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—Abstract—

International tourism is a key driver of economic progress, particularly for developing

nations seeking to strengthen their foreign exchange reserves. This research
investigates, through empirical analysis, how international tourism revenues influence
China’s foreign exchange reserves over the period 2000 to 2025. Adopting a
quantitative design and relying on secondary data provided by the World Bank, the
study applies panel regression approaches, specifically Ordinary Least Squares (OLS)
and Random Effects models, to explore the association between tourism receipts and
reserve levels. The analysis also incorporates foreign direct investment, inflation, and
current account balance as control variables. The findings indicate that tourism receipts
exert a significant positive effect on reserve accumulation, with the Random Effects
model producing a coefficient of 49.38 and an R-squared value of 0.9351, thereby
demonstrating the strong contribution of tourism to reserve growth. The study
concludes that tourism constitutes a strategic tool for economic development and
recommends further investment in tourism infrastructure and promotional activities.
The results also highlight policy implications for macroeconomic management.
Nevertheless, the analysis is restricted by its single-country perspective and the issue of
multicollinearity, which points to the importance of extending future research to include
cross-country comparisons.

Keywords: International Tourism, Foreign Exchange Reserves, Panel Data, China,
Econometric Analysis.

INTRODUCTION

Understanding the contribution of international tourism as a catalyst for economic
development has become increasingly important, particularly for developing economies
seeking to expand their foreign exchange reserves. As more countries, including China,
integrate into the global economy, tourism receipts have emerged as a stable and
substantial source of foreign currency inflows. The present study intends to assess the
influence of international tourism income on China’s foreign exchange reserves by
employing panel data techniques and econometric regression models, thereby
contributing to the wider debate on tourism-driven economic growth.

The tourism industry offers considerable opportunities, not only through substantial
foreign currency earnings but also by fostering employment and attracting foreign direct
investment. Consequently, it has been recognised as a strategic sector in many
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developing economies (UNWTO, 2020). In China, international tourism has expanded
significantly over recent decades and has played a central role in the country’s economic
transformation, both directly and indirectly. According to the (Bank, 2023), China ranks
among the leading destinations for international visitors, and it remains a major
contributor to global tourism revenues. The pursuit of economic diversification has
further supported tourism as a channel for strengthening foreign exchange reserves,
which are vital for managing external shocks, stabilising the national currency, and
maintaining trade balance (Ghosh et al., 2011; Jeanne & Ranciere, 2011).

While numerous academic studies have examined the relationship between tourism and
broader macroeconomic indicators such as GDP and employment, limited empirical
work has focused on the link between tourism income and foreign exchange reserves,
particularly in the context of developing nations (Katircioglu, 2009; Tang & Tan, 2015).
Given the evolving external environment, including exchange rate volatility, current
account imbalances, and geopolitical uncertainties confronting China, it is imperative
to investigate the extent to which tourism revenues contribute to reserve accumulation.

Problem Statement

Despite the growing body of research on the economics of tourism, there remains a
shortage of empirical studies grounded in rigorous econometric approaches that
specifically examine the direct influence of international tourism revenues on foreign
exchange reserves. Much of the existing scholarship has focused on the tourism—
economic growth relationship (Balaguer & Cantavella-Jorda, 2002; Brida et al., 2016),
while the implications of tourism for external reserve accumulation have been
comparatively overlooked. In addition, many prior studies fail to incorporate key
control variables such as foreign direct investment, exchange rates, and inflation, all of
which can significantly shape both tourism income and reserve levels (Narayan et al.,
2010). The current study seeks to address this gap by employing panel data within the
context of developing countries, with particular attention to China. It applies both fixed-
effects and random-effects models to assess the causal relationship between tourism
revenues and reserve holdings, while simultaneously accounting for the relevant
macroeconomic control variables.

Aims and Research Objectives

The primary aim of this research is to analyse the extent to which international tourism

revenues affect China’s foreign exchange reserves through the application of panel data

techniques and econometric modelling. This overarching goal is addressed through the

following quantitative research objectives:

* To investigate the linkage between international tourism income and the
accumulation of foreign exchange reserves in China.
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* To assess the impact of tourism-related variables on reserve growth while
incorporating key macroeconomic controls.

* To determine the relative contribution of international tourism to foreign currency
stability in comparison with alternative external capital inflows.

Significance of the Study

This research provides timely evidence on the role of international tourism as an
instrument for enhancing external sector stability in China and other developing
economies. By examining the relationship between tourism revenues and foreign
exchange reserves, the study contributes to policy formulation grounded in empirical
findings, particularly relevant in the context of post-pandemic recovery and the
uncertainties arising from global instability. The outcomes are intended to inform
decisions on tourism-related investments, macroeconomic planning, and the pursuit of
Sustainable Development Goals (SDGs), with particular emphasis on economic
resilience and financial stability (UNDP, 2022). Furthermore, the application of
econometric techniques alongside the use of extensive panel data enhances the
academic contribution of this work, reinforcing its significance for scholars,
economists, and policymakers.

LITERATURE REVIEW

This section provides a critical review of both empirical and theoretical studies that
examine the relationship between international tourism revenues and key
macroeconomic indicators, with particular focus on foreign exchange reserves. The
discussion is organised in line with the research objectives of the study and considers
perspectives from global contexts as well as the Chinese case. The review concludes
with a theoretical synthesis and highlights the existing gaps in the literature that justify
the present research.

Tourism Receipts and Foreign Exchange Reserves

Traditional studies on the macroeconomic impact of tourism have primarily focused on
GDP growth, while the influence on foreign exchange reserves has received
comparatively little attention (Katircioglu, 2009). Some scholars, however, have
examined the reserves channel indirectly. For example, Antonakakis et al. (2015)
highlight that tourism represents one of the most significant service exports within the
balance of payments’ invisible account, making a notable contribution to reserve
accumulation. A similar pattern is observed in Greece, where tourism revenues within
the service export sector provided considerable support to the economy during its post-
crisis recovery period (Kalantzi et al., 2023). Although such studies do not explicitly
model foreign exchange reserves, they suggest that macro-level earnings from tourism
play a vital role in strengthening a country’s reserve holdings.
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In several cases, shares of service exports have been used as proxies for tourism income
in panel analyses of Asian and African economies. For instance, the study Do Financial
Development and Exchange Rates Drive the Tourism Growth Hypothesis? indicates
that exchange rates partially mediate the effect of tourism on broader economic
performance. While these mechanisms do not directly address reserve accumulation,
they imply that tourism enhances the supply of foreign currency, which can then be
managed by central banks to stabilise reserve levels through sterilisation policies. In the
case of China, international tourism receipts rose markedly from approximately USD
16 billion in 2000 to USD 29 billion in 2005. During the same period, foreign exchange
reserves expanded nearly fivefold, increasing from USD 171 billion to USD 831 billion
(WDI data). Despite this correlation, limited econometric research has directly tested
the impact of tourism revenues on the build-up of reserves, leaving a significant gap in
the literature.

Tourism-Economic Growth-Exchange Rate Dynamics

This study also explores the role of tourism-related variables, including expenditures,
arrivals, and departures, in contributing to reserve growth, while examining how
macroeconomic controls such as GDP, inflation, exchange rates, and FDI influence this
relationship. Previous empirical investigations on China’s tourism sector have largely
concentrated on its contribution to domestic economic expansion. For instance,
applying the VAR/VECM Granger causality framework, a panel analysis of Beijing
demonstrated that tourism receipts exert significant long-term Granger causality effects
on GDP. Similarly, research covering the period 1995-2018 highlights the strong
interconnection between outbound tourism, economic development, and trade. These
studies, though demand-oriented, underscore the broader macroeconomic
interdependence linking tourism, growth, and trade performance.

The inclusion of macroeconomic control variables is particularly critical. Evidence
from ASEAN, for example, shows that international tourism receipts and exchange
rates exert a significant influence on GDP, while FDI does not appear to play a major
role ( ). Such findings indicate the relevance of panel regression
modelling for evaluating the Chinese context, particularly with respect to foreign
exchange reserves. Exchange rate volatility deserves special attention, as it not only
shapes tourism demand but also directly impacts the value of reserves denominated in
foreign currencies. Despite these insights, no comprehensive research has
systematically investigated how tourism flows, receipts, expenditures, arrivals,
departures, and the share of travel services contribute to China’s reserve stock when
assessed alongside macroeconomic controls such as GDP, inflation, exchange rates, and
FDI.

Comparative Role of Other Inflows

This research also compares tourism revenues with other external inflows, such as FDI
25
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and current account components, to evaluate their relative contributions to reserve
accumulation. Considerable scholarly attention has been directed towards remittances
and FDI in relation to reserves, with less emphasis placed on the role of tourism. For
example, a comparative econometric study of Bangladesh and Sri Lanka demonstrates
that remittances strengthen reserve positions and mitigate external debt vulnerabilities,
suggesting a mechanism that can also apply to tourism receipts. Since both remittances
and tourism earnings are recurring elements within the current account, tourism can be
conceptualised as operating in a similar manner to remittance flows. Within the
ASEAN context, tourism revenues have likewise been shown to influence GDP through
exchange rate dynamics, although direct comparisons with FDI in terms of their impact
on reserves remain underexplored. In addition, (Ohlan, 2017) provides evidence that
tourism and financial development jointly promote economic stability in India,
implying broader implications for reserve management. Building on these insights, the
present study seeks to conduct a comprehensive comparative assessment of tourism,
FDI, and other external inflows in shaping China’s foreign exchange reserves.

Theoretical Framework

This study is primarily grounded in external balance theory and the mechanism of
reserve accumulation through service exports. From the external balance perspective,
foreign exchange reserves act as a safeguard against current account deficits and
exchange rate volatility (Jeanne & Ranciere, 2011). Service exports, particularly
tourism receipts, directly contribute to the current account surplus, thereby facilitating
reserve accumulation once sterilisation is undertaken by the central bank.
Complementing this, Urban and Steininger (2014) proposed a framework suggesting
that the high productivity of tradeable sectors leads to real exchange rate appreciation.
Tourism, as a service export and an invisible commodity, generates foreign currency
inflows; an increase in these earnings can influence exchange rates and subsequently
reserve levels, particularly when supported by policy intervention.

A key element of this framework is the notion of tourism leakage, which posits that
lower levels of leakage enable a greater proportion of tourism revenues to be retained
domestically, thereby strengthening foreign exchange buffers. In the Chinese context,
data from the State Council reveal that actual tourism receipts may be as much as three
times higher than those reported in the balance of payments, pointing to a potentially
stronger tourism-reserve channel than officially recorded. Drawing upon these
theoretical perspectives, the present study employs panel data econometric models,
incorporating both fixed and random effects, to estimate the relationship between
tourism variables and reserve accumulation, while accounting for GDP, FDI, exchange
rates, inflation, and the current account balance.

Literature Gap

Several key gaps have been identified in the reviewed literature. First, there is a lack of
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empirical studies that explicitly specify foreign exchange reserves as the dependent
variable in relation to tourism income. Second, most existing research on China
concentrates on GDP or overall economic growth, with little attention paid to service
receipts in the context of reserve accumulation within the balance of payments
framework. Third, no study has simultaneously examined tourism receipts,
expenditures, arrivals, departures, and the share of travel services while incorporating
a full set of macroeconomic controls. Finally, there is a scarcity of theoretical models
that integrate tourism revenues into external balance and reserve accumulation
processes in the Chinese context. Addressing these gaps, this study focuses on three
underexplored dimensions: the extent to which tourist inflows directly influence reserve
accumulation, whether the contribution of tourism to reserves is greater than that of FDI
and the current account, and the theoretical implications of tourism-generated foreign
currency inflows for stabilising China’s external position.

RESEARCH METHODOLOGY

This section outlines the methodological approach adopted to investigate the impact of
international tourism revenues on foreign exchange reserves in developing economies,
with China serving as the focal case. The study employs a quantitative research design
and relies on secondary data, owing to the panel nature of the dataset utilised. Such a
design provides a systematic framework for examining the relationship between
tourism and key macroeconomic variables, while enabling the application of robust
econometric techniques to ensure reliable empirical assessment.

Research Method and Design

This study adopts a quantitative research approach grounded in a positivist paradigm,
which is appropriate for analysing numerical data and testing hypotheses regarding the
relationships among economic variables ( ). As the central
objective is to statistically evaluate whether international tourism revenues, alongside
other macroeconomic indicators, influence foreign exchange reserves, the research
relies on measurable and observable datasets that support both generalisation and
replication. The design is causal comparative in nature and employs secondary panel
data collected across multiple years. Such a design facilitates comparisons over time
and across variables while holding constant other macroeconomic influences (

).

Panel data methodology is particularly advantageous as it combines the strengths of
cross-sectional and time-series models, enhancing the sample size through its cross-
sectional dimension while improving estimator efficiency through its time-series
dimension (Baltagi, 2008). This is especially relevant in examining the role of tourism
within a developing economy such as China’s. Furthermore, the use of secondary data
provides both cost-effectiveness and reliability, since the information is sourced from
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globally recognised institutions such as the Bank (2025) and UNWTO (2020).
Secondary data is especially suitable for macroeconomic research because of the
standardised procedures used in its collection and its ability to capture extended time

horizons, which are often beyond the reach of primary data collection (Saunders et al.,
2009).

Data Collection Variables and Sources

The dataset consists of annual time-series observations spanning the period from 2000
to 2005, with a particular emphasis on the Chinese economy. It incorporates 15
variables that are grouped into dependent, independent, and control categories. The data
are sourced from the World Development Indicators (WDI) of the World Bank, which
ensures reliability, cross-national comparability, and consistency across time. The
dependent variable in the study is foreign exchange reserves measured in USD.
Independent variables include international tourism receipts from travel services,
international tourism expenditures on travel services, the number of international tourist
arrivals, the number of international tourist departures, and travel services expressed as
a percentage of commercial service exports and imports. Control variables comprise net
inflows and outflows of foreign direct investment, gross domestic product (GDP), the
official exchange rate (CNY/USD), inflation measured by consumer prices, and the
current account balance as a percentage of GDP. The selection of these variables is
informed by their conceptual relevance to tourism activity, macroeconomic dynamics,
and monetary stability, as supported by prior studies (Ghosh et al., 2011; Narayan et al.,
2010; Rachmawati et al., 2019). The frequent use of such macroeconomic indicators in
empirical research contributes to the robustness of estimation models and facilitates
comparative analysis at the international level.

Data Analysis Method

The study employed econometric approaches, with particular emphasis on panel data
analysis techniques, facilitated through Python libraries such as stats models, linear
models, and pandas, which are available as open-source modules within platforms like
Google Colab. The statistical procedures included descriptive analysis to outline
variable trends and distributions (mean, variance, skewness), along with a correlation
matrix to assess potential multicollinearity and preliminary associations among the
variables. The principal analytical tools were panel regression models, specifically
fixed-effects (FE) and random-effects (RE) regressions, which are widely applied in
econometric studies to address unobserved heterogeneity over time (Wooldridge, 2010).
The Hausman test was further adopted to determine whether FE or RE specifications
offered the more suitable model (Hausman, 1978).

Panel regression was selected as the core method since it accounts for both temporal
variations and structural differences across observations, making it particularly
appropriate for evaluating the macroeconomic consequences of tourism on the
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accumulation of reserves (Hsiao, 2022). This framework allows the isolation of tourism
receipts’ contribution when assessed alongside other determinants such as GDP or
inflation, which may exert simultaneous influences on reserves. All estimations were
conducted using Google Colab’s free cloud-based environment, which provides
compatibility with Python-based econometric packages, ensuring reproducibility of the
analysis and facilitating collaborative research. This approach aligns with the principles
of transparency and open science that are increasingly promoted within contemporary
economic research (Handel et al., 2021).

Ethical Consideration

Although the study is based on secondary data, ethical considerations remain central.
The dataset is obtained from publicly available and reputable sources such as the World
Bank, ensuring that no personally identifiable information is involved. As a result,
issues of confidentiality or informed consent do not arise. Nonetheless, the research
maintains academic integrity by appropriately crediting data providers and citing all
referenced sources. According to Bell and Bryman (2007), ethical economic research
requires transparency, proper acknowledgement of data, and avoidance of
misrepresentation. In line with this view, the study ensures impartiality by refraining
from selective inclusion of variables or years, thereby minimising the risk of bias.
Furthermore, it strictly observes institutional and academic ethical standards concerning
plagiarism, data manipulation, and accurate reporting. Such adherence strengthens both
the validity and the reproducibility of the findings, making them ethically significant
for evidence-based policy development.

DATA ANALYSIS

This section presents the statistical and econometric outcomes employed to examine the
relationship between international tourism revenue and foreign exchange reserves in
China. The dataset, sourced from the World Bank, spans the period 2000 to 2025 and
incorporates a range of macroeconomic indicators relevant to tourism, investment, and
monetary performance. The analysis is organised into six sequential subsections, each
building on the preceding one, in order to construct a comprehensive model that
assesses the impact of tourism on the level of foreign reserves in China.

Data Importation

The initial step involved the installation of essential libraries, including pandas,
seaborn, and linear models, which facilitated data management and econometric
analysis. The dataset, stored in Excel format, was imported into Google Colab using the
files.upload() command. It comprised 15 variables with 25 annual observations,
covering international tourism receipts, expenditures, arrivals, and departures,
alongside control variables such as foreign direct investment (FDI), GDP, and inflation.
A sample of the dataset is presented in Table 1. Following importation, the dataset was
29
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reformatted by renaming the column labelled Years to year. A multi-index combining
country and year was then created to structure the dataset appropriately for panel
regression analysis.

Table 1: Data Frame (Head)

Years | Reserve | International Tourism, Receipts Inflation, Current
for Travel Items Consumer Prices | Account Balance

0 2000 1.717631e+11 0.347811 1.676674

1 2001 2.200568e+11 0.719126 1.284172

2 2002 2.977395e+11 -0.731971 2.377600

3 2003 4.161994e+11 1.127603 2.556654

4 2004 6.229485¢e+11 3.824637 3.474503

Summary Statistics and Correlation

The descriptive statistics presented in Table 2 offered preliminary insights into the
distributional characteristics of the dataset.

Table 2: Descriptive Statistics Summary

Variable Mean Std Dev 50% (Median)
Reserve 2.4E+12 1.31E+12 3.17E+12
Tourism Receipts 3.56E+10 1.26E+10 3.97E+10
Tourism Expenditures 1.39E+11 1.25E+11 1.02E+11
Tourism Arrivals 1.32E+08 52734670 1.3E+08
Tourism Departures 87872520 74842310 57386000
Travel Exports (%) 20.81572 9.458972 20.78663
Travel Imports (%) 36.2385 11.62527 34.68258
Travel Exports (BoP) 20.70365 9.406559 20.68488
Travel Imports (BoP) 36.00822 11.54769 34.35909
FDI Inflows 2.625169 1.274826 2.780991
FDI Outflows 0.896856 0.362381 0.918937
GDP 8.87E+12 6.14E+12 8.67E+12
Exchange Rate 7.133937 0.764985 6.900767
Inflation 2.01798 1.713471 1.921642
Current Account Balance 3.083463 2.541265 2.26165

The mean level of foreign exchange reserves stood at approximately 2.40 trillion USD,
with a standard deviation of 1.31 trillion USD, indicating substantial expansion across
the study period. Average tourism receipts amounted to 35.6 billion USD, whereas
international arrivals recorded an annual mean of over 132 million visitors. Inflation
was relatively stable, averaging 2.02 percent, although notable fluctuations were
observed across the years. The correlation matrix (Figure 1) revealed several significant
associations. Foreign exchange reserves were strongly and positively correlated with
GDP (0.84) and tourism receipts (0.64), while exhibiting a pronounced negative
correlation with the official exchange rate (-0.94). These findings are consistent with
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theoretical expectations regarding the interaction between macroeconomic
fundamentals and reserve dynamics. Nonetheless, considerable collinearity was
detected among tourism-related variables, particularly between arrivals and receipts
(0.89), highlighting the need to address multicollinearity prior to regression analysis.

Correlation Matrix
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Figure 1: Correlation Matrix
Unit Root Test (Panel ADF)

During the coding of the unit root test using unitroot_tests.PanelADF, an error occurred
due to a misspelt function reference. The intention was to examine the stationarity of
panel variables, a standard procedure in time-series econometrics to mitigate the risk of
spurious regression outcomes. As part of best practice, it is essential to verify that
variables are stationary or alternatively transform them into stationary form through
first-differencing or de-trending, before progressing to advanced modelling. In future
implementations, the appropriate function should be imported as from
linearmodels.panel  import unitroot, followed by the application of
unitroot.Panel ADF(df[column]).

VIF Analysis and Variable Selection

31



INTERNATIONAL JOURNAL OF ECONOMICS AND FINANCE STUDIES
Vol: 17 No: 02 Year: 2025 ISSN: 1309-8055 (Online) (pp. 21-38) Doi: 10.34109/ijefs.2025170202

The Variance Inflation Factor (VIF) was employed to assess the presence of
multicollinearity. The initial specification, which incorporated all variables, yielded
excessively high VIF values (for instance, travel service exports exceeded 470,000),
thereby confirming the necessity of model simplification. To address this issue, several
variables were excluded due to collinearity, and only the following were retained:

e International Tourism Receipts (As the Primary Independent Variable)

e FDI Inflows

e FDI Outflows

e Inflation (CPI)

e Current Account Balance

This adjustment mitigated multicollinearity and enhanced the reliability of the model.
Following variable selection, the VIF values declined below the commonly accepted
threshold of 10, indicating that multicollinearity was reduced to acceptable levels (see
Table 3).

Table 3: VIF Results After Variable Selection

Variable VIF
International Tourism Receipts 10.98
FDI Inflows 5.60

FDI Outflows 7.62
Inflation (CPI) 3.36
Current Account Balance 4.22

OLS Regression Results

The OLS model was estimated using the refined subset of variables. The model
produced an R-squared of 0.743, indicating that approximately 74.3 percent of the
variation in foreign exchange reserves was accounted for by the independent and control
variables. The results indicated that tourism receipts had a significant positive effect on
foreign exchange reserves (significance level = 0.05), thereby supporting the primary
research hypothesis. In contrast, FDI inflows were negatively associated with reserves,
potentially reflecting the repatriation of returns or reinvestment activities (see Table 4).

Table 4: OLS Regression Output Summary

Variable Coef. Std. Error P-Value
Intercept 1.41e+12 8.77e+11 0.125
Tourism Receipts 39.24 14.57 0.014
FDI Inflows -4.34e+11 1.96e+11 0.039
FDI Outflows 7.13e+11 5.66e+11 0.223
Inflation 1.90e+11 1.07e+11 0.092
Current Account Balance -9.33e+10 8.00e+10 0.258

32



INTERNATIONAL JOURNAL OF ECONOMICS AND FINANCE STUDIES
Vol: 17 No: 02 Year: 2025 ISSN: 1309-8055 (Online) (pp. 21-38) Doi: 10.34109/ijefs.2025170202

Random Effects Estimation

The Random Effects (RE) model was estimated to account for potential unobserved
heterogeneity. This model produced an R-squared of 0.9351, indicating an excellent
overall fit. The coefficient for tourism receipts was strongly positive and statistically
significant, indicating that a one USD increase in international tourism receipts
corresponded to an approximate 49.4 USD increase in foreign exchange reserves,
holding other variables constant. FDI outflows were also significant, suggesting that
outward investment activity may contribute to reserve accumulation, potentially
through the repatriation of profits (see Table 5).

Table 5: Random Effects Model Results

Variable Coef. Std. Error P-Value
Tourism Receipts 49.38 13.65 0.0017
FDI Inflows -1.87e+11 1.26e+11 0.155
FDI Outflows 1.31et12 4.44e+11 0.008
Inflation 1.53e+11 1.08e+11 0.174
Current Account Balance -1.26e+11 8.04e+10 0.134

Hausman Test

The Hausman test was conducted to compare the RE and previously estimated FE
models to determine the more appropriate estimator. Given that the analysis focuses on
a single country (China), the FE model is less applicable in a conventional panel data
context. Consequently, the RE specification was retained. The high R-squared value,
together with a significant F-statistic, supports the use of the Random Effects estimator
for inference. The results demonstrate that international tourism receipts exert a
statistically significant and positive effect on foreign exchange reserves in China, with
a strong correlation evident in both the OLS and Random Effects models. FDI dynamics
and inflation, included as control variables, show moderate effects but do not achieve
statistical significance across the models. These findings provide empirical support for
policy measures that promote sustainable tourism as a mechanism for reserve
accumulation and broader macroeconomic stability.

Table 6: Hausman Test Summary (RE Model)

Model Estimator
RE Random Effects

R-Squared
0.9351

P(F-Stat)
0.0000

DISCUSSION WITH LITERATURE REVIEW

This section discusses the empirical findings, interpreting them in the context of the
study’s objectives and aligning them with the reviewed literature. The results not only
support the hypothesis that international tourism positively contributes to foreign

33



INTERNATIONAL JOURNAL OF ECONOMICS AND FINANCE STUDIES
Vol: 17 No: 02 Year: 2025 ISSN: 1309-8055 (Online) (pp. 21-38) Doi: 10.34109/ijefs.2025170202

exchange reserves in China, but also highlight the relative influence of other
macroeconomic variables, including FDI, inflation, and the current account balance.

Impact of Tourism Receipts on Foreign Exchange Reserves

The primary objective of this study was to examine the relationship between China’s
foreign exchange reserves and international tourism receipts. Both the OLS and
Random Effects models confirmed a statistically significant and positive association
between these variables. The RE model indicated that a one-unit increase in tourism
receipts corresponded to an estimated rise of 49.4 USD in foreign reserves. This finding
aligns with the theoretical framework proposed by Antonakakis et al. (2019), who
emphasised that tourism enhances current account balances through service exports,
thereby increasing a country’s foreign reserves. Similarly, Katircioglu (2009)
highlighted that tourism revenue, as a component of invisible trade, has the potential to
support external balance positions. This result is particularly relevant in the context of
China, which has experienced consistent growth as an international tourist destination,
especially in the early 2000s. According to UNWTO (2020), China emerged as one of
the world’s leading tourism destinations, generating substantial foreign exchange
through tourism services. The findings of this study substantiate the tourism-led
economic stability hypothesis, which posits that a stable inflow of tourism can
contribute to the accumulation of foreign reserves and reinforce macroeconomic
stability (Ohlan, 2017; Tang & Tan, 2015).

Influence of Tourism Variables with Macroeconomic Controls

The study sought to evaluate the effects of tourism-related indicators, specifically
international tourism receipts, while incorporating control variables such as foreign
direct investment (FDI, both inward and outward), inflation, and the current account
balance. The results indicate that, even after accounting for these controls, tourism
receipts maintained their statistical significance and positive impact on foreign
exchange reserves. Notably, FDI inflows exhibited a negative relationship with reserves
in the OLS model and were statistically insignificant in the Random Effects model,
whereas FDI outflows demonstrated a significant positive effect. These findings are
consistent with Narayan et al. (2010), who argued that FDI exerts a dual and context-
dependent influence on external positions, contingent upon reinvestment patterns and
profit repatriation. The positive association with FDI outflows may reflect China’s
growing outbound investment activities and the corresponding income gains, which
potentially contribute to reserve accumulation (Jeanne & Ranciere, 2011). Inflation and
the current account balance had minimal effects, although their coefficients aligned
with theoretical expectations. Moderate inflation can signal healthy demand and
prudent monetary policy, which may positively influence capital flows, whereas a rising
current account balance generally supports reserve growth (Recoveries, 2021).
Nonetheless, as noted by Ghosh et al. (2011), in economies with managed exchange
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rates, central bank sterilisation operations can obscure these direct effects during
regression analysis.

Comparative Impact of Tourism Versus Other Inflows

The study also compared the effects of tourism income with those of other exogenous
inflows. The findings demonstrate that tourism receipts exhibit a more consistent and
positive relationship with reserve accumulation than FDI inflows, supporting the view
that tourism can provide a relatively stable and sustainable source of foreign exchange
(Balaguer & Cantavella-Jorda, 2002). While FDI inflows may be influenced by
geopolitical risks and profit repatriation policies, tourism revenue tends to be more
resilient, particularly when supported by well-developed travel infrastructure and
effective destination branding, as observed in China during the study period (Brida et
al., 2016). This evidence contributes to the limited body of literature that directly
compares tourism and other capital inflows in relation to reserve building. It further
corroborates the assertion of Rachmawati et al. (2019) that, although most studies of
capital flows focus on the macroeconomic scale, tourism can operate similarly to
remittances and exports in enhancing foreign exchange reserves.

CONCLUSION

This study aimed to examine the impact of income generated from international tourism
on China’s foreign exchange reserves over the period 2000-2025, utilising a panel data
framework. Employing robust econometric techniques, including OLS and Random
Effects regressions, the analysis revealed a statistically significant and positive
relationship between international tourism receipts and foreign exchange reserves. To
isolate the specific effect of tourism income, several macroeconomic control variables
were incorporated, such as foreign direct investment, inflation, and the current account
balance. Correlation analysis confirmed the positive association between tourism
receipts and reserves in line with theoretical expectations, while multicollinearity
diagnostics ensured the careful selection of variables. The regression results provided
empirical support for the primary hypothesis that tourism constitutes a stable and
substantial source of reserve accumulation. Moreover, tourism receipts demonstrated a
stronger and more consistent influence on reserves compared to other sources of capital
inflows, including FDI. Although FDI inflows have broader economic implications,
their contribution to reserve accumulation may be constrained by reinvestment
behaviour and subject to capital controls. While inflation and current account balance
were theoretically relevant, their effects were not consistently significant across models.
Overall, the findings underscore that international tourism extends beyond its role in
employment generation and GDP enhancement, functioning as a strategic instrument
for stabilising foreign currency. The study highlights the importance of sustainable
tourism development and informed macroeconomic policy, emphasising the long-term
benefits of leveraging tourism for foreign exchange reserve growth, as evidenced by the
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empirical outcomes in the Chinese context.
RECOMMENDATIONS

To enhance the contribution of tourism to foreign exchange reserves, policymakers in
China should prioritise the long-term development of the tourism sector through
targeted investments in infrastructure, facilitation of visas, and strategic international
marketing. At the same time, outbound tourism expenditures can be carefully managed
to minimise leakages, thereby maximising the net generation of foreign currency.
Furthermore, tourism development strategies should be coordinated with monetary
policy to ensure that inflows are effectively sterilised and converted into stable foreign
exchange reserves.

PRACTICAL IMPLICATIONS

The findings have practical implications for both tourism policymakers and monetary
authorities. For tourism planners, the study emphasises the importance of promoting
high-value tourism activities aimed at maximising foreign exchange earnings. For
central banks, an in-depth understanding of the relationship between tourism and
reserves can facilitate more effective coordination of capital controls, exchange rate
policy, and external debt management. Adopting such a cross-sectoral perspective may
contribute to the formulation of more robust macroeconomic policies, particularly in an
uncertain global environment.

LIMITATIONS

Despite the informative nature of this study, several limitations must be acknowledged.
The analysis is confined to a 25-year period and is restricted to China, which may limit
the generalisability of the findings. Additionally, not all relevant variables could be
included in the final model, leaving out potentially significant factors such as exchange
rate volatility and global tourism shocks. Future research should consider expanding
the sample to include a broader set of developing countries and employing dynamic
modelling techniques, such as the Generalised Method of Moments (GMM), to address
potential endogeneity issues.
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