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ABSTRACT

Tourism being one of the major foreign exchange earnings and job providing sectors in local
level is a growing service industry in Nepal. It significantly plays an important role in social and
economic development of nation. Keeping in view of this reality, the objectives of this study are
to examine the relationship between tourism benefits towards economic development process of
the nation by using VEC model, to assess the residents’ attitudes towards economic impact of
tourism in Nepal, and to assess the residents’ perceptions towards social impact of tourism in
Nepal using EFA. This study is an attempt to apply different statistical methods/ models using
two different sets of data namely secondary time series data and primary data. Vector error
correction (VEC) model has been applied to analyze the secondary data from the period of
1990/91 to 2014/15 tourism data of Nepal provided by Ministry of Tourism and Civil Aviation
for examining the relationship between tourism benefits towards economic development process
of the nation. For analyzing the residents’ attitudes and perceptions towards economic and social
impacts of tourism respectively, Exploratory Factor Analysis (EFA) has been used based on
primary data through face to face field survey of 601 respondents from three tourist destinations
with response rate 91.76%. A set of questionnaire was developed to collect the data, and the

respondents’ level of agreement has been measured by five point Likert scale.

In order to investigate the long run relationship, VEC model has been used, and it indicated that
the role of average length of stay towards increasing GDP is greater than number of international
tourist arrival in Nepal. The results of Granger causality analysis have also illustrated that the
increasing average length of stay of tourist plays positive role to increase GDP and vice versa (p
value <0.001) and large number of international tourist plays the affirmative role to increase their
average length of stay (p value <0.001). Similarly, in order to look into Nepal's foreign exchange
earnings through tourism with an analysis of the international tourists’ arrival and the duration
they spent in Nepal. The empirical result from the VEC model has concluded that the role of
average length of stay towards increasing earnings from tourism is greater than number of
international tourist. The findings from Granger causality analysis have also demonstrated the
large number of international tourist and their average length of stay play positive role to
increase foreign exchange earnings (p value <0.001). Similarly, the large number of international
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tourist plays the affirmative position to expand their average length of stay and vice versa (p
value <0.001).

Likewise, in order to explore long run relationship between number of international visitors and
their length of stay towards their average expenditure in Nepal, the result of VEC model has
indicated that the role of average length of stay towards increasing expenditure per tourist is
greater than number of international tourists’ arrivals in Nepal. The results of Granger causality
analysis have depicted that the increasing average length of stay of tourist takes part in
affirmative position to increase expenditure of visitor and vice versa (p value <0.001). The large
number of international tourist plays the positive role to increase their average length of stay (p
value <0.001). In order to examine long run relationship of foreign exchange earnings from
tourism and average expenditure of international tourists towards share of GDP of Nepalese
tourism, the result of VEC model has shown that the role of average expenditure per visitor
towards increasing GDP is greater than foreign exchange earnings from tourism. The results of
Granger causality analysis have also depicted that increasing expenditure per visitor plays
positive role to increase GDP and vice versa (p value <0.001). Similarly, foreign exchange

earnings also facilitate the expansion of GDP (p value <0.001).

The EFA found that 67.84% total variance has been explained by positive economic factors of
tourism and 59.39% total variance has been explained by negative economic factors of tourism
illustrating both positive and negative impacts of tourism from the respondents. Tourism, apart
from being perceived as an economic factor, is also a social component and it prevails
subjectively and intangibly in the community. It is found that 56.3% total variance has been
explained by positive social factors of tourism and 60.4% total variance has been explained by
negative social factors of tourism indicating the both negative and positive perceptions towards
social impacts of tourism from respondents. It shows that tourism industries of Nepal are not still
well planed and controlled but it has great potentiality for further development. So, effort should
pay critical and sustained attention towards promoting cultural and natural resources, improving
the infrastructure of tourism industry and employing the tourism marketing skills to optimize the
economic benefits and social betterment for the quality of life of people through the tourism

development.

Keywords: Factor analysis. Ganger causality, Long run relationship, Vector error correction.
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