12,400 52% 81%
income countries
Minimum 100
. 80,434 108 151 6,772 12,400 43% 81%
tourists annually
Small island 11,272 104 26 906 312 6% 2%

developing states
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Table 3.2. Absolute Advantage and Comparative Advantdgeuwism flow, 2013.

Absolute advantage rank

Comparative advantade ran

Market Market share/pop
Rank country share (%) country share)
1 France 7.85 Andorra 205.6
2 United States 6.57 Macao SAR, China 168.4
Sint Maarten (Dutch
3 Spain 5.69 part) 85.5
4 China 5.22 British Virgin Islands 84.5
5 Italy 4.48 Aruba 63.8
Turks and Caicos
6 Turkey 3.55 Islands 58.9
7 Germany 2.96 Monaco 58.6
Northern Mariana
8 United Kingdom 291 Islands 54.6
Russian
9 Federation 2.89 Guam 54.2
10 Thailand 2.49 Bahrain 45.5
11 Malaysia 2.41 Cayman Islands 39.6
Hong Kong SAR,
12 China 2.41 Virgin Islands (U.S.) 37.8
13 Austria 2.33 Palau 34.6
14 Ukraine 2.31 Malta 25.1
15 Mexico 2.27 Bermuda 24.3
16 Greece 1.68 Bahamas, The 24.2
Hong Kong SAR,
17 Canada 1.51 China 23.9
18 Poland 1.48 Austria 19.6
19 Saudi Arabia 1.48 Curacao 19.2
Macao SAR,
20 China 1.34 Maldives 19.2
21 Netherlands 1.20 Antigua and Barbuda 18.1
22 Korea, Rep. 1.14 Croatia 17.2
23 Singapore 1.12 Seychelles 17.1
24 Croatia 1.03 Iceland 16.7
25 Japan 0.97 San Marino 15.2

Note. Market share is the country’s share of tlobal tourism sector and comparative share is theben
of tourists served per year per capita. Authordatoon based on UNWTO data for 2013. Full list is
available upon request.
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Table 3.3. Definition of Study Variables Used in the Gr@3ountry Analysis.

as categorized by United Nations

Variable Description Data sour ces
AR;j, Per capita tourist arrivals from country origint@)the UNWTO, National
destination country (j) in the year t. Bureau of Statistics
[NBS], Maldives
AR;jt-1) lagged dependent variable denotes the dynamicenafur
tourist preference or habit persisitance of togyist positive
sign is expected
GDPcap;; Gross Domestic Product calculated US$ (constai®SR@& | Pen World Table,
positive sign is expected WDI
GDPcapj, Income per capita as calculated US$ (constant.)2005 Pen World Table,
measures the level of development and general atate WDI
technology, a positive sign is expected
RP;j The ratio of consumer price indices (CPI), adjustedhe | WDI, IMF, NBS
exchange rate, between origin and destination cpunt
IPP;j; Relative price between country of origin and dediom WDI
calcualted using purchasing power parity (PPPpfaat the
destination to the PPP factor of the origin. Aative sign
is expected
TCOST;; Travel cost from origin to destination, two proxiistance | CEPII
D;; which measures weighted bilateral distance and tim
difference {;;) between origin and destination countries.
Stability in destination country (the government we (Kraay, Kaufmann,
PSTAB;, destabilized by unconstitutional/violent means|uding & Mastruzzi, 2010)
terrorism). Estimate gives the country's stabiliganging
from approximately -2.5 (lowest) to 2.5 (highesthk. A
positive sign is expected
UNDEMCj, Average of political rights, rule of law, and cilitberty Freedom House
indices. Values between 1-7 where a higher indeanse
less political freedom or less perceived safetyegative
sign is expected
DISASjt Percent of disaster affected population in destinat EM-DAD
country at a given year t, a negative sign is etqzec
AROOM;, the absolute number of hotel rooms, a proxy foegtment | UNWTO
in tourism infrastructure in the destination coyn&
positive sign is expected
ICT}, number of internet users per 100 people in the ttpua WDI
proxy for investment in communication, a positiignsis
expected
REGION;; variable to differentiate between regions of origin UNTWO
destination countries as categorized by UNWTO
INCOME; ; Variable to differentiate between income level ofictries | WDI
(origin or destination) as categorized by World Ban
SIDS; dummy variable for small island developing sta@®ES) United Nations
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Table 3.4. Summary Statistics, Cross-Country Panel.

Observations Mean Std. Dev. Min Max
Dependent Variable
Bilateral tourist arrivals, in 1000 80,434 154.64 1,396.43 0.10 79,400
80434 0017 0534  7.76e-08 5497

AR;j —per capita arrivals

Origin characteristics

GDPcap; —GDP percapita, US g 43, 55931 9818043.40 650.14 87,773

$
Consumer Price Index (CPI) 77,432 87.22 20.68 0.43 296.01
Price level (PPP factor) 80,434 0.79 0.34 0.12 1.86
Destination characteristics
PSTABjt —Stability rank 80,434 49.89 26.50 0.96 100
UNDEMC;, —Undemocratic 80,434 3.05 1.89 1.00 7.00
Status
U SGé) Pcap;. —GDP per capita, 80,434  12,937.0515,179.33 127.02 87,773
10‘(;’;00Mff — hotel rooms, in 80,434 24232  696.36 0.16 4,927
ICT;; — internet users per 100 80,434 28.01 26.81 0.00 97
Consumer Price Index (CPI) 76,919 83.25 25.09 1.22 296
Price level (PPP factor) 80,434 0.59 0.31 0.11 2
DISAS;, — percent of disaster ~ 33,588 1.89 5.30 0 82.7
affected population
Destination-origin
characteristics
RP;; — Relative price 76,919 1.38 7.95 .0008 968
IPPL-]-t —Price Ratio 80,434 0.93 0.71 0.08 12
T;; — Time difference in hours 80,434 4.03 3.41 0.00 12
Dij —Population weighted 80,434 6,407 4,595 115 19,650

distance, km

157



Table 3.5. Estimated Cross-country Panel Data Modelsooirit Arrivals, Full-

Sample.
(1) (2) 3) (4) (5) (6)
oLS RE HT HT1 FE FE1
Push factor from tourist originating country (TOC)
In GDPcap;; 0.898™ 0.912" 0.977" 0.979" 0.964" 0.843"
(0.022) (0.012) (0.016) (0.016) (0.016) (0.015)
Resistance factors between TOC and destination
InRP;j, 0.003 -0.015 -0.014" -0.014" -0.015"
(0.006) (0.001) (0.001) (0.001) (0.001)
InIPP;j, -0.238"
(0.010)
T;j -1.361" -1.147" -1.133"
(0.027) (0.025) (0.045)
D;; -1.114"
(0.036)
Supply-side (Pull) factors from destination
PSTAB;, 0.009 0.076" 0.081" 0.082™ 0.085" 0.083"
(0.032) (0.006) (0.006) (0.006) (0.006) (0.006)
UNDEMC;, -0.003 -0.055" -0.064" -0.063" -0.071" -0.064™
(0.015) (0.004) (0.004) (0.004) (0.004) (0.004)
In GDPcapj; 0.060 0.383" 0.539" 0.509™ 0.634™ 0.652™
(0.029) (0.012) (0.014) (0.014) (0.017) (0.017)
In ICT;, 0.067" 0.026™ 0.038" 0.039" 0.036™ 0.036™
(0.016) (0.003) (0.003) (0.003) (0.003) (0.003)
In AROOM;, 0.821" 0.455™ 0.281" 0.280™ 0.256" 0.287"
(0.013) (0.007) (0.008) (0.008) (0.009) (0.009)
Year fixed YES YES YES YES YES YES
effects
Country-pair NO NO NO NO YES YES
Fixed effect
Additional YES YES YES YES
multilateral
dummy
Observations 74,450 74450 74450 74,450 74,450 80434
Country-pairs 6,403 6,403 6,403 6,403 6,403 6,772
R? 0.636 0.556 0.345 0.332
F 443,783 135 1367 1380 1406

Note: The dependent variable is In (arrival/popll variables are convertedin their natural
logarithmic form except security variabl@BSTAB;,, UNDEMC;;) . Results are reported for
ordinary least square (OLS), random-effects (REystnan-Taylor (HT) and country-pair fixed
effect model (CFE) and, Standard errors are iargheses, significance at*10%; ** 5%; *** 1%,
Hanuman test rejects random-effects model as densisind test also suggests superiority of FE
estimator over HT. Additional multilateral dummiigglude common language spoken by 9%
population and common legal system .
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Table 3.6. Estimated Fixed-effects Cross-country Panel Datdéof Tourist
Arrivals, Sub-samples

(1) (2) (3) (4) (5) (6)
HINC UMINC  LMINC LINC SIDS SIDS
In GDPcap;, ~0.909"  0.985"  1.084" 1.010"  1.693" 1.681"
(0.021)  (0.032)  (0.038) (0.101) (0.048)  (0.047)
InRP; ;¢ -0.011" -0.027"  -0.001  -0.032  -0.000 -0.001
(0.002)  (0.003) (0.004) (0.012) (0.005)  (0.005)
PSTAB;, ~ 0.071" 0.040° 0.109" 0.297" -0.090"
(0.010) (0.011) (0.012)  (0.028)  (0.019)
UNDEMC;, -0.067"
(0.011)
In GDPcap;, 0.323" 0.623" 1.209° 0.974" 0.767° 0.725"
(0.024)  (0.030) (0.056) (0.102) (0.047)  (0.047)
In ICT;; 0.049" -0.054" 0.060° 0.128" 0.055"  0.067"
(0.006)  (0.007)  (0.006)  (0.023)  (0.009)  (0.009)
InAROOM;,  0.260°  0.533" 0.095" 0.386° 0.357° 0.387"
(0.016)  (0.020)  (0.017)  (0.024)  (0.043)  (0.042)
Observations 36662 21397 14988 3263 9802 9858
Country-pairs 2,775 1,966 1,345 470 800 814
R? 0.296 0.381 0.390 0.565 0.274 0.275
F 569.147 477.954 347.986 143.808 135.543 137.067
p 0.000 0.000 0.000 0.000 0.000 0.000

Note: The dependent variable is In (arrival/ipdResults are reported for country-pair fixed efffe
model (CFE). Standard errors are in parentheggsfisance at10% ** 5%; *** 1%.
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Table 3.7. Estimated Hausman-Taylor Cross-country Paagh Model of Tourist
Arrivals, Sub-samples

1) (2) 3) (4) (5) (6)
HINC UMINC LMINC LINC SIDS SIDS1
In GDPcap;; 0.904™ 0.938" 1.027" 0.950" 1.625" 1.618"
(0.019) (0.028) (0.033) (0.077) (0.043) (0.043)
InRP;j¢ -0.010™ -0.028™ -0.000 -0.037 0.000 -0.000
(0.002) (0.003) (0.004) (0.012) (0.005) (0.005)
Tj -1.264™ -1.399™ -1.386" -0.417 -2.534™ -2.525™
(0.057) (0.079) (0.110) (0.174) (0.142) (0.141)
PSTAB;; 0.070" 0.037" 0.099" 0.281" -0.094™
(0.010) (0.010) (0.012) (0.026) (0.018)
UNDEMCj; -0.061"
(0.010)
In GDPcapj; 0.310" 0.596" 1.153" 0.957" 0.720" 0.676"
(0.023) (0.029) (0.053) (0.095) (0.043) (0.044)
InICT;, 0.046™ -0.053" 0.057" 0.129" 0.052" 0.063"
(0.005) (0.007) (0.006) (0.022) (0.009) (0.009)
In AROOM;; 0.302" 0.569" 0.133" 0.401" 0.406" 0.445"
(0.015) (0.018) (0.016) (0.023) (0.040) (0.039)
Year fixed YES YES YES YES YES YES
effects
Observations 36662 21397 14988 3263 9802 9858
Country-pairs 2,775 1,966 1,345 470 800 814
F 605 499 355 153 145 147

Note: The dependent variable is In (arrival/poResults are reported for Hausman-Taylor (HTiyestor.
Standard errors are in parentheses, significarid®% ** 5%; *** 1%.
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Table 3.8. Estimated Fixed-effects Cross-Country Parshodel of Tourist
Arrivals with Price VariabldPP;;,, Sub-samples
1) 2) 3) (4) ) (6)
HINC UMINC LMINC LINC SIDS SIDS1
In GDPcap;,  0.8107 0.781" 0.980" 0.990” 1.239" 1.2307
(0.021) (0.029) (0.036) (0.092) (0.044) (0.044)
InIPP -0.190"™"  -0439"" -0.182™" -0.392""" -0539™" -0.531""
(0.013) (0.018) (0.022) (0.059) (0.027) (0.027)
PSTAB;; 0.061" 0.041™ 0.127™ 0.217" -0.081"
(0.010) (0.010) (0.012) (0.025) (0.018)
UNDEMC;, -0.036
(0.011)
In GDPcap;, 0.349"  0.670°  1.220°  1.223"  0.528"  0.491"
(0.024) (0.028) (0.056) (0.070) (0.043) (0.044)
In ICT}; 0.054™ -0.025™ 0.061" 0.077" 0.064™ 0.068™
(0.005) (0.006) (0.006) (0.019) (0.007) (0.007)
In AROOM;,  0.300” 0.620” 0.111" 0.349” 0.443" 0.473"
(0.016) (0.019) (0.016) (0.024) (0.042) (0.042)

Constant -21.514 -27.564" -27.119" -28.849" -28.789" -28.572"
(0.292) (0.371) (0.549) (0.983) (0.570) (0.578)

Observations 38530 24486 15532 3840 11272 11394

R? 0.276 0.376 0.382 0.534 0.253 0.252

F 545 537 349 150 140 140

p 0.000 0.000 0.000 0.000 0.000 0.000

Note: The dependent variable is In (arrival/poResults are reported for country-pair
fixed effect model (CFE). Standard errors areareptheses, significance 40% **
5%; *** 1%.
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Table 3.9. Correlation Coefficients, Cross-country Pdbaia

In ARigmavyt  InGDPcapy  RPy  IPPy Dy D;  GDPcapj ICT,  AROOM;  PSTAB;, UNDEMC;

InAR;  1.000
In GDPcap;, 0.490 1.000

RP, 0.126 0.393 1.000

PP, -0.209 -0.603 -0.397  1.000

Dy; -0.478 -0.055 0022 -0.011  1.000

D;; -0.360 -0.002 0033  0.001 0.843  1.000
GDPcap;,  0.212 0.038 -0.302 0.563 -0.042 0.011  1.000

ICT,  0.144 0.034 0.154  0.376 0.001  0.0360.666 1.000
AROOM,,  0.461 -0.022 -0.087 0.205 0.056 0.108  0.327 0.289 .00l

PSTAB,  0.067 0.095 -0.125  0.367 -0.040  -0.022.618 0.371 -0.034 1.000
UNDEMC, 0-110 -0.084 0080 -0.413  0.014 -0.0100.529 -0.369 -0.079 0539 1.000
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Table 3.10. Estimated GMM Cross-country Panel Déddel of Tourist Arrivals, Sub-

samples
(1) (2) (3) (4) (5) (6) (7)
HINC UMINC  LMINC LINC SIDS SIDS SIDS
In ARimay(t-1)  0.528” 0.576" 0.423" 0.368" 0.495" 0.255 0.419
(0.031) (0.039) (0.042) (0.053) (0.057) (0.111) (0.172)
In GDPcap;, ~ 0.830" 0.852" 0.863" 1.396" 1.334" 1.338 1.584°
(0.106) (0.111) (0.118) (0.304) (0.118) (0.658) (0.561)
InRPj, -0.002 -0.011 0.012 -0.015 0.005 -0.015 0.124
(0.004) (0.008) (0.007) (0.014) (0.008) (0.028) (0.157)
In GDPcap;, ~ 0.311" 0.399" 0.674" 0.661" 0.409" 1.003 0.430
(0.059) (0.084) (0.121) (0.254) (0.130) (0.419) (0.262)
InICT;, 0.030 -0.010 0.027 0.201™ 0.043 0.102 0.143
(0.013) (0.011) (0.010) (0.035) (0.018) (0.071) (0.077)
In AROOM;,  0.258" 0.128 0.209™ 0.357" 0.213 0.089 0.462
(0.038) (0.039) (0.027) (0.052) (0.085) (0.175) (0.364)
PSTAB;, 0.068" 0.060" 0.140” 0.011 0.058
(0.016) (0.016) (0.017) (0.044) (0.030)
UNDEMC;, ~ -0.074"  -0.03T -0.042°  -0.193" -0.005 -0.058 0.041
(0.014) (0.011) (0.013) (0.031) (0.014) (0.023) (0.097)
DISAS;, -0.004**  -0.036
(0.001)  (0.025)
DISAS(, 1) 0.026
(0.015)
DISAS;(_» -0.008
(0.005)
Observations 28713 17320 12111 2280 8020 1448 556
AR(2) 0.326 0.654 0.467 0.353 0.072 0.099 0.28
F 216 177 111 44 34 9 7
p 0.000 0.000 0.000 0.000 0.000 0.000 0.000

Note. The dependent variable is the per capitagbariivals from origin country to destination ctryrj. All
variables are converted to logarithmic form, exceptables PSTAB;;, UNDEMC;, andDISAS), p-values

are reported in ( Standard errors are in parentheses, significantEas; ** 5%; *** 1% . AR(2) is

Arellano and Bond test for second-order autocoiiglahich has a null hypothesis of no second-ordeak

correlation.
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Table 3.11. Estimated Models of Tourist Arrivals in theldives.

1 2 3 4 5 6 7 8
OLS FE GMM
In ARimav(t-1) 0.897**  0.473**  0.769**  0.773**  0.715**  0.615***  0.624**  0.709***
(0.014) (0.060) (0.043) (0.045) (0.075) (0.064) 0gr) (0.055
In GDPcap; 0.091**  1.720**  0.272**  0.235**  0.338**  0.489**  0.476**  (0.351***
i (0.022) (0.263) {1.18} {1.04} {1.19} {1.27} {1.27} {1.21}
(0.081) (0.069) (0.113) (0.125) (0.115) (0.099)
INRP;(mav)t 0.011* 0.145* 0.029 0.036 -0.017 0.018 0.018 0.031
(0.007) (0.066) (0.034) (0.033) (0.036) (0.040) .08®) (0.037)
InT. -0.13%** -0.210* -0.398*  -0.388**  -0.271**
i(mdv) (0.027) {-0.91} {-1.03} {-1.03} {-0.93}
(0.108) (0.165) (0.155) (0.128)
InDimav) -0.305*
{-1.34}
(0.155)
lnCPfiji(md,,)t -0.007
(0.019)
_ *%
lnCPsey(mdv)t ?_(;);;}
(0.031)
*
lncpmau(mdv)t ?00295?})
(0.048)
*
InCP sri(mdv)t ?(.)(:)012?
(0.010)
*k%k
IAROOM gy 0{'2_%;}
(0.142)
*kk
In BOAT(de)t 0{ i%QS}
(0.084)
Kk
In PSTAB(md,,)t ?Olgf}
(0.078)
*kk
InUNDEMCmav)e {?6%39}
(0.079)
0.95 0.53 0.83 0.84 0.81 0.78 1.05 0.46
R2/.AR(2) (0.406) (0.401) (0.419) (0.438) (0.293) (0.645)
83.62 83.35 68.52 83.00 82.95 83.69
Hansen test (overid) (0.430) (0.438) (0.794) (0.418) (0.389) (0.397)
434.80 449.31 459.80 290.15 242.60 409.57
F test (d.f.) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
Number of instruments 87 87 87 87 87 87
Number of groups 84 84 69 84 84 84
Observations 878 878 726 878 878 878

Note. The dependent variable is the per capitadbarrivals from origin country to Maldives. Alaviables are converted
to logarithmic form.Long-run elasticities are reported in { } and p-values are reported in (). Standard erngsra
parentheses, significance at *10%; ** 5%; *** 1%R{2) is Arellano and Bond test for second-ordeoemitrelation which
has a null hypothesis of no second-order serialetaiion. Hansen test tests the null hypothesisxafgeneity of the
instrumental variables. In all specifications lagwal and GDP variables are considered as endageno
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Table 3.12. Definitions of the Variables Used in the $&n@ountry Analysis

Variable Mean and| Description Data sources
(SDV)
In AR;(mavyt -9.871 | Total number of tourist arrivals from toruist origi | UNWTO,
(2.112) | country (TOC),, to the Maldives (MDV) in the National Bureau
year t, expressed in per capita terms. of Statistics
[NBS],
Maldives
IMRP;(mavye 0.7319 | Relative price between TOC and MDV. A negative WDI, IMF, NBS
(2.699) | sign is expected
In GDPcapj, 8.144 | Income per capita of TOC as calculated WDI, NBS
(1.632) | US$ (constant. 2005) measures income level of
tourists . A positive sign is expected
InD;mavy 8.894 | Distance between TOC and MDV, population CEPII, U.S.
(0.533) | weighted department of
In T (mav) 1.368 Time difference between TOC and MDV, proxy to| transportation
(0.689) | cost of traveling. A negative sign is expected (http://www.rita.
dot.gov/bts/airfa
res)
In BOAT ()t 7.028 | Number of speed boats in MDV (proxy to investmertiBS
(0.4763) | in transport). A positive sign is expected
INAROOM(jparyy  9.912 | Number of torusits beds in the Maldives (proxy to | NBS
(.2390) | investment in tourist properties). A positive sign
expected
INCPyfijitmavye -6.065 | Relative price level between MDV and fiji. A WDI, IMF
(0.822) | negative sign is expected
INCPgeymant 0.871 Relative price level between MDV and Seychelles| A/DI, IMF
(0 .499) | negative sign is expected
INCP 00 (mav)e -0.609 | Relative price level between MDV and Mauritius. A WDI, IMF
(0.284) | negative sign is expected
INCPgri(mavye -1.597 | Relative price level between MDV and Sri Lanka. AWDI, IMF
(0.548) | negative sign is expected
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Table 4.1. Summary Statistics of Room Types, Guesthonddr@&sorts.

Guesthouse segment

standard deluxe suite
VARIABLES N mean N mean N mean

Room price ($) 148 82.65 528 104.3 17 181.7
Room size (f) 122 16.26 430 17.41 16 19.13

Guest rating 109 8.352 443 8.380 15 7.560
Resorts
Water villa Beach villa Garden villa
VARIABLES N mean N mean N mean
Room price ($) 250 752.0 343 790.2 348 1,042
Room size (1f) 228 121.2 341 127.0 348 127.7
Guest rating 247 8.483 337 8.666 341 8.711
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Table 4.2. Variable Descriptions and Source of Data,d#éxlRoom Prices and Rating.

Variable name Description Source
Price (dependent  room price per night for a couple (USD) , bed arebkfast booking.com
variables) basis
Room rating Hotel Room rating by the guests Qnlin

hotel characteristics

survey and
Online *
Online
Online

i@l
Online
Online

Guesthouse
survey

room number of rooms in the hotel, it representcstiral quality of Guesthouse
guesthouse, it should be positively correlated

star star rating of the hotel

rsize size of the room (square meters). It repteggaciousness
and should be positively related

ghterrace dummy coded:1 for Hotel with terrace

ghgarden dummy coded:1 for Hotel that has a garden

location characteristics

ghbeach dummy coded:1 for Hotel located in fronbedich

dbeach distance to beach (meters), representssaoclesach and
should be negatively related

dist distance of island from the airport (km) sita proxy to

inconvenience of transport and should be negatinadited

Island (external) characteristics
hhunsafewaste Number of household in the island usimgsafe way of
(new) waste disposal. It represent a proxy for beachityushd
should be negatively related

Beach cleanliness index (aggregateindicators each
varies from 1 to 6, higher indicating better qualgo should
be positively related)

bcindex (new)

tpl4d population in the island in 2014, proxy focksivity

rooms_km2 Total number of hotel rooms per km20a& proxy for
crowdedness

blength Length of the beach in meters, should tsitigely related

Hotel (internal) characteristics (new to this study)
flang number of foreign languages spoken by stafépresent
quality of service and should be positively redate
ywexp working experience (in years) of manageith@tourism
sector It represent quality of service and shdeld
positively related
education level of managers (dummy coded:lefmis
primary, 2 for secondary, 3 for certificate, 4 fploma, 5
for degree)
Total months of tourism related trainiftuy coded:1 if
mangers have received at least three months afrtggi
Waste management practice inlémelis an obstacle for
operation of guesthouse (dummy coded: 1 if managgds
they are an obstacle). This is a proxy to the dieass or
waste management practices of island

tedu

tm_ttrain

obstacle_wastem

Maldives
Census data
2014
(MCD14)

Maldives
Census data
2014
Guesthouse
survey

(MCD14)
(MCD14)

Guesthouse
survey

Online,
Guesthouse
survey
Guesthouse
survey

Guesthouse
survey

Guesthouse
survey
Guesthouse
survey

Note. Online data mainly obtained from booking.camad then checked for errors using

information from other OTAs as well as hotel wegsit
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Table 4.3. Summary of observations, Hedonic Room PricésRating.

# Guesthouse s|  # islands Available from
Online data 249 51 April 2016- April 2017
Survey data 147 24 December 2016 — April 2017
Sample 1 157 22 June — December 2016
Sample 2 124 23 December 2016

Table 4.4. Summary Statistics, Hedonic Room Prices anthiRa

Sample 1 Sample 2
157 guesthouses, 22 islands and121 guesthouses, 23 islands. Dec.
months 2017
VARIABLES MEAN SD MIN  MAX | MEAN SD MIN  MAX
Guesthouse room price (USD) 88.72 3752 16.e8B7.5| 94.23 40.97 40 317
Guesthouse room rating (number 1-10) 8.54 0.71 6.m.00| 8.488 0.828 6.03 9.90
Hotel characteristics
Number of rooms in guesthouse 8.56 597 3.00 50.08016 6.304 3.00 50
Average Room size (fn 17.14 5.16 8.00 45.0C 17.06 5.156 8.50 37
Guesthouse has terrace 0.45 0.50 0.00 1/00 0.5006020. O 1
Guesthouse has restaurant 0.79 0.40 0.00 1.00 0.881377 0 1
L ocation characteristics
Guesthouse in front of beach 0.37 0.48 0.00 100 403. 0.493 0 1
Distance to beach (m) 343.83 263.97 10.5%222 | 304.6 270 9.59 1222
Distance to airport (km) 37.05 2797 530 117(20 .4@0 35.68 5.30 117.2
Quality characteristics (new variables to
this study)
hhunsafewaste 0.6 1.4 00 5 0.5 1.1 00 5
Beach cleanliness Index 28.4 3.9 21 B6 28.3 3.3 2136
Length of beach (m) 305 164 42 701 282 148 42 701
Total number of rooms in the island 323 307 7.0 802 346. 333 7 802
Island area (km squared) 62.5 65 4.0 173 69.3 69 40 173
Island population (in hundreds) 81.7 124, 1.1 320 101 7 1.1 320
gtuar}r;ber of foreign languages spoken byl'73 0.97 1 5 1831 0977 1 5
Industry experience of managers 9592 6622 0.1 o8
(years)
Edu level of managersprimary 0.121  0.327 0 1
Secondary 0.411 0.494 0 1
Certificate 0.089 0.285 0 1
Diploma 0.113 0.318 0 1
Degree and above 0.266 0.444 0 1
Tourism training (more than 3 months) 0.395 924 O 1
Waste management practice (is an 0655 0.477 0 1
obstacle)

Note. Room price is the average price of a hoiron bed and breakfast basis
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Table 4.5. Estimated Models of Headonic Room Prices aatthR in the MaldivesSample 1

Dependent variable: log( room price)

DV: log(room rating)

1) ) (3) @) ©)
Public characteristics
Number of households using -0.03743"  -0.04676" 0.02449
unsafe waste disposal methods (0.00723) (0.00480) (0.04023)
Beach cleanliness Index 0.01067 0.01284
(0.00499) (0.01687)
Population (in 100) -0.00082  -0.00077  -0.00126 -0.00381"  -0.00437"
(0.00032) (0.00027)  (0.00044) (0.00140) (0.00117)
Beach length (m) 0.00073*  0.00074" 0.00062 0.00076 0.00082
(0.00008) (0.00012)  (0.00026) (0.00040) (0.00037)
Crowdedness (room per Km  -0.00010"  -0.00010"  -0.00010 -0.00002 -0.00006
(0.00002) (0.00003)  (0.00004) (0.00007) (0.00005)
location characteristics
Distance to airport (In) -0.05065 -0.03387 -0.12773 -0.02834 -0.10852
(0.04389) (0.03208)  (0.03937) (0.18097) (0.15998)
Guesthouse in front of beach 0.19858" 0.21082" 0.17097 0.16919
(0.05680) (0.05219) (0.09493) (0.09848)
Guesthouse distance to beach -0.00024°  -0.00029 -0.00026 -0.00018 -0.00013
(0.00009) (0.00009)  (0.00021) (0.00022) (0.00023)
Hotel characteristics
Number of rooms in 0.01343*  0.01584" 0.01321" -0.00238 -0.00347
Guesthouse (0.00354) (0.00393)  (0.00333) (0.00608) (0.00645)
Guesthouse has terrace 0.13646°  0.17506" 0.13479" -0.10909 -0.11429
(0.03737) (0.04116)  (0.03627) (0.06904) (0.07000)
Foreign language spoken by  0.03946 0.04508 0.04134 -0.00874 0.00763
staff (0.01760) (0.01865) (0.01648) (0.03714) (0.03155)
Seasonality (June asthe base
case)
July -0.02543  -0.01521  -0.02730 -0.00271  -0.00345
(0.01106) (0.00967)  (0.01284) (0.01447) (0.00636)
August 0.02254 0.02483 0.02037 0.00924 0.00303
(0.02536) (0.02715)  (0.02468) (0.01304) (0.00880)
September 0.01201 0.01595 0.00901 0.01123 0.00681
(0.02395) (0.02580)  (0.02209) (0.02015) (0.00798)
October 0.04773*  0.05091" 0.04607" 0.01107 0.00770
(0.01146) (0.00788)  (0.01056) (0.02201) (0.01267)
November 0.14353"  0.14522"  0.13944" -0.00815 -0.00943
(0.02275) (0.02289)  (0.02222) (0.02178) (0.01370)
December 0.18194 0.18029 0.17871 -0.00745  -0.01301%
(0.05677) (0.05862)  (0.05659) (0.01920) (0.00597)
Constant 424156  4.22377°  4.2413%" 8.78899" 9.27227"
(0.14543) (0.12677)  (0.16032) (0.72768) (0.70616)
Number of observations 886 886 886 886 886
Adjusted R 0.351 0.29654 0.34801 0.45853 0.46001
F 5751 8091 2668 1789 2547
p-value 0.000 0.000 0.000 0.000 0.000

*kk

Standard errors clustered by island and monthierglheses, p < 0.05,” p< 0.01,” p<

0.001
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Table 4.6. Estimated Models of Hedonic Room Prices anthBén the MaldivesSample 2

Dependent variable: log(room price) log(room
rating)
1) (2) 3) 4) ) (6)
Population (in 100) -0.00I1  -0.0005 -0.0006 -0.0005 -0.0009 -0.0005'
(0.0004) (0.0003) (0.0004) (0.0004) (0.0004) (010
Beach length 0.0004 0.0002 0.0003 0.0002 0.0003  000.0
(0.0002) (0.0002) (0.0002) (0.0002) (0.0002) (010
Crowdedness -0.0000 -0.0000 -0.0000 -0.0000 -0.0000 0.0000
(0.0000) (0.0000) (0.0000) (0.0000) (0.0000) (0mo
Distance to airport (In) -0.0800 -0.0036 -0.0408 .0e27 -0.0486 0.0096
(0.0485) (0.0458) (0.0519) (0.0490) (0.0466) (&2
Guesthouse in front of 0.2311 0.2210 0.2487 0.2623 0.2008 0.0364
the beach (0.1018)  (0.0865)  (0.0953)  (0.1012)  (0.1039)  (0D18
Number of rooms in 0.0106 0.0151" 0.0105 0.0171" 0.0181" 0.0006
Guesthouse (0.0043) (0.0031) (0.0044) (0.0037) (0.0032) (0mo1
Guesthouse has terrace 0.1349" 0.1293 0.1237 0.1300° 0.1559 0.0086
(0.0395) (0.0394) (0.0388) (0.0413) (0.0430) (@91
Waste management -0.0870° -0.0247 -0.0508 -0.0195 -0.0517 0.0086
practice is an obstacle (0.0302) (0.0460) (0.0350) (0.0452) (0.0303) o’17
foreign languages spoken 0.0619 0.0715 -0.0053
by staff (0.0227)  (0.0215) (0.0071)
Industry experience 0.0113 0.0150 -0.0020
(years) (0.0052) (0.0057) (0.0010)
Education (primary as
the base case)
secondary 0.1095 0.0992 0.0204
(0.0709) (0.0653) (0.0171)
certificate 0.1159 0.0718 0.0331
(0.1294) (0.1425) (0.0230)
diploma 0.1265 0.1371 0.0083
(0.0955) (0.1145) (0.0253)
Degree+ 0.0430 0.0641 0.0073
(0.0791) (0.0738) (0.0269)
Tourism training (more 0.1233 0.1713 -0.0034
than three months) (0.0549) (0.0513)|  (0.0115)
constant 4.1801 4.0799" 4.2029" 4.0736" 4.2796" 2.1397"
(0.1778) ~ (0.1404)  (0.1827)  (0.1735)  (0.1550) (686
Number of Guesthouses 121 121 121 121 121 108
Adjusted R 0.3996 0.3231 0.3452 0.2991 0.335% 0.6367
F 86.44 40.09 43.54 38.66 94.78 14197
p 0.0000 0.0000 0.0000 0.0000 0.0000 0.0000

Note: For specification #1 to #5 Dependent varialolg(room price) and for specification #6 Depertderiable:
log(room rating). In all specifications island léekistered standard errors, * p < 0.05, ** p <10.6** p < 0.001.
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Table 4.7. Estimated Models of Hedonic Room Prices anthB#&n Maafushi and Hulumale
Islands.

Dependent variable: natural
logarithm of room price

(1) (2) (3) (4) (5)
Control variables

Guesthouse in front of the beach  0.3804 0.3220" 0.3778" 0.4174" 0.3349"
(0.0947)  (0.0896) (0.0914) (0.0990) (0.0926)

Number of rooms in Guesthouse 0.0110 0.0150 0.0097 0.0159 0.0171T
(0.0059)  (0.0061) (0.0066) (0.0057) (0.0057)

Guesthouse has terrace 0.1835 0.1314 0.1168 8.1810.1641
(0.0993) (0.0878) (0.0827) (0.0954) (0.0863)
Additional Island level controls Yes Yes Yes Yes Yes

foreign languages spoken by staff ~ 0.0873 0.0906
(0.0382)  (0.0418)

Industry experience (years) 0.0074 0.0176
(0.0070) (0.0073)
Education (primary asthe base
case)
secondary 0.0880 0.1003
(0.1367) (0.1427)
certificate 0.4920 0.6156"
(0.1457) (0.1311)
diploma 0.1402 0.2203
(0.1704) (0.1891)
Degree+ -0.0364 0.0254
(0.1279) (0.1221)
Tourism training (more than 0.0398 0.1260
three months) (0.0848) (0.0855)
constant 3.5187 3.7322" 3.8863" 3.6827° 3.7976"
(0.2409) (0.1705) (0.1427) (0.2407) (0.1740)
Number of Guesthouses 58 58 58 58 58
Adjusted R 0.6041 0.4696 0.4927 0.5350 0.4445
F 8.495 10.83 13.96 10.06 12.03
p 0.0000 0.0000 0.0000 0.0000 0.0000

Note: Additional Island-level controls are distariiem the airport and managers perception
about the waste management in the island. Fopadications Guesthouse level clustered
standard errors,p < 0.05,” p<0.01,” p <0.001.
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Table 4.8. Correlation Coefficients, Hedonic Room Priaad Rating.

Price
(In) grating rsize ghterrace ghrestu ghbeaobom2  dist (In) flang tywexp tedu tm_ttrain  wm_dde
Price (In) 1
grating 0.1395 1
rsize 0.2197 -0.0167 1
ghterrace 0.2804 -0.3042 -0.0178 1
ghrestu 0.2404 0.1559 0.2817 -0.0693 1
ghbeach 0.4008 0.0981 0.0157 0.1859 0.1442 1
room2 0.3184 -0.0216 0.0143 0.198 0.078 0.1985 1
dist (In) -0.0187 0.713 0.1283 -0.4438 0.2144 -0.0488 -0.1127 1
flang 0.3377 -0.23 -0.0319 0.1795 -0.0207 0.1481 0.2405 -0.1767 1
tywexp 0.3306 -0.0576 0.3106 0.0757 0.1525 -0.0042 0.3026 0.1284 0.2278 1
tedu 0.0235 -0.3514 0.0099 0.1859 -0.053 0.093 0.1576 -0.3818 0.2764 -0.0364 1
tm_ttrain 0.1801 -0.2024 0.0023 0.0908 -0.0626 0.1883 -0.028 -0.1684 0.1661 0.2911 0.2675 1
wm_obstacle -0.0439 0.2793 0.0859 -0.1589 0.1124 -0.1114 0.0431 0.3724 0.0488 0.2387 -0.0707 0.1605 1
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Figure 1.1. Share of International Tourism Receipts, 2012
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Figure 1.2. Tourist Arrivals to Maldives from Europe andi& 1983-2013.

. 600
)
ke
c
a 500
>
o
=
— 400
2]
[
2
= 300
©
-
2
—
S 200
o
=
100
0
N <N ONVNDO AT AN M ONNDDNDO A ANMNMSTE LW ONNOD O I ANM
00 00 00 00 0 W 00 Q)Y O O O OO ) ) ) ) O O ©O O O O O O © O O f o «f
A OO OO OO OO OO O OO OOOO0OOoOO0oO oo oo
™ A e AN AN AN AN AN AN AN NN NN NN
Europe —— ARAsia

Source: Author’s calculations based on data froriddal Bureau of Statistics [NBS], Maldives

173



Figure 1.3. Research Design.
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Figure 2.1. Map of the Maldives.
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Figure 2.2: Hypothetical Evolution of a Tourist Area (Bartl 1980).
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Figure 2.4. Number of Resort Leaseholders, 1975-2014.
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Note: Height of the bars indicate the percentagéftdrent lease holders for a given year whilertbenbers
inside the bars shows absolute number of diffecatggories of lease holders.

Source: Author’s calculations using data from NagicBureau of Statistics [NBS], Maldives
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Figure 2.5. Timeline of Maldives Development Strategies.
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Figure 2.6. A Typical Maldivian Resort.
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Figure 2.7: Accumulated Resorts and Hotels, 1984- 2012.
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Figure 2.8. Ownership of Resort Operators in the Maldi2€§5-2014.

# Local # Foreign # Joint Venture

2005 2010 2014

Source: Author’s calculations using data from NaioBureau of Statistics [NBS], Maldives

Figure 2.9. Monthly Occupancy Rate (%), 1980-2015.
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Figure 2.10. Guesthouse Island, Maafushi.
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Figure 2.12: Types of Accommodations and Bed Capacity313®&1 3.
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Figure 4.1. Bid Functions, Offer functions and HedoniacBrSchedule.
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Figure 4.2. Welfare Effects of Quality.
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Figure 4.3. Frequency Plot of Room Price, Guesthouse @soifs- July 2016.
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Figure 4.4 : Average Rating of Hotel Rooms in the Guesseasegment and Resorts.
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Figure 4.5. Average Monthly Guesthouse Room Price, Afil@to April 2017.
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Figure 4.6. Average Price of Hotel Room in Islands vs @nse from Airport.
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Figure 4.7. Average Price of Hotel Room, Maafushi Island.
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Figure 4.8. Percentage of Households ugimgafe Waste Disposal Methods and
Guests Commentingegatively about Beach Cleanliness.
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Appendix 1. Survey

Table A1-4.1. List of People Interviewed.

I- Preliminary interviews, October 30 to November @12

Name
I ndustry Experts

Description/relevance

Hussain Afeef

Ahmed Naseer
Ahmed Nazeer

Walter C. Kaufmann,
Ahmed Hafeez
Samih Ahmed

Ahmed Samih
Abdulla Kamil

Haseeb

Mohamed Fathuhy
Mohamed Thaufeeq
Ahmed Fazeel

Hussain Haleem

One of the first pioneers to introduce tourismhe Maldives in
the early 1970s, the Vice Chairman of Maldives Asstion of
Tourism sector (MATI) and the Chairman of Crow &hampa
Resorts
Managing Director, WhiteShell Island Hotel & Spée€Tfirst
pioneer to start a guesthouse in Maafushi
Secretary-General of Maldives Association of Taurladustries
(MATI)
General Manager of Meeru IslRedort & Spa
Managing Director, Lily Hotels Pvt. Ltd
Food & Beverage Consultant and (foriG@eneral Manager of J
Hotels & Resorts Pvt. Ltd.
Co-Founder and CEO at Arena Beach Hotel, K. Maafush
Director, Ark Travel Pvt. Ltd. (Safari Operator)datformer)
Resident Manger of Fund Island Resort.
Resident Manager of Ocean Grand, K. Hulhumale’
Director of E-Marketing & Operations of Atoll Hideay
Sales and Marketing Manager of Crown & Champa Resor
Business Development Manager, Tramdiwén Airways
(TMA)
Owner of Eureka Guest House. K. Hulhumale’

Policymakers

Mohamed Asim

Seena Zahir
Ahmed Salih

Hussain Niyaz

Ambassador at Large, (now) the Minister of ForeAdfairs,
Maldives

(Former) Minister of Tourism

Permanent Secretary of Ministry of Tourism and Chwiiation
Permanent Secretary and senior officials of MigisfrFinance
and Treasury

Additional Secretary of Ministry of Foreign Affairs
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[l- Field Survey, 02 August 2016 — 27 September 2016

Owner/manager Guesthouse Name Atoll and island
Abdulla Said Simry Beachside Maldives K. Hulhumale'
Salaam Eureka Athiri Inn K. Hulhumale'

Azzam Latheef
Mueena Aboobakuru
Fathuhullah Ahmed
Amjad Musthafa
Mohamed Shujau
Sinaah Hanyf
Mohamed zahir
Ibrahim Moosa
Ibrahim Zaki
Azheel Ahmed
Ali llaj

Sudhar

Arusal

Ismail Athif
M.Amjad

Shahid

Moosa Bushry
Hussain Rasheed
Musthausimbillah
Fayaz

Ali Abdulrahman
Ahmed

Ibrahim Shauf
Ahmed Shujau
Ahmed Didi
Shassa

Hussain Zahir
Shafiu Jameel
Raj Mohan

Imran

Benedict

Saud

Dinesh

Abdullah Nafiu
Noomoo, Ahmed
Thoyyiba
Dinendra

Vuly Nazim
Ibrahim Nasir

Hotel Elite Inn
Le Vieux Nice Inn
Rani Beach

Beach Grand and Spa

Golden Spiral

Crown Reef Maldives
Airport Comfort Inn Maldives

Sunny Suites

Coconut Tree Hulhuvilla Beach

Piculet Royal Beach

The White Harp Beach Hotel

Hotel Ocean Grand
Season Holidays
Planktons Beach
Vista Beach Retreat
TLM Retreat
City Grand
Beach Sunrise Inn
Hiyala Inn
Clear sky Inn
Ashaz Inn
Koamas Lodge
Dream Relax
Velaa Beach
Newtown Inn
Transit Inn
Pine Lodge
Royal Relax Beach
Deshadan
Sunset Royal
The Sand Gate Inn
Vilu Rest
Grace Beach Inn
Fern Boquete Inn
Noomoo
Loona Hotel
Airport Beach Hotel
h78
Rivethi Beach Hotel
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K. Hulhumale'
K. Hulhumale'
K. Hulhumale'

K. Hulhumale'
K. Hulhumale'
K. Hulhumale'
K. Hulimale'

K. Hulhumale'
K. Huthale'

K. Hulhumale

K. Hulhumale'
K. Hulhumale
K. Hulhumale'
K. Hulhumale'
K. Hulhumale'

K. Hulhumale'
K. Hulhumale'

K. Hulhumale

K. Hulhumale'
K. Hulhumale'

K. Hulhumale'
K. Hulhumale'
K. Hulhumale'
K. Hulhumale'

K. Hulhumale'
K. Hulhumale'
K. Hulhumale'

K. Hulhumale'

K. Hulhumale'
K. Hulhumale'
K. Hulhumale'

K. Hulhumale'
K. Hulhumale
K. Hulhumale'
K. Hulhumale'

K. Hulhumale'
K. Hulhumale'

K. Hulhumale'
K. Hulhumale'



Koodalingam
Niyaz

Abdulla Hussain
Lagoon view
Abdul Baree

Adil Mohamed
Mohamed Adam
Faruhadh

Mary Bryant
Hussain Nasheed
Abdullah Haris
Ahmed Aslam

Ali Sameer
Ahmed Mussad
Juman

Mohamed Nahid
Samih

Salim

Mohamed Siraj Ahmed
Mohamed Hameed o
Humaam Mohamed
Ahmed Rasheed
Shimbe

Abdul Wahid
Adam Abdul Rahman
Thoif Mohamed
Haneef

Matheen

Gadhir

Habeeb

Hussain Irusham
Shahid

Hassan Nasim
Musthafa Adam
Mohamed Naafiz
Husain Shavee
Isa

Ismail Madheeh
Abdul Ameen
Nizaam

Niushad

Haron

Saaidha Ahmed

Iberry Inn
Maldiva Inn
Dreams Arena
Lagoon View Maldives
Holiday Village Retreat
Castle Inn
Manta Inn
Riveli Retreat Mathiveri
Casa Mia @ Mathiveri
Bella Vista Inn
Mathiveri Lodge, Maldives
Mathiveri Stay
Mathiveri inn
Masaaree Boutique Hotel
Arena Lodge Maldives
Kaani Village & Spa
Arena Beach Hotel
Hiyaa llaa
Aveyla Manta Village
Hibaru Fishing Lodge
LVIS blancura Hotel
Hanifaru Transit Inn
3 Hearts

Azoush Tourist Guesthouse

Dharavandhoo Stay
Hiyaa llaa
Dhonfulhafi Inn
Madi Finolhu Guest House
Canopy Cove
The Wave House
Casadana
Cokes Surf Shack
Kahanbu Ocean View
Beach Heaven Maldives
Maldives Seashine
Finihiyaa Inn Maldives
Sunset Holidays

Najaf Lakeview Guest House

Jail Break Surf Inn

Mango Surf House

Hotel Ocean Grand

Just Surf Villa Maldives
Kanbili GH
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K. Hulhumale'
K. Hulhumale'

K. Hulhumale'
AA. Bodufolhudhoo
AA. Bodufolhumth
AA. Bodufolhudhoo
AA. Bodufolhudhoo
AA. Mathiveri
AA. Mathiveri

AA. Mathiveri
AA. Matlaxi
AA. Mathiveri
AA. Mathiveri

K. Maafushi

K. Maafushi
K. Maafushi
K. Maafushi
B. Dharavandhoo

B. Dhaaghoo

B. Dharakaad

B. Dharavandhoo

B. Dharavandhoo
B. Folhadhoo

B. Folhadhoo

B. Dharavandhoo
B. Dharavandhoo
B. Maalhos

B. Maalhos
B. Maalhos

K. Thulusdhoo

K. Thulusdhoo

K. Thulusdhoo

K. Thulusdhoo
K. Huraa

K. Huraa

K. Huraa
K. Huraa

K. Huraa

K. Himmafushi
K. Himmafushi

K. Hulhumale'

K. Himmafushi
K. Himmafushi



Ibrahim Athif
Hussein Zareer
Hassan ljuwan
Shiyaz

Zaid

Ahsan Waheed
Ahmed Nizam
Mohamed Solih
Abdulla Saeed
Ahmed Affan

Aishath Soora
Fathimath Leena
Moosa Solih

Hussain Faris

Ahmed Zeehan Ibrahim
Hassan Latheef
Rashdoo atoll residence
Fathuhullah Adam
Rashdoo dive lodge
Abdulla Rasheed

Rinzy Jaufar

Uklhus Inn

Zaufaran Nazeer,
Noovillu suite

Ibrahim Nizam
Mohamed Shujau
Abdul Salaam Ali

Ali Azim

Ibrahim Musthafa
Riffath Waleed
Ismail Naseer
Adam Fazeel
Ahmed Faiz
Moosa Afzal

Adam lbrahim

Ahmed Nafiu

Abdul Rauf Ibrahim
Abdul Shakoor Ibrahim
Nashid Abdul Shakoor

Raalhu Lodge
Dhiffushi White Sand Beach
Happy Life Maldives Lodge
Tropic Tree Hotel Maldives
Air Dhiffushi
Silver Shade Guest House
Sunshine Lodge
Ithaa Beach Maldives
Rip Tide Vacation Inn,
Guraidhoo Palm Inn
IslandWay Etos
Palm Garden
Holiday Cottage
New Breeze Thoddoo Inn
Amazing View Guest House
Thoddoo beach view
Rasdhoo Island Inn
Rasdhoo Atoll Residance
Ras Beach Inn
Rasdhoo Dive Lodge
Crystalline Hotels
Gunbaru Inn
Ukulhas Inn
Liberty Guest House
Noovilu Suites Maldives
K Villa Maldives
Goby Lodge Guest House
Local Island Inn
Kalaafaanu Retreat
Asia Inn Villa Retreat
Velana Beach Maldives
Triton Beach Hotel & Spa
Crystal Sands
WhiteShell Beach Inn
Huzey View
La Perla Guest House
Sancia Lodge
Luau beach inn
White Maakanaa Lodge
Jupiter Sunrise Lodge
Masfalhi View Inn
Vaali Beach Lodge Maldives
Rainika Beach
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K. Himmafushi
K. DHsiffu
K. Dhiffush
K. Gulhi
K. Dhiffushi
K. Gulhi
K. Guraidhoo
K. Guraidhoo
K. Guraidhoo
K. Guraidhoo
K. Guraidhoo
AA. Thoddoo
AA. Thoddoo
AA. Rasdhoo
AA. Thoddoo
AA. Thaddo
AA. Rasdhoo
Resdhoo
AA. Rasdhoo
AA. Rasdhoo
AA. Rasdhoo
AA. Ukulhas
AA. Ukulhas
Adh. Mahibadho
Adh. Mahiti#oo
Adh. Mahibadhoo
Adh. Hangeedinoo
Adh. Hangnaamemsmh
Adh. Hangnaameedhoo
Adh. Hangnaameedhoo
K. Maafushi
K. Madfus
K. Maafushi
K. Maafushi
V. Rakeedhoo
V. Fulidhoo
V. Fulidhoo
V. Fulidhoo
V.Keyodhoo
V.Keyodhoo
V. Felidhoo
Pélidhoo
V. Thinadhoo



Mohamed Rafeeu,
Adil Ibrahim
Mohamed Muaviyath
Afsal Adam

Ali Visham

Ibrahim Shaan
Rizkhan Mohamed
Ali Shareef

Ali Shifan

Mohamed Shaneez
Mohamed Shifaau
Mohamed Afzal
Mohamed Rasheed
Ahmed Anas
Sammoon Mohamed
Ismail Naseem
Ahmed Badheeu
Mohamed Eman

Plumeria Boutique GH
Hudhu Raakani Lodge
Dhivehi Experience
Boutique Beach
LVIS blancura Hotel
Salt Beach Hotel
Shadow Palm
Stingray Beach Inn
Holiday Lodge Maldives
Lily Rest Maldives
Sun Tan Beach Hotel
Island Cottage
Dream Lagoon
Isle Beach Inn
Ci-Ritorno View
WhiteShell Island Hotel
Maafushi View
Seven Corals
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V. Thinadhoo
V. Thinadhoo
Adh. Dhigurah
Adh. Dhigurah

B. Dharavandhoo

K. Maafushi
K. Maafushi
K. Maafushi

K. Maafushi

K. Maafushi

K. Maafushi
K. Maafushi

K. Maafushi
K. Maafushi
K. Maafushi
K. Maafushi
K. Maafushi
K. Maafushi



Table Al-4.2. Guesthouse Manager’s Survey Questions.

Introduction

This survey is an essential part of Ibrahim Zuhgréth.D. research at the National
Graduate Institute for Policy Studies (GRIPS), dajpls research topic is factors related
to tourist flow and hotel prices, in small islandveloping states (SIDS) such as the
Maldives. The objective of the study is to identifparacteristics that affect the
attractiveness of the guesthouses so that manegengse this information for efficient
operation and pricing strategy.

THE SURVEY WILL TAKE 30 MINUTES TO 45 MINUTES. WE HANK YOU IN
ADVANCE FOR YOUR COOPERATION

This research project is supported by the GRIP®@&IGovernance Program Research
Fund, and the data will not be used for any othepgse. The results of the study will be
shared with the guesthouses that participate sstioidy.

For follow-up, clarification, and arrangement oferview appointments, please contact
Ibrahim Zuhuree at +9792143, +81809526 2077 andhume@gmail.com
phd14403@agrips.ac.jp

About the survey instrument

The structure for this survey is borrowed from YWerld Bank Service Modulé® The
instrument for the study is adopted from the W&#ohk (2013); “the Case of Caribbean
Tourism”(Poon,1990); “the Caribbean Regional Swustkie Tourism Development
Programme” (Caribbean Tourism Organisation, 200a)d “Tourism destination
competitiveness" (Enright & Newton, 2004). The syvs modified for context and
relevance to my research questions and the Guessbanithe Maldives.

55 http://www.enterprisesurveys.org/~/media/ GIAWB/EnterpriseSurveys/Documents/
Methodology/ES_Services_Questionnaire.pdf
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IMPROVING ATTRACTIVENESS OF THE GUESTHOUSES IN THRALDIVES

Note: Information about island is obtained from ol office/website, and when
possible through interviews with the municipal coilors, school principal or local
islanders.

A. CONTROL INFORMATION [TO BE COMPLETED BEFORE INTRVIEW]

Survey ID

A.0 Guesthouse Information

Name(s) Island(s| Distance Standard Deluxe Suite Other
) from Beach| Rooms Rooms

(m)

A.1 Owner Information A.2 Island Information

Name population

Gender

Country Highest level of education

Telephone Procedure/policy for waste

Email management exists

Hours fresh/desalination water
available

Hours electricity provided
Medical DOCtors ...vvvvvievennnn.

Distance (km) from the
international airport

Distance (km) from the nearest
hospital
length/area (km) of the beach

Crime rate 2014 ...........

What is the (approximate) size pf
the lagoon

Number of resorts within 5km
distance

Picnic islands within 5km
distance

193



Date Interview

Owner/manag

Face-to-face interview begins:

INSTRUCTIONS TO ENUMERATOR: Ask following questiormd use the response
to enter data in the appropriate section in ‘Qupkurvey’, when necessary please show
relevant information card.

Note: Keys are for ‘Quicktapsurvey’, questions wotitions were separately available
as show cards.

Questions KEYS OPTIONS
1 18-25
2 26-34
3 35-49
B. 2a. What is your AGE? (SHOW CARD M1) : 5:;34
-100 Not Available/relevant
-99 Non of the options
-800 did not respond
1 Majority (share) owner
2 (share) owner
) L . 3 Manager
B. 1c. What is your position in the operation of the
guesthouse 4 Other*
-100 Not Available/relevant
-99 Non of the options
-800 did not respond
1 Experience in tourism sector
2 Relative
3 Friend(s)
4 Guesthouse owner
B. 2b. Who introduced or what inspired you to stiaet 5 Resort Owner
guesthouse business 6 Government
7 Other*
-100 Not Available/relevant
-99 Non of the options
-800 did not respond
1 SME's
2 Constructions
3 Import/Export business
, , , 4 Safari/Souvenir business
B. 2c. What was your main mode of income befordiatar 5 Trave Agency/Resort supply
the guesthouse
6 Government employee
7 Private Sector employee
8 Odiveriyeh
9 Other*

194



10

Resort employee

-100 Not Available/relevant
-99 Non of the options
-800 did not respond
1 1-25%
2 26-50%
3 51-75%
4 76-89%
B. 2d. What was the approximate percentage of p@in 5 90+
mode of income, before starting the guesthousebssi 6 Don't know
7 Other*
-100 Not Available/relevant
-99 Non of the options
-800 did not respond
1 1
2 2
3 3
. 4 4
B. 2e. How many business partners do you have?
5 Other*
-100 Not Available/relevant
-99 Non of the options
-800 did not respond
1 0%
2 1-9%
3 10-24%
B. 2f. To finance the initial investment, what penzge of 4 25-49%
funds came from: 5 50-74%
your own investment
your relative(s) 6 75-99%
Bank loans(s) 7 100%
Other money lenders 8 Don't know
-100 Not Available/relevant
-99 Non of the options
-800 did not respond
1 0 years
B.3 How many years have you WORKED in the following 2
sectors? (SHOW CARD M2) 110 2 years
Resort 3 3to 5 years
Hotel/guesthouse 4 6 to 10 years
Safari vessel 5 more than 10 years
Rgsprt Supply . -100 Not Available/relevant
Ministry of Tourism -
Souvenir Business -99 Non of the options
-800 did not respond
B.4 If you have worked in a RESORT, what are theiremm -100 Not Available/relevant
and number of years you have worked? -99 Non of the options
-800 did not respond
B.5 Please RANK all the method(s) being used to mahke 1 Online Travgl Agencies (e.g.
A booking.com)
guesthouse from the following list (most frequentbed -
first)? (SHOW CARD M3) 2 Own website
3 Travel agency/tour operators
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Participation in tourism fairs

-100 Not Available/relevant
-99 Non of the options
-800 did not respond
1 Primary
2 Secondary
C.1 What is your highest level of FORMAL EDUCATION? 3 Certificate
(SHOW CARD M4) — 4 Diploma
in Maldives 5 Degree and above
in a Foreign Country -100 Not Available/relevant
-99 Non of the options
-800 did not respond
1 0 month
2 1 to 2 months
C.2 How many months have you received TOURISM related 3 3 to 5 months
TRAINING at tourism firm/school/university? (SHOW 4 6 to 12 months
CARD MS,) - in Maldives 5 more than 12 months
in a Foreign Country -100 Not Available/relevant
-99 Non of the options
-800 did not respond
1 Self-funded/family
2 Gov. Loan
3 Gov. Scholarship
C.3. How did you FINANCE your tourism related 4 Private Scholarship
education/training (SHOW CARD M6) 5 - .
in the Maldives? Foreign Scholarship
in a FOREIGN country? 6 Other*
-100 Not Available/relevant
-99 Non of the options
-800 did not respond
C.4 How many DAYS have you taken 'on the job trajhin -100 Not Available/relevant
the past 12 months? -99 Non of the options
-800 did not respond
D.1a. How many managers/directors level employea& :
this guesthouse? (SHOW CARD M7) For -100 Not Available/relevant
FULL-TIME -99 Non of the options
PART-TIME -800 did not respond
D.1c. How many Supervisory/Technical (accountactigfs,
dhoni captains etc.) level employees work in thisgghouse 1 Not Available/relevant
(SHOW CARD M7) for -
FULL-TIME -99 Non of the options
PART-TIME -800 did not respond
D.1e. How many Clerical/Operative (front office,part rep,
housekeeping, tour guide etc.) level employees \wothis 1100 Not Available/relevant
guesthouse? (SHOW CARD M?7) for -
EULL-TIME -99 Non of the options
PART-TIME -800 did not respond
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D.1h. How many Laborers (messengers, cleaners letee)

employees work in this guesthouse? (SHOW CARD M7) fr -100 Not Available/relevant
FULL-TIME -99 Non of the options
PART-TIME -800 did not respond
1 No experience needed
D.2 What are your preferred years of EXPERIENCE 2 1-2 years
(especially in resorts) for employees? (SHOW CARD) M8 3 3-6 years
4 .
Managerial/Directors 6-10 years
Supervisory/Technical 5 more than 10 years
Clerical/Operative -100 Not Available/relevant
Laborers -99 Non of the options
-800 did not respond
D.3 In order to IMPROVE operations of the guestlegus L Always
how often do you have MEETINGS with the: (SHOW 2 Very frequently
CARD M) — 3 Frequently
4
Owner Rarely
Managers/Directors > Not at all
Supervisory/Technical staff -100 Not Available/relevant
Clerical/Operative -99 Non of the options
Laborers -800 did not respond
1 No in-house training
D.4 Please indicate average days spent on IN-HOUSE 2 1to 7 days
training in the past 2 years. (SHOW CARD M10) — 3 8 to 14 days
4
Managers/Directors 15 t0 29 days
Supervisory/Technical staff ° more than 30 days
Clerical/Operative -100 Not Available/relevant
Laborers -99 Non of the options
-800 did not respond
1 No in-house training
2 1 to 7 days
3 8 to 14 days
D.4 Please indicate average days spent on IN-HOUSE 4 15 to 29 days
training in the past 2 years. (SHOW CARD M10) - 5 more than 30 days
-100 Not Available/relevant
-99 Non of the options
-800 did not respond
1 Always
D.5 How do you or your staff LEARN about NEW prodaict] 2 Very frequently
and services that are relevant to tourism? (SHOVRDA 3 Frequently
M11) - 4 Rarely
Through training (formal, on the job) > Not at all
From online (e.g. Youtube) -100 Not Available/relevant
Attending tourism fairs -99 Non of the options
-800 did not respond
D.6 How much you AGREE or DISAGREE with each of th 1 Strongly Agree
statement below as a description of how you feeliab 2 Agree
tourism sector ? (SHOW CARD M12) — 3 Don't K
Work does not pay very well on t know
The work is easy 4 Disagree
Working is exciting 5 Strongly Disagree
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Working in tourism is servant like -100 Not Available/relevant
There are limited career prospects 99 Non of the options
There is no other industry than tourism -
-800 did not respond
-800 did not respond
1 Yes
. — 2 No
E.1 Does this guesthouse have QUALITY certificati)n 3
recognized? (SHOW CARD M13) — In Progress
Nationally 4 Don't know
Internationally 5 Not relevant
Online Travelling Agency (e.g. Travel Adviser) 100 Not Available/relevant
-99 Non of the options
-800 did not respond
1 Always
E.2 How frequently this guesthouse OUT-SOURCE the 2 v
) ery frequentl
following tasks?; (SHOW CARD M14) — 5 y requenty
Food and Beverage Frequently
Cleaning 4 Rarely
Laundry 5 Not at all
Alrport_transfer . L -100 Not Available/relevant
Excursions/Recreation Activities -
Diving -99 Non of the options
-800 did not respond
E.3 Please indicate the names of resorts (and yearhave -100 Not Available/relevant
agreements for tourists excursions trips -99 Non of the options
-800 did not respond
1 Yes
E.4a. During the last TWO years, has this estaiiésit 2 No
introduced at least one NEW or significantly IMPRQYE 3 Stillin P
products from the following list: (SHOW CARD M15) — I In Frogress
Hotel management software (e.g. HR management) 4 Don't know
Marketing method (e.g. last minute deals) 5 Not relevant
Accommodation choice (e.g. new room type) -100 Not Available/relevant
F & B item (e.g. restaurants) 99 N h "
Recreation Activities (e.g. excursions) - on ot the options
-800 did not respond
1 new for the island
2 guesthouse market in the countr
3 tourism sector in the Maldives
E.4b. Is your new Product or Service also: 4 Other*
-100 Not Available/relevant
-99 Non of the options
-800 did not respond
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E.5 To what degree are the following an OBSTACLEtg__ 1 NO OBSTACLE
the current operations of this establishment inistand? 2 MINOR OBSTACLE
(SHOW CARD M16) — Utility (Electricity, water, 3 MODERATE OBSTACLE
Sewerage) 4 MAJOR OBSTACLE
- Telecommunication 5 VERY SEVERE OBSTACLE
- Waste management -100 Not Available/relevant
- Crime, theft and disorder -99 Non of the options
- Medical Services -800 did not respond
- Practice of competitors -800 did not respond
1 ADEQUATE
E.6 What quld you say abogt the QUALITY of the 2 SOMEWHAT ADEQUATE
e e iues At are el | | ETHER ADEQUATE R
R . INADEQUATE
- Airport facilities and mfrastructure 2 SOMEWHAT INADEQUATE
- Sea transport facilities and infrastructure
- o . 5 INADEQUATE
- Training facilities at Private Colleges 100 Not Available/relevant
- Government Ministries -
- Local Council -99 No_n of the options
-800 did not respond
1 ADEQUATE
E.7 What would you say about the RELATIONSHIP or 2 SOMEWHAT ADEQUATE
CONTRIBUTION of the following institutions and grougs 3 NEITHER ADEQUATE OR
that are relevant for tourism? (SHOW CARD M18) INADEQUATE
- MATI 4 SOMEWHAT INADEQUATE
- Guesthouse Association(s) 5 INADEQUATE
- Local Businesses -100 Not Available/relevant
- Local Community -99 Non of the options
-800 did not respond
E.8 Please rate how frequently tourists COMPLAIN 1 Always
about the following: (SHOW CARD M19) 2 Very frequently
- Untidy beach 3 Frequently
- Crowded beach 4 Rarely
- Untidy lagoon 5 Not at all
- Attitude of local people -100 Not Available/relevant
- Attitude of the staff -99 Non of the options
- Quality of food -800 did not respond
1 YES
2 NO
E.9 Suppose 'hotel rating' by the guests goes dewnin 3 DON'T KNOW
booking.com). Will you lower the price of the rooate to 4 Other*
attract more tourists? -100 Not Available/relevant
-99 Non of the options
-800 did not respond
F.1a In your opinion, which factors are RELEVANT for 1 Most relevant
tourist arrivals in the Maldives? (SHOW CARD M20) 2 somewhat relevant
- Tourist Income 3 neither relevant or irrelevant
- Connectivity (e.g. Direct flight) 4 somewhat irrelevant
- Price competitiveness 5 irrelevant
- Quality of Services -100 Not Available/relevant
- Political stability 99 Non of the options
- Transport Infrastructure
- Crime rate -800 did not respond
- Community attitudes towards tourists
F.1b In your opinion, which factors are RELEVANT for 1 Most relevant
tourist arrivals in the Maldives? (SHOW CARD M20) 2 somewhat relevant
- Hotel facilities (room type, pool, etc.) 3 neither relevant or irrelevant
- Recreation Activities 4 somewhat irrelevant
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- Clean Beach and Quality of Sea and Reef 5 irrelevant
- High economic benefit (more income, more jobsreno -100 Not Available/relevant
profit, etc.) -99 Non of the options
- Better protection of environment (waste management
cleaned beaches, protection of marine resources etc .
- Better Education/learn new ideas/new technology -800 did not respond
1 Strongly Agree
2 Agree
F.2a To what extent do you AGREE or DISAGREE tha 3 Don't Know
the following positive effects will occur due tocheased 2 Disagree
tourist arrivals in Maldives? (SHOW CARD M21) -
- More Recreation Activities 5 Strongly Disagree
. -100 Not Available/relevant
- Clean Beach and Quality of Sea and Reef -
- Overcrowding in areas of tourism activity -99 No_n of the options
-800 did not respond
-99 Non of the options
-800 did not respond
F.2b To what extent do you AGREE or DISAGREE tha 1 Strongly Agree
the following NEGATIVE effects will occur due to 2 Agree
increased tourist arrivals in Maldives? (SHOW CARD 3 Don’t know
M21) 4 Disagree
- Increased crime 5 Strongly Disagree
- Increased drug use -100 Not Available/relevant
- loss of cultural values 99 Non of the options
- loss of religious and moral values -
- More noise/community disturbance -800 did not respond
F.3 Over fiscal year 2015, please indicate thd totaist 7100 Not Available/relevant
arrivals to your guesthouse:If you cannot get tatabunt .
try for a range -99 No.n of the options
-800 did not respond
F.4 Over fiscal year 2015, please indicate the pacay -100 Not Available/relevant
rate: If you cannot get total amount try for a ng -99 Non of the options
-800 did not respond
Guesthouse paid 10 the government: I you canregel | 100 | NotAvalblelelevar
amount try for a range -99 Non of the options
-800 did not respond
Can | please have your email address, so that | can -100 Not Available/relevant
communicate the results of my research? -99 Non of the options
-800 did not respond

State any other concerns related to tourism oidtsuthat have not been addressed by

this questionnaireAnswers recorded and analyzed

Thank You
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Appendix 2: Beach Cleanliness Index (bcindex)

The objective of the beach cleanliness Indastn(dex) is to develop a gudeline
that can be used to measure the cleanliness bktheh area in the guesthouse islands of
the Maldives. Using City of Miami Beach Public Aré&eanliness Index as a guide (City
of Miami, n.d.), the beach cleanliness index iseblasn a 6 point scale that rates three
factors that directly affect the cleanliness of beach and three policy level factots.
The Table A2-4.1 at the end of this appendix costahe cleanliness index rating
received by each of the islands visited and expiamaubric.

Before proceeding further, |1 would like to make tudlowing observations
regarding the analysis.

I Given the limited time | spend in each island, ¢dUds only on Bikini Beach.
However, it should be noted that public beach aiio have a significant
impact on tourist view of the cleanliness.

il. City of Miami Beach Public Area Cleanliness Rubrigive detailed
information that decides the scoréttér density is occurring more than 25%
of the block segment, then add 2 points from thagacalé (City of Miami,
n.d., p. 5). However, | have simplified the rultiocuse as a general guideline
based on my observations in the field (ditter/gabage is seen, but Most of
the beach area has a clean appeargngééis is because time did not permit

me to measure the amount of litter more rigoroublgvertheless, a more

56 Miami Beach, Official website of the Miami Beach, accessed 15 May 2016.
http://web.miamibeachfl.gov/WorkArea/DownloadAsset.aspx?1id=77951
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robust measurement like those used in City of Miaase may be used for
future research purpose.

Similar weights are given for all indicators, Howeythis may not be the case,
and impact of different indicators may vary consatidy. Nevertheless,
through this index, | hope to provide some suggesvidence of implications

of the waste management practices on the natuvabement.
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Table A2-4.1: Beach Cleanliness Index (bcindex) — Score

bikini beach Common Beach Area Policy
harmfull  Organi harmfull  Organic | “ter/ Fecal Ditnosa o
. armfu rganic . armfu rganic eca isposa eacl
Liter/Trash litter Ma’?erials Liter/Trash litter Matgerials Garbage Matter/Sewer SFthe index

island visited Cans (WDS)

AA. Bodufolhudhoo 6 6 5 5 6 5 33
AA. Mathiveri 6 6 6 6 6 5 35
AA. Rasdhoo* 6 6 6 5 6 5 34
AA. Thoddoo 5 6 4 5 4 5 29
AA. Ukulhas 6 6 6 6 6 6 36
ADh. Dhigurah 5 6 5 4 6 5 31
ADh. Hangnameedhoo 6 6 5 4 4 5 30
ADh. Mahibadhoo* 4 6 5 4 6 5 30
B. Dharavandhoo 5 6 4 4 5 5 29
B. Fulhadhoo 5 6 4 5 6 4 30
B. Maalhos 6 6 5 6 6 6 35
K. Dhiffushi 4 6 5 4 6 5 30
K. Gulhi 4 4 4 5 5 4 26
K. Guraidhoo 5 4 4 5 5 4 27
K. Himmafushi 5 5 4 4 6 5 29
K. Hulhumale' 4 4 5 5 4 6 28
K. Huraa 5 5 4 5 5 4 28
K. Maafushi 5 6 5 5 5 4 30
K. Thulusdhoo* 4 5 4 5 4 4 26
V. Felidhoo* 4 6 4 5 6 4 29
V. Fulidhoo 5 6 4 5 5 5 30
V. Keyodhoo 4 6 4 5 6 6 31
V. Rakeedhoo 5 6 4 5 6 4 30
V. Thinadhoo 1 1 1 1 1 3 8
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Table A2-4.2: Beach Cleanliness Index (bcindex) — Guide

Most of the beach
area has a clean
appearance

or

Between 1 and 3
pieces of the major

One sewerage pipe
is connected to the

Index Litter in Bikini Beach Palicy (Isand -level)
harmful litter (e.g.
. open can, broken . . Litter / Garbage Fecal Waste Disposal
Litter / Trash glass, large metal Organic Materials Cans M atter/Sewer Site (WDS)
obj ects)
Isolated instances of Wall/fences separate
small dedicated WDS
organic material,
e.g., palm leaves or Can easil Fecal matter is not | waste is segregated
No litter, trash or seaweed observabI)(/a and is in visible and disposed
6- very clean garbage on the No harmful litter 00d workin properly
entire beach. no large organic grder/conditi%n sewerage is not
material such as treg connected to the sea
limbs or palm
fronds on the
ground.
Can easil Wall/fences separate
Isolated pieces of observabli and in Past residue of fecal dedicated WDS
Isolated pieces of organic material : matter.
litter, trash or . good working order waste is segregated
5- Clean ' No harmful litter . but there are .
garbage on the No large organic isolated piece of sewerage is not but no procedure to
entire beach material on the pI connected to the seadispose of except
trash outside of the :
ground. burning
can
litter, tras_h or about 10% of the One instance of
garbage is beach area is Can observable but fecal matter
observable but is nat covered with is full of trash observed on the Dedicated WDS but
constantly drawn to oraanic materials | which can be’seen beach area. no wall/fences
it One instance of 9 waste is segregate(d
4- Somewhat Clean : from the eye level.
harmful litter or but no procedure tg

dispose non-burning
item

)

sea
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organic materials
are found

3- Somewhat Dirty

The beach area is
neglected or not
cleanup regularly
and trash is obvious
and the eye is
constantly drawn to
it.

1-2 instance of
harmful litter.

Organic materials
are clearly
observable, and
about 30-50% of the
beach area is
covered with
organic materials

or

Between 4 and 10
pieces of large
organic materials
are found

Can observable but
full there is
evidence that there
is improper use of
garbage by the
residents (e.qg.
broken, harmful
waste thrown)

or
Can has some

damage but is
usable

More than two
instances of fecal
matter are observed
on the beach area.

or
More than two

sewerage pipe is
connected to the se

Dedicated WDS bu
no wall/fences and
the site has over
capacity of waste

waste is NOT
segregated and no
procedure to dispos
of the non-burning
item

D

2- Dirty

Consistent
accumulation of
trash on the beach

Or

multiple piles of
trash consisting of
plastic bottles or
large cardboard or
other materials

More than three
instances of harmfu
litter

About than 50% of
the beach area is
covered with
organic materials

or

More than 10 pieces
of large organic
materials is on the
ground.

Can is full and therg
is trash all over

or
is an improper use
of garbage by the
residents

or

Can has some
damage but is

usable

Three instances of
fecal matter are
observed on the
beach area.

Or
Three sewerage pip

is connected to the
sea

e

Dedicated WDS bu
no wall/fences and
the site has over
capacity of waste,
bad smell at least
100 m distance
waste is NOT
segregated and no
procedure to dispos
of the non-burning
item
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1- very Dirty

Large accumulation
of trash on the
beach including
plastic bottles,
domestic waste and
fish remains

Conditions may be
hazardous.

Harmful litter is
frequently
observable

More than 90% of
the beach area is
covered with
organic materials
including large
pieces

No can

more than four
instances of fecal
matter are observed
on the beach area.

Or
more than four

sewerage pipe is
connected to the se

A

Dedicated WDS bu
no wall/fences and
the site has over the
capacity of waste,
bad smell at least
300 m distance
waste is NOT
segregated and no
procedure to dispos
of the non-burning
item.

Waste from the site
directly leaking to
the sea
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