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Iran has many noticeable natural, historical, and 

cultural tourist attractions. This research examines 

the extent to which tourism can potentially con-

tribute to the economic welfare of Iran’s economy. 

Given the reliance on oil exports and the perception 

that Iran is generally unsafe for tourism, tourism 

growth in Iran has several obstacles to overcome. 

This work considers the present situation of Iran’s 

tourism sectors and its potential impacts on income 

Introduction

Most countries are aware of the importance of tour-

ism and its impact on output, income, and employ-

ment. However, to build a resilient economy, one 

that does not rely only on a single source of income, 

all natural, historical, cultural, and human resource 

capacities of the country should be employed. This 

will help shield the economy from external shocks. 
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reduce the monoproduct economy in Iran, provid-

ing increased stability for the country.

The Economic Contribution of Tourism

According to the United Nations World Tour-

ism Organization (UNWTO), there are five main 

parameters that consider the economic effects of 

tourism. They are:

Increasing gross domestic product (direct, indi-1. 

rect, and induced);

Foreign currencies revenue;2. 

Employment (direct, indirect, and induced);3. 

Multiplier effects; and4. 

Government income due to tourism taxes and 5. 

related tolls.

The direct effects relate to tourists’ direct expen-

ditures on tourism-oriented products such as accom-

modation, transportation, and food and beverages. 

In contrast, the indirect effects are those expendi-

tures that come about as a result of expenditures 

on tourism-oriented products. These are indirect 

expenditures in the supply chain and include sectors 

such as agriculture and manufactured goods that are 

supplied to hotels and restaurants. Induced effects 

result in additional income of those residents whose 

and employment in Iran. The research employs 

input–output analysis and linkage analysis to calcu-

late the contribution of the tourism-oriented sectors 

to the economy, their linkages with other sectors, 

and their multiplier effects.

Tourism in Iran

Recent World Bank data show that international 

tourist arrivals have increased from 489,000 in 

1995 to 4.97 million in 2014 (World Bank, 2016). 

This is an average increased of 14.1% per year 

across this time period. As can be seen in Figure 1, 

there are consistent increases up until 2006 where 

there are significant declines in tourist arrivals. 

This recovers to surpass the previous highest by 

2010 and continues an upward trajectory. Interna-

tional tourism receipts also show strong growth. In 

1995, international tourism receipts were US$205 

million, rising to US$1.6 billion in 2013. Based 

on a World Travel and Tourism Council (WTTC) 

report for Iran (WTTC, 2014), the total contribu-

tion of travel and tourism to employment was 8.9% 

of total employment in 2013. It is thought Iran’s oil 

revenues have very little indirect and induced eco-

nomic impacts. In contrast, the tourism sectors are 

interlinked with many of economic sectors in the 

host country. Tourism development could possibly 

Figure 1. International tourism arrivals and receipts by year.
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serve a visitor. In other words, the tourism/resident 

consumer categorization determines whether or not  

a given product is a tourism activity.

Measuring and analyzing tourism from a sup-

ply perspective requires a particular classification 

of products and activities. By identifying the com-

ponent of the tourism industry it becomes possible 

to discover the type of commodities purchased by 

visitors, and the industries that benefit directly and 

indirectly from tourism demand. The supply-side 

definition of tourism products and industries are 

listed in the TSA-recommended tourism statistics 

(TSA-RMF). Based on international recommenda-

tions for tourism statistics (IRTS) (UNWTO, 2010), 

the tourism industry includes a grouping of those 

enterprises whose main activity is the same tourism 

characteristic activity (Dwyer, Forsyth, & Dwyer, 

2010). Table 1 shows the presentation of a typology 

of 12 tourism characteristic products and activities 

in terms of central product classification for prod-

ucts and international standard industrial classifica-

tion for activities (UNWTO, 2010). In this article, 

the tourism products are not limited to only the 

“hotels and accommodation” sector and other sec-

tors used by tourists have been taken into account.

Methodology

The input–output method was developed by Wassily  

Leontief (1936, 1970). The method calculates the 

dependence and linkages between economic sec-

tors. Input–output analysis derives multipliers that 

incomes are directly or indirectly related to tourism, 

such as the wages and salaries of hotel workers.

The Islamic Republic of Iran has encountered 

some challenges in making it a resilient economy, 

one that is resistant to external shocks. The mono-

product (crude oil) economy and the high depen-

dency of the government general budget and foreign 

currency revenues upon crude oil means the econ-

omy should look toward other sources of income. 

Tourism sectors can contribute to production and 

employment and can be a valuable income source.

Because the tourism industry is not classified 

as a discrete sector in the national account system 

of many countries, compiling the diverse aspects 

and scopes of the tourism industry is a challeng-

ing task. To evaluate tourism’s true contribution 

to the economy, more than 70 countries have pre-

pared a tourism satellite account (TSA) at either 

a regional or national scale. At present, Iran does 

not have a TSA. Hence, economic impact studies 

of tourism for Iran are faced with the limitation of 

the exact identification of the tourism industry. In 

most studies, the sector “hotels and restaurants” is 

used as a representative for the tourism industry 

in order to estimate tourism’s contribution to the 

national economy.

Tourism has been viewed statistically based on its 

demand activities. The demand-based approach pays 

much attention to the definition of tourism in which 

each product is a tourism-related activity because it 

serves a visitor. In contrast, the same product is not 

taken into account as a tourism activity that does not 

Table 1

Tourism Characteristic Products and Activities

Activities Products

Accommodation for visitors Accommodation service for visitors

Food and beverage serving activities Food and beverage serving visitors

Railway passenger transport Railway passenger transport service

Road passenger transport Road passenger transport service

Water passenger transport Water passenger transport service

Air passenger transport Air passenger transport service

Transport equipment rental Transport equipment rental services

Travel agencies and other reservation service activities Travel agencies and other reservation service

Cultural activities Cultural services

Sport and recreational service Sport and recreational service

Retail trade for country-specific tourism characteristic goods Country-specific tourism characteristic goods

Country-specific tourism characteristic services Country-specific tourism characteristic services

Source: UNWTO (2010, Para. 5.18, Table 5.1).
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tax multipliers in an analogous fashion (see Miller 

& Blair, 2009).

To evaluate the interdependence between eco-

nomic sectors, two indices are insightful. The 

backward linkage index shows the dependence and 

demand of an activity to other economic activi-

ties in order to produce a specific good while the 

forward linkage index shows the supply value of 

products of a sector as an intermediate input to 

other sectors. Forward and backward linkages are 

normalized to the value of 1, so an economic activ-

ity that has forward–backward linkage greater than 

unity is often categorized as a key sector (Bulmer-

Thomas, 1982).

Findings

The objective of this study was to estimate the 

economic contribution of tourism on income and 

employment in the Islamic Republic of Iran. Input–

output analysis was used to analyze the significance 

of tourism in the economy of Iran and identify 

whether its interaction with other sectors may 

enhance economic growth and employment. Our 

analysis focused on two main issues; firstly, what 

is the relative importance of the “hotels and accom-

modation” sector in creating income and employ-

ment; and secondly, what is the interdependence 

between the “hotels and accommodation” sector 

and other sectors. These objectives were carried out 

using Iran input–output table, containing 71 sec-

tors, produced by Statistical Centre of Iran for the 

year 2011. Table 2 shows the multiplier coefficients 

and economic linkages of different sectors.

As can be seen in Table 2, the income multipli-

ers of tourism industry (using the hotel and accom-

modation sector as a proxy) ranks 46th among the 

71 sectors. This means that for every unit of final 

demand in this industry, income to local residents 

increases by 0.833. The employment multiplier 

ranks 21st out of 71 sectors. The average income 

multiplier for the 71 sectors is 0.787, while for 

tourism characteristic products (excluding water 

passenger transportation, which has a high impor-

tant quotient) is 0.855, indicating that the tourism 

industry can be have a higher impact on income, 

compared to other economic activities. The induced 

effects of changes in tourism demand will not be 

reveal how much output, income, factors of produc-

tion, and employment is generated in response to 

an increase in final demand (Chenery & Watanabe, 

1958; Hirschman, 1958; Rasmussen, 1956). In 

other words, this model is used to evaluate the eco-

nomic effects of demand-based shocks of an eco-

nomic activity on the rest of the economy. Early 

comprehensive reviews on the literature on the eco-

nomic impacts of tourism using multiplier analysis 

are provided by Fletcher (1989) and Archer and 

Fletcher (1990). Imani and Alizadeh (2013) pro-

vided a review for Iran.

This type of modeling has been used in many 

cases to estimate the economic impact of tourism 

demand. At a country level, research has been pub-

lished on Kenya (Valle & Yobesia, 2009) and Turkey 

(Atan & Arslanturk, 2012; Canli & Kaya, 2011), 

among other economies. Comparative studies have 

been undertaken by Pratt on different provinces in 

China (Pratt, 2015b) and for small island develop-

ing states (Pratt, 2015a). Klijs, Heijman, Maris, 

and Byron (2012), in their review of economic 

modeling techniques used to estimate the economic 

impacts of tourism, highlighted the advantages of 

input–output modeling. These advantages include 

the ability to calculate and understand results (trans-

parency), the ability to construct models in a time-

effective and cost-effective way (efficiency), and 

the ability to compare results over time, across 

economies, and on various scales (comparability).

The core data input for input–output analysis 

is the input–output table. The input–output table 

comprises of three main parts: the matrix of inter-

mediate flows; the final use of goods and services 

by households, state and local governments, invest-

ments, and exports; and the requirements of each 

sector for primary inputs (labor, capital, land) 

(Dwyer et al., 2010).

Various multipliers can be calculated by manipu-

lating the input–output table to create the Leontief 

inverse matrix. The summation of Leontief inverse 

matrix column elements indicates the necessary 

changes in each economic sector to reach the direct 

and indirect data to sustain the demand increase 

from related columns. This gives the output multi-

plier, which predicts how much increased economic 

activity in other industries is caused by every addi-

tional increase in one sector. Income, import, and 
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comprehensive data in Iran, the researchers relied 

on their own estimates in these circumstances. The 

results are shown in Table 3. The results show a 

more comprehensive view of the tourism sector 

in Iran. The development of a TSA for Iran would 

assist in determining the importance of the tourism 

industry in policy decision making.

As can be seen in Table 3, the income multiplier 

coefficient of tourism industry is 0.839, above the 

overall average of 0.788. This means that 0.839 

out of each unit of tourism expenditure goes to 

residents’ income. Further, tourism in Iran exhibits 

strong forward linkages with a normalized linkage 

index of 1.780, tourism ranks 5th in terms of strong 

forward linkages.

As mentioned above, because there is not suffi-

cient tourism economic data in Iran, most research-

ers use the “hotels and accommodation” as a proxy 

for the tourism industry in their analysis. Using on 

the hotel and accommodation sector as a proxy for 

the tourism industry underestimates the contribu-

tion and effects of tourism in the economy. In this 

research, using the input–output table with 71 prod-

ucts and the seven tourism characteristic products 

(accommodation services for visitors, wholesale 

calculated as this measure has been seen to over-

estimate economic changes (Dwyer et al., 2010).

The rationale for considering the tourism indus-

try as a whole is grounded in the guidelines of the 

international documents on TSA. The “tourism” 

sector aggregates that part of the tourism charac-

teristic sectors that are purchased by international 

tourists, while leaving the existing sectors com-

prised only of the domestic part of each sector. So 

the tourist component is the proportion obtained by 

dividing the tourists’ consumption of each product 

by the summation of the supply of that product 

according to the base price, to say, a) the recog-

nition of those sectors of the economy that pre sent 

a single product among the diverse alternatives 

for the international tourists, b) the multiplication 

of a proportion of the products, consumed in the 

tourism in the production of that sector in order to 

achieve the production proportion of each sector, 

related to the tourism industry, and c) the estima-

tion of the necessary intermediary consumption 

for the production related to the tourism in each of 

the economic sectors. This task is conducted using 

the figures obtained from the supply and utiliza-

tion tables (SUT). However, because there were no 

Table 2

Income Multipliers of Tourism Characteristic Products

Multiplier Tourism Characteristic Products

1 0.877 Retail trade for country-specific tourism characteristic goods

2 0.833 Hotel and accommodation for visitors

3 0.925 Food and beverage serving activities

4 0.952 Railway passenger transport

5 0.869 Road passenger transport

6 0.290 Water passenger transport

7 0.672 Air passenger transport

Source: Authors’ calculations.

Table 3

Multipliers and Economic Linkages of Comprehensive Tourism Sector

Sector

Income 

Multiplier BL
i

FL
i

Employment 

Multiplier

Value Rank Value Rank Value Rank Value Rank

Tourism 0.839 45 0.924 40 1.780 5 0.075 47

Source: Authors’ calculations.
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of input–output modeling that computable general 

equilibrium modeling can overcome. These limita-

tions include a perfectly elastic aggregate supply 

curve, and infinite or zero substitution effects and 

no price mechanisms.

Finally, tourism development needs government 

support (Alipour & Heydari, 2005). Policymakers 

would be advised to put resources into developing 

a tourism satellite account for Iran, as many other 

countries have done. The contribution of tourism to 

the economy cannot be fully quantified without a 

tourism satellite account. Thus, the development of 

TSA is of a great importance to accurately measure 

the importance of tourism activities and its effects 

on Iran’s economy.
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