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Abstract

in recent years, governments of developing countries have been much more active in destination management 

and development than they used to be in the past. However, the challenge many governments face is to determi-

ne an appropriate level of involvement. this study investigates the role government plays in tourism competitive-

ness by applying a panel data analysis to the central American region. the results reveal that government plays 

an important role in tourism. the data provide evidence that a new theory may emerge as it pertains to tourism 

and developing countries. furthermore, such discovery only reinforces the issue of free riders tourism faces and 

the role of ‘shadow’ economy in the central American region. 
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Introduction

In recent years, governments have been much more active in destination management 
and development than they used to be in the past, paying bigger attention to the drivers 
of competitive advantages. In 2013 at the G20 summit in Los Cabos – Mexico, govern-
ments officially recognized tourism as a key vehicle for job creation, economic growth 
and development (UNWTO, 2013). The reason why governments get involved in tourism 
development can be attributed to two main factors. First, only governments can create 
an environment that is conducive for the tourism industry to compete (Devine & De-
vine, 2011). Their policies often address a number of objectives, ranging from economic 
and environmental to social and educational, which can strengthen the pull factor of 
the country as a destination (Bull, 1995; Devine & Devine, 2011; Tang & Jang, 2009). 
Furthermore, only governments have the necessary legitimate power to provide security, 
political stability, legislation, and financial framework to enhance tourism development 
(Ritchie & Crouch, 2003; Tang & Jang, 2009). 

Second, tourism is embodied by free rides and its performance largely depends on the 
success of other industries (Croes, 2011; Michael, 2001). For example, a hotel may not 
receive full benefits from cleaning beaches, however, having a clean beach is important 
to the hotel profitability and its success. Therefore, the provision of public goods (clean 
beaches) is crucial for adding value to tourists and may influence the destination choice 
(Croes, 2011). Since the private sector often does not have such abilities and capabili-
ties, the ability of a government to identify these externalities is key for the destination 
to maximizing the benefit derived from tourism. Therefore, government involvement 
is a prerequisite to achieve successful destination growth by creating an environment 
that is capable to compete (Bull, 1995; Croes, 2011; Michael, 2001; Croes & Kubickova, 
2013).

The challenge of government involvement in tourism development is to determine 
the appropriate level of involvement in order to successfully regulate the activities of 
individuals and businesses. Such debate has been controversial in literature as reflected 
in the writings by free-market enthusiasts (Hume, 1886; Hayek, 1988 ; Friedman, 1962), 
pragmatic voices of government’s role (Coase, 1960), and Marxist advocates (Lenin, 
1916; Marx & Engels, 1848; Trotsky, Hansen, Novack, Burnham, & Eastman, 1973). For 
example, Adam Smith believed that the primary role of government was the protection 
from external threats, provision of services which benefit the community but the market 
cannot provide, and enforcer of law and order (Michael, 2001). When a government 
oversteps these boundaries, it jeopardizes the freedom provided, leading to a possible 
market failure. Then, the debate shifts from governments’ need to intervene to when it is 
justified and legitimate for a government to get involved, which services to provide and 
to what extent (Bartik, 1990; de Haan & Strum, 2000; Michael, 2001; Wolf, 1997; Zerbe 
& McCurdy, 1999). Thus, this study tries to understand such relationships.

Specifically, the relationship between the government involvement (reflected by free-
dom provided) and the tourism competitiveness is being examined. As of today, this 
has not been addressed in tourism literature and a very limited debate exists about the 
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importance of government when the enhanced tourism competitiveness is being sought 
(Wint, 1998). Previous research on government mainly addressed its impact on sustain-
ability, community, tourism arrivals, and poverty alleviation. Other studies investigated 
the relationship between economic freedom and economic growth, failing to address the 
destination competitiveness. Therefore, understanding the connection between govern-
ment, the level of freedom it provides and the tourism competitiveness is very impor-
tant, especially for those countries that heavily depend on tourism as a main economic 
driver.

The theoretical concept in this study is grounded on Dwyer and Kim’s (2003) defini-
tion of tourism competitiveness and Sen’s argument about the role of freedom. Sen 
(1987, 1999) argues that freedom provides the opportunities to achieve objectives that 
people have. Dwyer and Kim’s (2003) definition allows to incorporate the concept of 
freedom into the tourism competitiveness and points out that freedom is needed to 
achieve competitiveness. Their definition states that “for a society, improved competi-
tiveness translates into new jobs and better living conditions … the ultimate goal of 
competitiveness is to maintain and increase the real income … of a nation under free 
and fair market conditions” (p. 372). In this sense, the tourism competitiveness is viewed 
as an antecedent for destination development, under free and fair market conditions. 
Therefore, freedom of choice becomes central to economic evaluation, impacting the 
competitiveness level of a destination. 

Literature Review
The role of government

For several decades, an extensive debate has been raging over when it is legitimate for 
government to intervene in private affairs, which public services to provide, and how to 
regulate the activities of businesses/individuals (Datta-Chaudhuri, 1990; Michael, 2001; 
Zerbe & McCurdy, 1999). As Zerbe and McCurty (1999) state, “full-scale government 
intervention should be undertaken only if it can be shown that a less-intrusive generic 
policy cannot be utilized or that an effective contract for private production cannot be 
designed to deal with the market failure” (p. 560). If government is unable to address 
the market failure, the impact can be far reaching. Such government inaction can lead 
to poverty, depression, and loss of lives as seen in the case of hurricane Katrina (Sobel 
& Leeson, 2006). 

The government intervention is particularly necessary in situations that provide large 
net gains or where everyone benefits, maximizing social welfare (Hall, 2006; Wolf, 1988). 
When the pursuit of private sector leads to a reduction in public welfare, some scholars 
posit that under that condition government regulation becomes the vital solution either 
by prohibiting or mandating some activities in order to correct such market failure (Ace-
moglu & Verdier, 2000; Karnani, 2011; Wint, 1998). This view resonates with Devin and 
Devin (2011) who assert that if planning, promotion and management of tourism “were 
left entirely to the private sector, this could result in the unbalanced development of 
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infrastructure and market expansion, with the risk of growing congestion and increased 
pressure on environmental resources” (p. 1253). 

Conversely, others believe that governments often lack an ability to intervene with the 
benefits of the society, let alone are able to put policies and procedures in place that 
would correct such failure (Hall, 2006). If government is unable to address market fail-
ure, the impact can be far reaching, leading to poverty and depression (Stiglitz, 2012). 
Even though the debate on the topic of the government intervention often leads to in-
conclusive findings in the academic literature (Datta-Chaudhuri, 1990), one is sure; mar-
kets will fail for various reasons. Once that occurs, governments, together with private 
sectors, will try to find an optimal mix of activities to fix such failure. If government fails 
(unable to fix such failure), it can negatively impact the entire economy, competitiveness, 
and freedom provided. Therefore, this study utilizes the level of freedom as a measure-
ment of the government involvement.

The Role of Freedom

According to Sen (1999), freedom is necessary as it provides the opportunity to achieve 
objectives that people have, to lead a life they choose, no matter what the process or 
procedures are. For example, the improvement in education of the whole population 
increases not only the freedom of citizens but also the economic freedom in that destina-
tion. Educated citizens are able to improve their capability and self-consciously choose 
the life they value, thus directly increasing their freedom. In addition, citizens may ex-
perience a higher income at their disposal, thus indirectly increasing their economic 
freedom (Knopf, 1999). Therefore, freedom of choice becomes central to the economic 
evaluation and the living standards one can enjoy.

If one loses the ability to take an action or to choose an alternative due to the lack 
of freedom, it can lead to social and economic unfreedom and be directly linked to the 
economic poverty (Croes, 2010; Pattanaik & Xu, 1990; Sen, 1987; Sen, 1999). For exam-
ple, as Sen (1999) points out, the lack of freedom can rob people of choices to satisfy 
hunger, to be adequately clothed, or to enjoy clean water. In other instances, the lack of 
freedom (unfreedom) can be linked to the lack of social care or provision of education, 
leading to poverty. 

He Sen (1999) identifies five instrumental freedoms which contribute to the capability 
of a person to live freely, influencing the overall freedom they possess, thus impacting 
the level of competitiveness in the destination. Specifically, he identifies the following 
freedoms: political, economic, social opportunity, transparency guarantees, and protec-
tive security, each of them helping to advance the general capability of a person, and at 
the same time complementing and strengthening one another. 
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Economic Freedom

In general, economists agree that the economic freedom is one of the main pillars of 
a country’s institutional structure and play an essential role in enhancing the well-being 
off an individual within a society (Stroup, 2007). It can be defined as “opportunities that 
individuals respectively enjoy to utilize economic resources for the purpose of consump-
tion, or production, or exchange” (Sen, 1999, p. 39). The economic freedom centers 
around the concept of freedom to choose and supply resources, while encouraging com-
petitiveness and securing property rights, leading to economic growth and well-being in 
society (Berggren, 2003; de Haan & Sturm, 2000; Jenkins & Henry, 1982; Stroup, 2007; 
Tang & Jang, 2009; World Bank, 2012). 

Therefore, institutions that provide very high and stable economic freedom have the 
ability to allow the economy to function and grow (Berggren, 2003), having impact on 
private enterprises and residents’ well-being. It should not be a surprise to conclude 
that the economic freedom is a positive and significant macroeconomic determinant 
of economic growth (Aixalá & Fabro, 2009; de Haan & Sturm, 2000; Nelson & Singh, 
1998; Sen, 1999; Scully, 2002). With the higher economic growth, governments are able 
to collect additional taxes/fees, thus, invest in their education system and healthcare, 
providing the better quality of life, thus impact on the competitive level of that destina-
tion. In general, those countries that achieved a higher level of the economic freedom 
reached a higher level of prosperity and growth; hence, demonstrated a higher level of 
competitiveness (Stroup, 2007).

A number of empirical studies have provided evidence that the economic freedom 
may play an important part in justifying the cross-country differences (Dawson, 2003; de 
Haan & Siermann, 1998; de Haan & Strum, 2000; Doucouliagos & Ulubasoglu, 2006). 
Previous studies analyzed the correlation between the economic freedom and the eco-
nomic growth. De Vanssay and Spindler (1994), Scully and Slottje (1991), Nelson and 
Singh (1998), Scully (2002) found a positive relationship between the two, which is also 
supported by Sen (1999). In general, those countries that achieved a higher levels of the 
economic freedom and reached higher levels of prosperity and growth; hence, demon-
strated a higher level of competitiveness (Stroup, 2007). Thus, the importance of govern-
ment (as represented by the level of the economic freedom) in achieving the tourism 
competitiveness cannot be overlooked, guiding the following hypothesis: 

H 1:  The level of government involvement affects the destination’s tourism competi-
tiveness

H 2:  The destination’s tourism competitiveness affects the level of government in-
volvement
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Economic Freedom & Tourism Competitiveness

The previous discussion suggests the possibility of four different scenarios where a coun-
try can be defined as economically free or un-free and at the same time have high—or 
low—levels of tourism competitiveness, depending on the country orientation, the time 
investigated, and the level of tourism development. Therefore, any destination can be 
characterized by the following four characteristics: (1) economically free with a high 
level of tourism competitiveness, (2) economically free with a low level of tourism com-
petitiveness, (3) economically un-free with a high level of tourism competitiveness, and 
(4) economically un-free with a low level of tourism competitiveness. The four possible 
scenarios with can be summarized in the following matrix. 

Table 1 Economic Freedom & Tourism Competitiveness Matrix

Not Economically Free (NEF) Economically Free (EF)

High Tourism 
Competitiveness (HTC)

NEF & HTC 
(Cuba)

EF & HTC  
(USA, Switzerland)

Low Tourism 
Competitiveness (LTC)

NEF & LTC 
(Nepal)

EF & LTC 
(Peru)

Source: author’s own

Central American region

This study will be applied to developing countries as tourism has become an important 
driver for socio-economic progress and growth. It has been recognized as the main ex-
port category and key source of income, accounting for 83% of exports and contribut-
ing up to 25% to GDP, compared to developed nations where tourism contributes to 
only 2–10% of GDP (Jenkins & Henry, 1982; Sasidharan, Sirakaya, & Kerstetter, 2002; 
UNWTO, 2010). In recent years, the rate of tourism growth in developing countries has 
approximately doubled the world average growth rate and almost tripled the growth for 
high income countries. It is therefore not a surprise that many of the developing coun-
tries view tourism as an opportunity to relieve some of the constraints on the develop-
ment process (Jenkins & Henry, 1982). 

Specifically, this study concentrates on the region of Central America, which is com-
prised of seven countries: Belize, Costa Rica, El Salvador, Guatemala, Honduras, Nicara-
gua, and Panama. This region is considered one of the poorest regions in the world, with 
half of the population living in poverty (Hammill, 2007). Tourism has recently emerged 
as a primary development strategy, becoming one of the main generating sectors of cur-
rencies in the economy (IHT, 2013; RIE, 2010). Thus, the governments of the Central 
America region are recognizing the need to establish policies and procedures, specifically 
geared towards improving the tourism competitiveness. Knowing and understanding how 
government actions impact on the tourism competitiveness in the region and vice-a-versa 
will provide useful information on the changes that need to be made in the future. 
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The Data

In order to test the proposed research questions, the variables under considerations 
are the economic freedom and the tourism competitiveness. In addition, two control 
variables (corruption and economic development) were included in order to control for 
extraneous variables, which may have some systematic effect on the dependent variable 
and can produce confound results (Zikmund et al., 2010). Furthermore, two dummy 
variables were selected as they may have influence on the investigated relationship. Spe-
cifically, (1) Hurricane Mitch in 1998–1999, affecting Honduras, Guatemala, and Nicara-
gua, and (2) September 11, 2001 terrorist attack (See Figure 1). 

Figure 1 Empirical Model
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The researchers used yearly data from 1995 until 2007 for all seven Central American 
countries (Belize, Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua, Panama). 
The following section will explain how each variable/construct is represented in this study 
and why corruption and economic development were selected as control variables. 

 

Variable 1: Tourism Competitiveness 

The first variable, the tourism competitiveness, was measured by the Tourism Competi-
tive Index (TCI) developed by Croes (2010), allowing for comparisons of tourism per-
formance over time. The index is based on the ability of realizing memorable experience 
and can provide good indication of performance of a destination. The TCI index is com-
posed of three outputs, each portraying different aspects of the industry’s productivity, 
departing from the input/output to output/performance base approach (Croes, 2010). 
Specifically, tourism receipt per capita, average tourism receipt growth rates, and tour-
ism added values as percentage of the GDP were used.

Variable 2: Economic Freedom 

The second variable, the economic freedom, was measured by the Economic Freedom 
Index. It is the most commonly used index reported annually and published by Fraser 
Institute in Economic Freedom of the World. The index measures the degree of the 
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economic freedom presented in five major areas, ranging from 0 (un-free) to 10 (free): 
(1) size of government: expenditure and taxes, enterprises, (2) legal structure and secu-
rity of property rights, (3) access to sound money, (4) freedom to trade internationally, 
and (5) regulation of credit, labor, and business (Fraser Institute, 2013). 

Control Variables

The first control variable, corruption, was selected as countries experiencing lower cor-
ruption are typically economically stable, have government policies in place to support 
the tourism development, while at the same time providing better services for their citi-
zens (Das & DiRienzo, 2010; DiRienzo, Das, Cort, & Burbridge, 2007; Enright & Newton, 
2004, 2005). The Corruption Perception Index created by the Transparency Interna-
tional and adapted by the Heritage Foundation is an indicator of perception of public 
sector corruption (administrative and political corruption) (Transparency, 2014). The 
CPI index is based on a 10-point scale where zero indicates a very corrupt government. 

The second control variable, the economic development, was selected as countries 
with higher levels of development tend to be more competitive than others, tend to be 
safer, with well-established infrastructure and education systems (Das & DiRienzo, 2010). 
In other words, the economic development is correlated with the destination develop-
ment. In this study, the economic development is measured by the Gross Domestic 
Product (GDP), defined as the sum of gross value added by all resident producers in the 
economy, as published by the World Bank. 

Dummy Variables

The model applied also allows for the possibility of exogenous shocks to the tourism 
competitiveness and the economic freedom that affected the region, such as Hurricane 
Mitch in 1998 and September 11 terrorist attract, being independent of other factors in 
the model. These exogenous shocks are necessary to include as they may have a signifi-
cant impact on the economy of the destination over the years, affecting the current rate 
of the variables. 

Methodology and Empirical Results

This study utilizes panel data analyses by means of econometric modeling as some phe-
nomena are inherently longitudinal and causal inference may be strengthened by tem-
poral ordering. Cross sectional data are of limited use in determining causal relations 
due to the potential correlation between variables (unit roots) due to the unobserved 
bias and endogeneity bias (Shiu & Lam, 2008). A panel data analysis resolves these chal-
lenges by allowing for repeating observations of a relatively large number of data over 
time and a consequent increase in degrees of freedom (Song, With, & Li, 2009). Fur-
thermore, the panel data analysis allows to establish the temporal ordering of variables, 
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enhancing the researcher’s ability to draw causal inferences from the data. By allowing 
repetitive observations and by controlling for omitted variables, the results provide more 
informative data, permitting a researcher to construct and test more complicated behav-
ioral models with more accurate and efficient estimation results (Baltagi, 2001; Shiu & 
Lam, 2008, Song et al., 2009).

In order to analyze the relationship between the response and the explanatory vari-
ables, the basic equation can be expressed through the regression function:

Eyit = α + β1xit,1 + β2xit,2 + … + βkxit,k + εit  

where i represents the countries (Belize, Costa Rica, El Salvador, Guatemala, Hondu-
ras, Nicaragua, Panama) and t represents the time series dimension (1995–2007). The 
proposed research questions can be expressed as follows: 

RQ1: TCI = ƒ (EF, lnGDP, lnCORR, D)      (1)

RQ2: EF = ƒ (TCI, lnGDP, lnCORR, D)      (2)

D represents dummies 1 and 2. 
All models are estimated by using annual data from 1995 to 2007. The data were 

transformed into natural logs to facilitate the interpretation. The empirical results were 
obtained by using STATA 13 and SPSS 20. The panel data analysis consists of several 
steps. The assumption of homogeneity had to be tested in order to examine whether or 
not the intercepts and slope coefficients are assumed homogenous across the regions, 
which can be expressed as follows:

H0: α1 = α2 = … = αn = α. 

If the calculated value of F test is smaller than the critical value, the null hypothesis 
of homogenous slopes and intercepts should be accepted. If the null hypothesis is ac-
cepted, this means that the data can be pooled and the panel data modeling approach 
is appropriate (Song et al., 2009). However, if the null hypothesis is rejected, then the 
data cannot be pooled, and therefore the panel data approach is not appropriate (Frees, 
2004; Song et al., 2009). The result indicated that the data are homogenous and can be 
pooled. 

In addition, the Hausman specification test was utilized to determine if models have 
a fixed effect or a random effect. If the null hypothesis is not rejected (H0: individual 
effects are uncorrelated with the other regressors in the model), then the random effect 
model is better than its fixed counterpart. The test revealed that the random effect esti-
mator was suitable for the data analyses without producing any biased estimates. 

The pre-estimation Lags order selection statistics for each construct is conducted as 
the appropriate lag selection provides more power to the investigated regressions. Such 
analysis was based on the value of Likelihood Ration (LR), Final Prediction Error (FPE), 
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Akaike Information Criteria (AIC), Hanna-Quinn Information Criteria (HQIC), and 
Schwarz Bayesian Information Criterion (SBIC). The optimal lag length for all variables 
(tourism competitiveness, GDP, corruption, and economic freedom) was set to be one.

 

The Pane Unit Root Test

Subsequently, Levin-Lin-Chu unit root test was conducted to determine if the constructs 
are stationary or non-stationary as economic time series depend on time and tend to 
wander (they have trend and noise). It is imperative to investigate the stationarity of the 
time-series data as incorrect choice of data transformation could provide biased results, 
thus leading to incorrect interpretations and misleading conclusions (Chiou-Wei¸Che, 
& Zhu, 2008; Croes & Rivera, 2010). Levin-Lin-Chu unit root test was selected as it is 
an appropriate test for data with a relatively short T (Kunst, 2011). In addition, it allows 
for individual-specific intercepts and time trends, suitable for panels of moderate size as 
the standard procedures may not be sufficiently powerful (Levin et al., 2002). Levin-Lin-
Chu’s (2002) model was utilized which can be expressed as follows: 

Δγit=αi +δit+ γi,t-1 + ∑pi 

l =1 
Øil ∆yi,t-l + ∈i,t

The results revealed that constructs appeared to be non-stationary in the level form 
(Table 2). 

Table 2 Unit root test results

Constructs
Level Form

(w/out trend)
Level Form
(w/ trend)

1st Difference
(w/out trend)

1st Difference
(w/ trend)

TCI
GDP
CORR
EF

 -1.81**
4.283
-0.90

 -2.13**

 -1.87**
0.85

 -3.07*
1.32

-3.74*
 0.093
-5.92*
 0.79

-3.18*
 -1.73**
 -5.84*

 -1.61***

Note: * significant at p< 0.0 1 ** significant at p< 0.05 levels of significance

Source: author’s own

Since the unit root test is based on the assumption of cross-sectional independence, 
it assumes that countries are independent. However, this study incorporates the coun-
tries located in the same region, where these countries may have a possible influence on 
each other. Thus, it is possible to relax this assumption and allow for a limited degree 
of dependence via time-specific aggregate effects (SAS, 2014). This was utilized and the 
constructs were found to be the first difference stationary with the trend.
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Cointegration and VECM

Given the results of a unit root in variables, the Johansen test was performed to indicate 
the number of cointegration in the VECM test, determining how many equilibriums 
are presented. The Johansen test can be viewed as a multivariate generation of the aug-
mented Dickey-Fuller test, making it possible to estimate all cointegrating vectors when 
there are more than two variables (Dwyer, 2014). In addition, it can handle variables with 
the difference order of integration (Tang, 2011). If a set of variables is found to have 
one or more cointegrating vectors, then Vector Error Correction Model is suited for the 
data analysis (Baum, 2013; Hauser, 2014). The Johansen procedure with eigenvalues was 
employed as it can detect more than one cointegration relationship and is well suited for 
a multivariate system (Johansen, 1988, 1991; Verbeek, 1997). The existence of cointegra-
tion suggests that Granger causality should exist in at least one direction between the 
investigated constructs. The cointegration results are summarized in Table 3. 

Table 3 Johansen test for cointegration

Trace Test

Null 
Hypothesis

Alternative Hypothesis Test Statistics 5% critical value

r = 0
r = 1
r = 2*
r = 3

r < 1
r < 2
r < 3
r < 4

78.23
51.84
27.81*
12.89

67.12
46.51
29.91
16.31

Max. Eigenvalue Test

Null 
Hypothesis

Alternative Hypothesis Test Statistics 10% critical value

r = 0
r = 1
r = 2*
r = 3

r < 1
r < 2
r < 3
r < 4

32.81
26.71
8.63*
7.66

30.8
24.9
18.9
12.7

Source: author’s own

At 5% level, the test suggests that there should be at least two cointegration equations 
among the tourism competitiveness, quality of life, and economic freedom. In other 
words, the variables utilized in this study have a long run association. 

Moreover, the testing could proceed to estimate the relationships between the tourism 
competitiveness and the economic freedom. Table 4 presents the estimated short- and 
long-term effects for the dependent variables utilizing VECM. 
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Table 4 VECM results 

DV
 H1

(TCI)
 H2
 (EF)

Δνt-1

Δνt-2

-0.119***
-0.170***

-0.008
-0.072

ΔEF 
ΔTCI 
ΔGDP 
ΔCORR 

0.030 (1)

0.029 (2)
-0.056 (1)

-0.208** (1)
-0.055 (1)
-0.047 (3)

Note: * significant at p<0.01, ** at p<0.05 *** at p<0.10
Numbers in parentheses are lag lengths 

Source: author’s own

The results reveal the evidence of the long term causality running from the economic 
freedom to the tourism competitiveness. However, there is no evidence of the long 
term causality running from the tourism competitiveness to the economic freedom. In 
terms of the short-term causality, the VECM results show that there is evidence of the 
short term causality between the tourism competitiveness and the economic freedom. 
The Granger causality test was utilized to further investigate this relationship. The esti-
mated results for the Granger causality reveal that the tourism competitiveness “Granger 
cause” the economic freedom (Table 5). 

Table 5 Granger Causality: TCI & EF

Null Hypothesis  χ2 Probability Decision

EF does not Granger-cause TCI 

TCI does not Granger-cause EF

0.63

5.20

0.888

0.022

Do not reject

Reject

Source: author’s own

The results reveal no evidence of the short-term causality the other way around. In 
other words, the economic freedom does not cause the tourism competitiveness in the 
short term. This outcome implies that the impact the economic freedom has on the 
tourism competitiveness is over longer period of time, rather than imminent. This only 
fortifies the argument that well planned policies and procedures must be put in place to 
ensure the sustainable long-term growth and development in the region. 
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Regression Analysis

Finally, in addition to the VECM model, the study concludes with random effect robust 
regression analyses. Both statistics were utilized as they provide a different view of the 
results. Usually, regression estimates are a good start for any empirical analysis as they 
provide the first insight when testing different relationships. However, they are incapable 
of capturing the co-integration relationship that may exist between two variables (Hoxha, 
2010). As Hoxha (2010) points out “though science can cause problems, it is not by ig-
norance that we will solve them” (p. 32). Therefore, this study analyzed the proposed 
relationship utilizing both methods whether the investigated relationships holds. The 
results for the regressions are summarized in Table 6. 

Table 6 Regression results: TCI & EF

TCI – dependent variable EF – dependent variable

Coef. Std. Err. z Coef. Std. Err. z

EF
TCI
GDP
Corruption
D1
D2
Const.

Chi2

R-squared
ADF
Wooldrige Test

-0.105

-0.048
0.004
-0.014
-0.019
-0.002

80.84*
0.0670
-8.45*
1.73

0.094

0.090
0.014
0.009
0.019
0.008

-1.11

-0.054
0.31
-1.49
-1.01
-0.26

-0.061
0.008
0.002
-0.003
-0.073
0.007

68.35*
0.103
-9.60*
0.035

0.069
0.011
0.045
0.012
0.015
0.001

-0.88
0.73
0.05
-0.27
-4.60
4.04

Note: * significant at p<0.01, ** p<0.05, *** p<0.10 levels of significance

Source: author’s own

The results reveal that the models were statistically significant. However, the economic 
freedom and the tourism competitiveness were not statistically significant. This recon-
firms the previous results that the impact of the economic freedom on the tourism com-
petitiveness is over long period of time rather than imminent. In addition, the results in-
dicate that by increasing the economic freedom by one, the tourism competitiveness will 
decreases by 0.105 and by increasing the tourism competitiveness by one, the economic 
freedom will decreases by 0.061. Such a relationship can be seen in Figure 2. 
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Figure 2 Relationship between TCI & EF
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Figure 2 reveals that as the tourism competitiveness increases over the years investi-
gated, the economic freedom decreases, confirming the previous findings. 

Discussion

The VECM results confirm the original assumption that the level of the economic free-
dom will impact on the tourism competitiveness. The coefficients firmly support the 
long-term causality running from the economic freedom to the tourism competitiveness 
and also provide evidence of the short-term causality running from the tourism competi-
tiveness to the economic freedom. Such findings provide evidence that freedom impacts 
on the tourism competitiveness. 

Furthermore, the results indicate that as the economic freedom decreases, the level of 
the tourism competitiveness increases. A possible explanation may be due to the nature 
of tourism. Especially in the developing countries, the private sector is not able to get 
compensated for producing an extra benefit (clean beaches). However, the extra benefit 
(clean beaches) will impact on the competitiveness. This is where the externality argu-
ment is used to justify the government involvement. Croes (2011) has already pointed 
out that provision of public goods is crucial for the tourism competitiveness, making it 
a compelling argument for the government intervention. Since tourism is more suscepti-
ble to distortion and failure than other industries and embodied by free riders, the gov-
ernment involvement is important in terms of destination management, getting more 
involved in planning, legislation, financing, promotion, regulation, and monitoring tour-
ism resources (Ritchie & Crouch, 2003; Tang & Jang, 2009). Therefore, the government 
actions must be taken into consideration when developing the tourism competitiveness, 
keeping in mind the possibility of failure. Especially when the tourism activity impacts 
on a destination in the territorial, environmental and social context. 

However, the regression results reveal that there is no such evidence of a relationship 
between the economic freedom and the tourism competitiveness. Even though the over-
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all model was statistically significant, the economic freedom nor the tourism competi-
tiveness were. Therefore, the economic freedom does not affect the destination’s tour-
ism competitiveness and vice-versa, contradicting the original assumption. 

There may be two possible explanations of such findings. First, as Sen (1999) points 
out, other detractors still remain. There may be other factors that influence such rela-
tionship, such as an income distribution, credit crunch, or availability and access to fi-
nance. For example, Sen (1999) often refers to the relationship among his five freedoms 
but he never establishes a scale of relationships among them (Navarro, 2000). Therefore, 
the economic freedom may have no impact on the tourism competitiveness as opposed 
to other freedoms (social freedom, transparent guarantees, and/or protective security). 

This can be supported with the argument made earlier about Cuba and the USA. 
Cuba is ranked as one of the world’s least economic free countries and is the least free 
country in the Latin America region, reaching ‘repressed’ status (Roberts, 2014). How-
ever, tourism has been growing in the region. Between 1995 and 2005, the average an-
nual growth rate of international tourist arrivals was 11.8 percent, higher than in Belize 
or Costa Rica. In addition, Cuba had more arrivals in 2005 (2,261,000) than any of the 
Central American countries (WEF, 2012). If it is compared to the United States, the 
United States is characterized as economically free with 49,206,000 international arriv-
als in 2005. Thus, the level of economic freedom may not be the determining factor in 
tourism competitiveness as a country may be economically free or economically unfree 
and still experience tourism development. 

A second possible explanation is in the way the economic freedom is being meas-
ured. This study utilizes the Economic Freedom Index which is composed of five vari-
ables. Specifically, the size of the government, legal structure and protection of property 
rights, access to sound money, international exchange rate, and regulation are combined 
into one construct. It can be hypothesized that combining these variables together may 
not impact the tourism competitiveness. However, these variables individually may have 
an impact on the tourism competitiveness. In addition, the results may be spurious. In 
other words, there may be another variable that is the true causal factor for the tourism 
competitiveness. 

The variation from the regression model may be attributed to the statistical proce-
dures utilized. The regression analysis is a process that allows the researcher to under-
stand the relationship between a single dependent variable and several independent 
variables (Hair, Anderson, Tatham, & Black, 1995). However, the regression is incapable 
of capturing the co-integration relationship that may exist between two variables as the 
VECM model takes into account various information criteria and co-integration tests 
(Hoxha, 2010). Therefore, the difference between these two statistical procedures may 
exist. 
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Theoretical and Managerial Implications 

This study provides a number of implications for tourism literature regarding the un-
derstanding of competitiveness and the role of government as it specifically pertains to 
the developing economies in Central America. First, in terms of the theoretical implica-
tions, this is the first time where the relationship between the economic freedom and 
the tourism competitiveness was analyzed. This may be early evidence of new insights 
that the tourism competitiveness impacts on the level of the economic freedom in the 
short-term. However, the economic freedom influences the tourism competitiveness 
over long-term, thus providing the evidence that a new theory may emerge as it pertains 
to tourism and developing countries. 

In terms of the managerial implications, this study provides evidence that the eco-
nomic freedom has a negative long-term effect on the tourism competitiveness and tour-
ism competitiveness has a negative short-term effect on the economic freedom. Such 
discovery only reinforces the fact that the issue of free riders tourism faces and the role 
of ‘shadow’ economy in tourism development. This is particularly important for poli-
cymakers and political leaders in terms of destination management. It is imperative to 
create an environment that would decrease the size of ‘shadow’ economy. By providing 
a legal structure, having access to sound money, regulations, and/or lowering corrup-
tion could possibly lower the level of ‘shadow’ economy, thus, providing more taxes. By 
collecting more taxes, the government will have a necessary income to reinvest back into 
the economy on improving the tourism products. 

Limitations and Future Research 

With any research, limitations will occur due to the internal and external validity. In 
terms of the internal validity, secondary data were used for the data analyses. Using the 
secondary data poses a limitation on the ability of a researcher to verify the data’s ac-
curacy. Therefore, full trust is given to these reputable institutions collecting data em-
ployed in the study. In terms of the freedom construct, this study does not make any 
reference to the political context between countries investigated as urged by Navarro 
(2000). Following Navarro´s (2000) point of view, he states that even though Cuba and 
Chile were both considered economically unfree and characterized by their dictatorial 
regime, Castro’s regime was rooted in the peasantry and working class (Lenin socialism) 
while Pinochet’s regime was rooted in the dictatorship of a class (fascist capitalism). Not 
addressing it in this study may pose another limitation on the results. Another limita-
tion deals with the omitted variables. Although the panel data analysis technique has 
much to offer, it also has some limitations. The researcher is often faced with failing to 
include a relationship or factors that are part of the multivariate system, thus leading to 
potential biases, facing problems with interpretation and hypothesis testing (Brandt & 
Williams, 2007).

Future studies should include not only the developing countries in other parts of the 
world, but also the developed countries to better understand the relationship investi-

CJT_02_2016.indd   88 25.8.2017   10:15:55



a
r

t
i
c

l
e

s

(73—92) | cZecH JOUrNAl Of tOUrisM 02 / 2016 | 89 

Marketa Kubickova  •  The Role of Government in Tourism: Linking Competitiveness, Freedom, and Developing Economies

gated as it compares to the level of economic development and the stage of tourism 
cycle. It would be interesting to see how countries within the Central American regions 
vary among themselves as tourism development has been uneven, with some countries 
attracting more tourists than others (Hammill, 2007). Furthermore, other variables re-
lated to the tourism competitiveness and economic freedom should be considered, go-
ing beyond the traditional indicators of macroeconomic growth. The academic literature 
of the last twenty years has lacked to include the variables related to the environmental 
and social costs generated by tourism. Thus, including those would allow researchers 
to gain further understanding of the investigated phenomena. Finally, deconstructing 
the economic freedom will allow to determine if any variation exists in explaining such 
a relationship, since the economic freedom is composed of five variables. 
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