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Abstract 

The tourism industry is a major contributor to the economy 
in developing and developed countries. The industry 
generates foreign currency earnings, promotes foreign 
investment, and promotes infrastructure development. 
However, the performance of the industry is influenced by 
political risk and variations in the exchange rate as they 
influence tourist arrivals. This study investigated the 
influence of political risk and exchange rate on the arrivals 
of tourists in South Africa. It used time series secondary 
data, involving political risk, exchange rate, and tourist 
arrivals as variables, and the Autoregressive Distribution 
Lag model was used to analyse data. The findings indicate 
that tourist arrivals in South Africa declined in the long-
run if political risk increased, but an increase in political 
risk does not affect the arrival of tourists in the short-run. 
The findings also show that a rise in the exchange rate 
(implying the depreciation of the South African currency) 
attracts foreign tourists in the long-run, but not in the 
short-run. This study supports the findings of previous 
studies that an increasing political risk level adversely 
affects tourist arrivals, and an increase in exchange rate 
lures foreign tourists to a country. Thus, it is recommended 
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that the level of political risk should be kept low for South 
Africa to attract more international tourists. 

 
Keywords: Exchange rate; political risk; tourist arrivals; ARDL 
model, South Africa  

1. Introduction 
The tourism industry has emerged as a major contributor to 
economic growth and improved social welfare in many developed 
and developing countries, stimulating foreign investment, foreign 
currency income, infrastructure development, employment 
opportunities, and social interaction between tourists and host 
communities (Khan et al., 2020; Polat et al., 2021; Zurub et al., 2015). 
The contribution of the tourism industry transcends socio-economic 
benefits. Tourism promotes globalisation and international 
cooperation between countries and increases environmental 
protection awareness (Chen et al., 2022; Jia, 2018; Song et al., 2018). 
The performance of tourism depends on the extent to which the 
industry is developed. A study has confirmed that countries with 
developed tourism experience big economic growth than those with 
less-developed tourism (Polat et al., 2021). Tourism requires a 
sophisticated transport network and other facilities to ease the 
movement of tourists from their home countries to host countries, 
and within host countries. Catudan (2016) concludes that physical 
infrastructure is an important determinant of tourist arrivals. 

Available literature, however, illustrates that tourism is vulnerable 
and susceptible to political risk linked to bad governance, crime, 
conflicts, political instability, corruption, and terrorism (Biagi & 
Detotto, 2014; Chulaphan, 2021; Ekine, 2018; Garidzira, 2021; 
Gholipour & Foroughi, 2019; Tiwari et al., 2019). High levels of 
political risk impede tourism development because they erode the 
ability of the affected country to provide tourism infrastructure and 
facilities needed by tourists. Tourism infrastructure and facilities 
lubricate tourism operations. Poor tourism infrastructure and 
facilities dampen tourist experience, and they deter the inflow of 
foreign tourists. One study in Poland indicates that the level of 
transport infrastructure development has a significant impact on 
inbound tourists (Gołembski & Majewska, 2018). 
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In addition, a high level of political risk makes countries inaccessible 
by international tourists as they become expensive, risky to visit, and 
hostile to business operations within the industry. Political risk may 
be defined as the probability that a political event or action of a 
government, government institutions, communities, and other 
groups of people such as terrorists poses a threat to the operations 
of businesses in a country. Examples of political risk events and 
actions include nationalisation of foreign businesses, breach of 
contracts, community protests, political instabilities, social unrest, 
discriminatory regulations, terrorist attacks, corruption, crime, and 
kidnappings (Phillips, 2006; Sottilotta, 2013; Wagner, 2000). In line 
with this definition, Yende (2019) reports that the increasing political 
risk factors such as protests, violence, and crime deter foreign tourist 
arrivals from visiting South Africa. Ghalia et al. (2019) argue that 
several tourism businesses can suspend their services and activities 
because of the political turbulence. Tourists are a major source of 
tourism income; a decline in the number of tourist arrivals means 
that tourism income is lost. Rasool et al. (2021) confirm that there is 
a causal relationship between inbound tourists and economic 
growth, but the relationship is bi-directional.  

Alongside political risk, the exchange rate is another factor that 
determines tourist arrivals in a country. Variations in the exchange 
rate exert an influence on tourism investment and on tourism 
demand in host countries. The exchange rate has a direct impact on 
tourism development (Obi & Ogbeide, 2022). A country may be in 
high demand by tourists if its currency depreciates against other 
currencies because tourism products and services in the country 
become relatively cheap to tourists from countries with strong 
currency (Munir & Iftikhar, 2021; Sarchami et al., 2021). This 
affordability of tourism products and services in host countries does 
not only increase tourist arrivals, but it may also result in increased 
spending and length of stay by foreign tourists (Čavlek & Wanhill, 
2015). The appreciation of a country’s currency, on the other hand, 
makes the country expensive, leading to a decline in tourist arrivals. 
The influence of exchange rate on tourists’ decision to travel to a 
country depends on the robust trading regimes of tourists’ home 
currencies. In their study, Opstad et al. (2021) report that Swedish 
and German tourists to Norway responded differently to the 
variation in Norwegian currency. This paper investigated the effects 
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of political risk and exchange rate on tourist arrivals in South Africa. 
There are limited empirical studies related to the influence of the 
political risk and exchange rate on tourist inflows to South Africa.  

The country faces several political risk factors that impede tourist 
inflows. The prevailing political risk factors include political 
instability, corruption, high crime rate, community protests for 
service delivery, strikes of workers, and high unemployment 
(Dludla, 2022; Ferreira & Perks, 2016; Marudu, 2017; Reinstein, 2015). 
It was reported that violent protests and crime in South Africa are 
deterrents to international tourist arrivals (De Villiers, 2017; Yende, 
2017). Crime is cited indeed as a serious obstacle to luring 
international tourists to the country.  Dludla (2022) and Felix (2018) 
warned that crimes against tourists deter international tourists from 
visiting South Africa. The perception that South Africa is not safe 
may motivate foreign tourists to visit alternative countries that are 
perceived to be safe. Furthermore, the country experiences a high 
number of violent protests by communities and workers (Burke, 
2022; Maromo, 2022; Morudu, 2017), which may affect tourists and 
tourism businesses. 

South Africa’s currency (Rand) has gradually been depreciating 
against strong foreign currencies such as British Pound, Euro, and 
the US Dollar in the past years (Omarjee, 2020; Reed, 2015; Stoddard, 
2022). Some hypothetical views indicate that the depreciation of the 
South African currency boots the tourism industry (Bizcommunity, 
2017; Chronicle, 2015; Cohen, 2016). For example, it was reported 
that the depreciation of the local currency caused by the political 
instability in December 2015 led to increased foreign tourist arrivals 
(Bizcommunity, 2017). The assumption is that South Africa as a 
tourist destination becomes relatively affordable to tourists from 
countries with strong currencies when its currency depreciates. 
Other views suggest that the devaluation of the local currency has 
devastating effects on the country’s tourism industry. The 
devaluation of the local currency raises the operations of tourism 
businesses (Birns, 2015; Phillips, 2019), which may also cause an 
increase in the prices of tourism products and services, making 
South Africa expensive. The question this paper intends to answer 
is: to what extent the fluctuation in the exchange rate influences 
tourists’ travel decision to South Africa.  
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2. Literature review 

2.1 The relationship between political risk and tourist arrivals 

Political risk is a determinant of demand for a country as a tourist 
destination. Empirical studies indicate that political risk factors such 
as corruption, political unrest, conflicts, terrorism, crime, and weak 
institutions influence tourists’ choice of destinations (Chulaphan, 
2021, Ekine, 2018; Ghalia et al., 2019; Gholipour & Foroughi, 2019; 
Lee et al., 2020). The increasing political risk factors in many parts of 
the world threaten the security and safety of tourists and their 
belongings. This galvanises tourists to consider the level of political 
risk when making a travel decision, selecting a destination, and 
determining travel time and duration (Brown, 2015). Haddad et al. 
(2015) found that countries that experience high political risk receive 
a small number of tourist arrivals compared to those that experience 
low political risk.  

Tourists want to travel to destinations where they are safe and their 
belongings are protected. Studies indicate that there is a negative 
relationship between crime rates and tourist arrivals. Tourist arrivals 
plummet when crime rates go up, and tourist arrivals increase when 
crime declines (Garidzirai, 2021; Parida et al., 2018). Specifically, a 
study conducted in India reported that an increase of 1% in crime 
causes a decrease of 0.311% in tourist arrivals, but the effects happen 
in the short term (Parida et al. , 2018). Similar findings were reported 
in a study conducted in the Western Cape Province, South Africa, 
showing that tourist arrivals in the province contract by 1.18% when 
car hijacking goes up by 1%, and tourist arrivals plummet by 0.8631% 
if robberies increase by 1% (Garidzirai, 2021).  

Matakovic and Matakovic (2019) reported interesting results 
demonstrating that experienced travellers are least affected by crime 
because of their previous travel experiences. The authors also 
disclose that female tourists are more likely to fall victim to crime 
compared to male tourists. Chugh (2015) found that crime deters 
repeat visits among female tourists. In implementing fighting and 
preventing crime policies to ensure the safety and security of tourists, 
the Taiwanese government, for example, commits itself to crack 
down on serious crime to ensure that tourists feel safe and secure 
(Lee et al., 2018). Recher and Rubil (2020) suggest that countries may 
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take a step further to inform tourists about the most prevalent crime 
at destinations and advise them on how to avoid being crime victims. 
However, there are instances where an increase in tourist arrivals 
leads to increased crime at a specific destination (Biagi & Detotto, 
2014; Lee et al., 2018; Mawby & Vakhitova, 2022). A study conducted 
in Taiwan found that tourist arrivals and crime rate are positively 
correlated (Lee et al., 2018), suggesting the crime rate goes up when 
the number of tourists in the country increases. Mawby and 
Vakhitova (2022) also found that the presence of tourists was the 
cause of criminal activities and disorder in resort areas, and tourists 
are the main targets. Similarly, Biagi and Detotto (2014) posit that an 
increasing number of tourists at destinations creates an opportunity 
for criminal activities; a 1% rise in tourist arrivals heightens pick-
pocketing crimes by 0.2%. However, Biagi and Detotto’s results 
illustrate that the impact of tourism on crime is higher in cities than 
in other destinations.   

Tourist arrivals are hindered by countries’ internal or external 
conflicts. Amid conflicts, tourists avoid the affected country and 
choose alternative countries that offer similar tourism products and 
services. For example, Tomczewska-Popowycz and Quirini-
Popławsk, (2021) found that tourist arrivals in Ukraine declined 
because of political conflicts in the eastern parts of the country. The 
longstanding political conflict between Pakistan and India over the 
Kashmir region also reduced the inflow of tourists in the Kashmir 
Valley between 1989 and 2002 (Shah & Wani, 2014). A study carried 
out in Africa and the Middle East also reported that tourist arrivals 
reduced in countries that experience intense conflicts. The reduction 
in tourist arrivals is not only due to fear among tourists that they 
may be killed or get injured, but because tourism facilities are 
destroyed in the conflagration (Karimi et al., 2021). In conflicts, 
tourism facilities are destroyed and looted. Numerous cultural and 
archaeological heritage sites were looted and destroyed in war-torn 
countries including Iraq, Libya, Syria, and Yemen (Kadi, 2018). 
Conflicts and violence do not only affect inbound tourists, they also 
adversely affect outbound tourists. Tekin (2015) found that Russian 
tourists to European Union countries declined, following sanctions 
imposed by European Union countries on Russia, indicating that 
Russian outbound tourism was affected.   
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Studies show that the tourism industry reacts negatively to terrorism 
(Ali et., 2018; Rauf et al., 2020; Seabraa et al., 2020). Terrorist attacks 
destroy tourism facilities and kill tourists and tourism employees 
(Rauf et al., 2020). A terrorist attack on a concert hall in Manchester 
that happened on 22 May 2017, for example, killed 22 people (Dory, 
2021). In Turkey, terrorist attacks conducted by Islamic State on 1 
January 2016 killed 39 people in a nightclub in Istanbul and 41 
people at Istanbul Airport in June of the same year (Hayden, 2016). 
Terrorist attacks compel travellers to refrain from traveling to the 
affected countries, implying that countries hit by terror attacks 
experience reduced tourist arrivals. Rauf et al. (2020) confirms that 
the number of tourists who visit Pakistan reduces by 0.0154% if 
terrorist activities in the country increase by 1%. A study conducted 
in the United Kingdom also revealed similar results. The number of 
foreign tourists that visit the country plummeted by 975,126 when 
the country experienced a terror attack (Mao, 2019).  

The effects of terrorism activities carried out in one country 
sometimes spill over to its neighbouring countries. Neumayer and 
Plümper (2016) posit that terrorist attacks that happened in one 
Islamic country targeting tourists from a Western country have 
ripple effects on tourism in other Islamic countries because tourists 
from all Western countries construe it that they are still targets in 
other Islamic countries. Consequently, tourists from Western 
countries end up shunning Islamic countries. Conversely, Mao (2019) 
found different results on the effects of terror attacks on tourism 
facilities in the United Kingdom, which indicated that terror attacks 
that occurred in any other European country have positive spill-over 
effects on tourism in the United Kingdom. This means that the 
country becomes an alternative destination when any European 
country is hit by terrorists.  

There are instances where terrorist attacks have no major negative 
effects on tourism demand in the affected country, or the effects are 
only felt in the short-run. Koyuncu (2020) found that the 
repercussions of terror attacks in Turkey did not last long; tourism 
in the country recovered swiftly. Tourist inflows in countries that are 
attractive or offer unique tourism products that are not easily 
substituted are likely to remain uninterrupted by terrorist attacks 
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(Santa-Gallego et al., 2016). Measures taken by governments to 
respond to terrorism are also equally important in preventing a 
significant decline in tourist arrivals. The United Kingdom faced 
numerous terrorist attacks in the past years such as in 2008 and 2009, 
but foreign tourist arrivals consistently increased because the 
government reduced difficulties in visa application (Mao, 2019).  

Corruption also features the list of determinants of the arrival of 
foreign tourists in a country (Chulaphan, 2021; Domareski-Ruiz et 
al., 2020; Ekine, 2018; Gholipour & Foroughi, 2019), but one portion 
of studies on the effect of corruption on tourist arrivals show 
contradicting findings. Some studies show that corruption and 
tourist arrivals have an inverse relationship, meaning that an 
increase in corruption has negative effects on tourist arrivals. Put 
differently, less corrupt countries receive an increased number of 
visitors whilst high corrupt countries experience a low number of 
visitors. For example, Ekine (2018) found that tourist arrivals swell 
by 18.8% if the level of corruption goes down by one point. A study 
that used data for the period of 16 years from more than 100 
countries also verifies that the arrivals go up between 2 and 7% when 
corruption declines by one point (Poprawe, 2015).  

Foreign tourists avoid corrupt countries because they are concerned 
for their safety and that of their belongings. Furthermore, it is argued 
that corruption abates a country’s ability to compete with tourism in 
other countries. Domareski-Ruiz et al. (2020) argue that a country 
with a corruption level has strong tourism competitiveness in 
relation to a country with a high corruption level. The introduction 
of policies that aim at lowering the level of corruption, therefore, 
may improve a country’s tourism competitiveness, leading to 
increased tourist arrivals. This argument is consistent with a study 
that found that foreign tourist arrivals in Turkey grow when the 
country lessens the corruption level (Demir & Gozgor, 2017). 

Surprisingly, another portion of studies reported a positive 
correlation between tourist arrivals and corruption, suggesting that 
an increase in corruption lures tourists to corrupt countries (Santa-
Gallego et al., 2016; Yap & Saha, 2013). The increase in tourist arrivals 
in corrupt countries may be attributed to the fact that tourists easily 
get visas and other travel documents in highly corrupt countries by 
paying bribes. For example, tourist arrivals increased in Uganda 
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during a period of ten years (1999 - 2009) amid a high corruption 
level in the country (Yap & Saha, 2013). However, corruption has a 
positive impact on tourist arrivals in developing countries (Santa-
Gallego et al., 2016). Ekine (2018) also reported similar results which 
illustrate that the impact of corruption on arrivals is limited in non-
democratic countries. This implies that corruption causes greater 
damage to tourism in democratic countries in comparison with non-
democratic countries.  

The magnitude of corruption on tourist arrivals is influenced by the 
distance between tourists’ home country and the host country. 
Chulaphan (2021) found that corruption has more effects on tourist 
arrivals in Thailand if tourists’ origin countries are far from Thailand. 
Corruption does not only trigger inbound tourists; it also influences 
outbound travel. A study that used data for the period of ten years 
(2007 - 2016) from 62 countries, disclosed that a high corruption level 
in a country promotes outbound business travel (Gholipour & 
Foroughi, 2019). The probable explanation for the increase in 
outbound business travellers in corrupt countries is that business 
travellers have money to pay a bribe for travel documents and to 
conduct illegal or unethical business activities. Business tourists are 
also more likely to travel to corrupt countries. Chulaphan (2021) 
posits that tourists from the least corrupt countries avoid traveling 
to countries that have a high corruption level.  

2.2 The effect of exchange rate on tourist arrivals  
The exchange rate plays a major role in influencing tourists to choose 
a country to visit.  Studies in different parts of the world have shown 
that tourists consider the exchange rate between their home country 
and host countries when making travel plans (Gao et al., 2018; 
Khanalizadeh et al., 2019; Lee et al., 2018; Meyer, 2021; Özer & 
Küçüksakarya, 2021). Some tourists are sensitive to any change in 
the exchange rate to the extent that they cancel or alter their travel 
plans if the exchange rate change leads to increased travel costs. 
Tourists often react positively to an increase in the exchange rate 
(implying the depreciation of a host country’s currency). Tourists 
from European countries (France, Italy, Spain, Sweden, and the 
United Kingdom) with intentions to visit the United States of 
America, for example, respond positively when their home 
currencies gain value against the US Dollar (Ongan et al., 2017). This 
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suggests that tourists are more likely to travel to countries whose 
currencies are weaker compared with their home currencies. The 
depreciation of local currency makes local tourism products and 
services relatively more affordable to countries with strong 
currencies (Opstad et al., 2021). Lee et al. (2018) disclosed that the 
depreciation of the Taiwanese currency (NTD) increases tourism in 
the country. Opstad et al. (2021) also found similar findings, which 
show that German tourists to Norway increase by 0.82% when the 
Norwegian currency depreciates by 1%. 

The effects of the exchange rate on international tourist arrivals may 
be in the short-run, long-run, or both short- and long-run. The 
exchange rate in Malaysia, for example, exerts an impact on tourism 
in the long-run, tourism grew by 0.86% in the long-run when the 
exchange rate increased by 1% (Meyer, 2021). In Indonesia, the 
exchange rate has only short-run effects on arrivals (Millia et al., 
2020). The short- and long-run effects of exchange rates on tourist 
arrivals were reported in Sri Lanka, but the effect was greater in the 
long-run than in the short-run (Rathnayake, 2018). There are 
instances where changes in the exchange rate do not influence tourist 
arrivals, meaning that foreign visitors do not react to the 
depreciation or appreciation of a host country’s currency. For 
example, a large proportion (78%) of tourists who travel to Bali, 
India was not influenced by the fluctuation in the exchange rate, 
whereas 67.44% of tourists reported that their decision to travel to 
other countries is not influenced by the exchange rate (Nugroho et 
al., 2017). This is more likely to happen in countries that offer unique 
tourism products that are not easily substituted.  

It was also found that tourists from different countries do not 
respond to exchange rates in the same way. Tourists from some 
countries react to the exchange rate whereas tourists from other 
countries are not influenced. For example, tourists from the United 
States of America and Germany to Egypt are less influenced by the 
depreciation or appreciation of the Egyptian currency whilst the 
inflow of Chinese, Indian, and Russian tourists to Egypt is 
determined by the depreciation or appreciation of the Egyptian 
currency (Anter & Nagy, 2018). The fact that China, India, and 
Russia are emerging economies, tourists from these countries are 
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likely to travel to relatively cheaper countries compared to tourists 
from advanced economies.  

 

3. Methodology  
3.1 Sampling and data description  
The study used 180 monthly observations, for the sample period 
starting from January 2004 to December 2018. This sample was 
influenced by the availability of data, which is a secondary time 
series. The data is made of three variables: political risk (PR) for 
South Africa, average exchange rate (EXR) of the South African Rand 
against the US Dollar, and tourist arrivals (TA) in South Africa. 
Political risk and average exchange rate are independent variables 
whereas tourist arrivals are the dependent variable. The political risk 
index was requested from the International Country Risk Guide 
(ICRG), tourist arrivals were requested from Statistics South Africa 
(STATS SA), and the exchange rate was accessed from the website of 
the South African Revenue Service (SARS, 2022). 

The political risk variable is based on the political risk index 
prepared and published by the Political Risk Services (PRS) Group 
(PRS Group, 2021). The index is calculated using twelve components, 
and each component is assigned scores as displayed in Table 1 below. 
The total scores of the twelve components are 100. The political risk 
level of a country is determined by its score on the political risk index. 
A country has a high political risk level if it has a high political risk 
index whereas a country has a low political risk level if its political 
risk index is low (PRS Group, 2021). 

Table 1: Political risk components and their points 

Sequence Component Points (max) 

A Government 
Stability 

12 

B Socioeconomic 
Conditions 

12 

C Investment Profile 12 

D Internal Conflict 12 
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Sequence Component Points (max) 

E External Conflict 12 

F Corruption 6 

G Military in Politics 6 

H Religious Tensions 6 

I Law and Order 6 

J Ethnic Tensions 6 

K Democratic 
Accountability 

6 

L Bureaucracy 
Quality 

4 

Total  100 

Source: PRS Group (2021) 

3.2 Model specification  

The Autoregressive Distribution Lag (ARDL) model was used to 
determine the effects of political risk and exchange rate on tourist 
arrivals. The model was developed by Pesaran and Shin (1995) and 
modified by Pesaran et al. (2001). The decision to use the ARDL 
model is based on the results of both the Augmented Dickey-Fuller 
(ADF) unit root test and the Kwiatkowski-Phillips Schmidt-Shin 
(KPSS) stationary test. The ADF unit test was conducted to detect 
whether the study variables are stationary at levels I(0), or are 
stationary at the first difference I(1), or a mixture of both I(0) and I(1). 
The KPSS stationarity test, on the other hand, was conducted to find 
out when there is no variable that is found to be stationary at I(2). 
These two tests are preconditions for the deployment of the ARDL 
model. The principle is that study variables must be stationary at 
levels I(0), or at I(1). Study variables may also be a mixture of I(0) 
and I(1), meaning that a portion of variables may be stationary at I(0) 
and another portion may be stationary at I(1). A study should not 
have any variable stationarity at I(2) (Pesaran et al., 2001). The effects 
of political risk and exchange rate on tourist arrivals were tested 
using the following equation: 
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𝛥𝑇𝐴𝑡 = 𝛼0 + 𝛴𝐽=1
𝑘 𝛽𝑗𝛥𝑇𝐴𝑡−𝑗 + 𝛴𝑗=1

𝑘 𝛾𝑗𝛥𝑃𝑅𝑡−𝑗 + 𝛴𝐽=1
𝑘 𝛿𝑗𝛥𝐸𝑋𝑅𝑡−𝑗

+ 𝜑1𝑇𝐴𝑡−1 +

𝜑2𝑃𝑅𝑡−1 + 𝜑3𝐸𝑋𝑅𝑡−1 + 𝑒𝑡          (1) 

Where 𝛥𝑇𝐴𝑡 symbolises the change in the value of tourist arrivals at 
time t, 𝛥𝑃𝑅𝑡−𝑗  represents the change in political risk at time t, 

and 𝛥𝐸𝑋𝑅𝑡−𝑗
 stands for the change in the average exchange rate at 

time t. The short-run relationship on the other hand is denoted by 
the coefficients 𝛽𝑗 , 𝛾𝑗 , and 𝛿𝑗  whereas the long-run relationship is 

denoted by coefficients 𝜑1, 𝜑2, and 𝜑3. The error correction term is 
represented by 𝑒𝑡.  

The long-run relationship was tested under the following 
hypotheses:  

H0: 𝜑1 = 𝜑2 = 𝜑3  (there is not a long-run relationship among the 
variables). 

H1: 𝜑1  ≠  𝜑2  ≠ 𝜑3  (there is a long-run relationship among the 
variables). 

The above hypotheses were tested using the F- Bounds co-
integration test, where the computed F-statistic was compared with 
the critical values within the lower bound I(0) and upper bound I(1). 
According to Pesaran et al. (2001), H0 is rejected when the value of 
the computed F-statistic is above the critical values of the upper 
bounds, and H1 is not rejected when the value of the computed F-
statistic is below the lower bounds. In case the F-statistic is between 
the upper and lower bounds, it may not be concluded whether the 
variables have a long-run relationship or not. When a long-run 
relationship between variables exists, the Error Correction Model 
(ECM) has to be established to determine the adjustment of the 
equilibrium in the long-run. Thus, the ECM equation used to 
establish the adjustment was derived from the above ARDL model, 
and it is as follows: 

𝛥𝑇𝐴𝑡 = 𝛼0 + 𝛴𝑗=1
𝐾 𝛽𝑗𝛥𝛥𝑇𝐴𝑡−1 + 𝛴𝑗=1

𝐾 𝑦𝑗𝛥𝑃𝑅𝑡−1 +  𝛴𝑗=1
𝐾 𝛿𝑗𝛥𝐸𝑋𝑅𝑡−1 +  𝐸𝐶𝑇𝑡−1 +  𝑒𝑡     (2) 

Where 𝐸𝐶𝑇𝑡−1 symbolises the Error Correction Term. Furthermore, 
residual diagnostic tests such as serial correlation, normality, and 
heteroscedasticity were carried out to determine whether the 
required assumptions of the ARDL model are met.  
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4. Empirical results and discussion  
4.1 ADF unit root and KPSS stationarity tests  

The ADF unit root and KPSS stationarity tests were carried out to 
check if there are no variables that are stationary at the second 
difference, I(2). As aforementioned, the ARDL model is applied 
when a study variables are stationary at I(0), or at first difference, or 
are a mixture of both I(0) and I(1). The results generated by the tests 
illustrate that all the study variables (political risk, exchange rate, 
and tourist arrivals) are stationary at first difference. There were no 
variables stationary at second difference (Table 2). Hence, the results 
confirm the suitability of the ARDL model in this study. 

Table 2: ADF unit root and KPSS stationarity test results  

Variable 
ADF (t-values) KPSS (LM-Stat.) Order of 

integration I(0) I(1) I(0) I(1) 

EXR -0.684408 -10.00972 1.460626 0.103294 I(1) 

TA -2.283487 -3.304275 1.081818 0.009226 I(1) 

PR -1.541631 -12.68868 1.499059 0.072764 I(1) 

Source: Author 

4.2 F-Bounds co-integration test  

The F-statistics for Wald statistics is 5.017912, which is above the 
upper critical values (3.15; 3.67; and 4.78) at 5%, 2.5%, and 1% level 
of significance respectively (Table 3). These results lead to the 
rejection of the null hypothesis that there is no long-run relationship 
between the study variables. Consequently, a long-run relationship 
analysis was conducted, and the results are depicted in Table 4 
below. 

Table 3: F-Bounds co-integration test results 

F-Bounds Test Null Hypothesis: there is no relationship 

     

Test Statistic Value 
Significance
. I(0) I(1) 
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F-value 5.017912 5%   1.36 3.15 

k 2 2.5%   2.1 3.67 

  1%   3.75 4.78 

Source: author  

4.3 Coefficients of the long-run relationship 

The coefficients depicted in Table 4 indicate that the political risk and 
the exchange rate have effects on tourist arrivals in the long-run. For 
example, the coefficient (9570.323) of the exchange rate suggests that 
tourist arrivals increase by around 9571 foreign tourists in the long-
run if the exchange rate goes up (the South African Rand depreciates) 
by an average of one unit (implying one Rand). This result suggests 
that foreign tourists respond positively to the depreciation of the 
South African currency. Studies conducted in other countries also 
show that an increase in exchange rates contributes to increased 
tourist arrivals in the long-run (Meyer, 2021; Rathnayake, 2018). 
However, the current result contradicts the findings of the study 
conducted in India, which showed that a big share (78%) of foreign 
tourists who travel to Bali is not influenced by changes in the 
exchange rate (Nugroho et al., 2017). This variation in findings of 
studies may be attributed to the strength of tourists’ home currencies 
and the attractiveness of country destinations. Tourists from 
countries with strong currencies may still travel even if the currency 
of a country's destination appreciates. This is more likely to happen 
if the potential country destination is very attractive. However, the 
appreciation of destinations’ currencies may reach a certain point 
where foreign tourists may not refrain from visiting the destinations, 
because the destinations become unaffordable. This argument is 
substantiated by a study in India whose findings revealed that some 
tourists (48.5%) would cancel their travel plan to Bali if the travel 
cost increases by 50% (Nugroho et al., 2017). 

Table 4: Estimated long-run coefficients 

Variable Coefficient Std. Error t-Statistic Prob.    

EXR 9570.323 10262.76 0.932529 0.3524 

PR -12010.41 10808.20 -1.111231 0.2681 
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C 1451397. 799855.0 1.814575 0.0714 

Source: Author  

Unlike the exchange rate, the coefficient (-12010.41) of the political 

risk has a negative sign, implying that foreign tourist arrivals in South 

Africa declined by about 12011 tourists if the level of political risk 

moves up by one unit. This result confirms the results of other studies, 

which established that an increasing level of political risk is a 

deterrent to tourist arrivals in countries (Garidzirai, 2021; Mataković 

& Mataković, 2019; Parida et al., 2018). 

4.4 Coefficients of the short-run relationship and ECM 

The results in Table 5 confirm that the coefficient (11090.72) of the 
exchange rate has a positive sign, but it is not statistically significant 
at a 5% significance level. The implication of this result is that the 
depreciation of Rand by the average of one Rand against the US 
Dollar does not have any effect on the arrival of foreign tourists in 
the short-run. This result is unexpected given that several studies 
affirm that an increase in exchange rates is linked to increased tourist 
arrivals in the short-run (Jena and Dash, 2020; Sharma et al., 2019). 
The exchange rate, however, influences tourist arrivals in lag three, 
but the influence is negative. The arrival of international tourists in 
South Africa declined by approximately 49469 tourists in the current 
period because of one unit increase (depreciation) in the exchange 
rate occurred in the third lag, implying the previous three months. 
This result is not surprising given that the depreciation of South 
Africa is often caused by political risk factors such as political 
instability and civil unrest, which may frighten potential tourists to 
the country. A typical example is the depreciation of rand in 
December 2015, South Africa’s former president Jacob Zuma 
changed three finance ministers within the period of one week 
(Bizcommunity, 2017; Letsoalo, 2015). 

Table 5: Estimated short-run coefficients and ECM 

Variable Coefficient Std. Error t-Statistic Prob.*   

TA(-1) 0.389723 0.073746 5.284680 0.0000 

TA(-2) 0.041503 0.079535 0.521818 0.6025 

TA(-3) 0.218038 0.073060 2.984357 0.0033 
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EXR 11090.72 16846.50 0.658340 0.5112 

EXR(-1) -5111.353 27386.64 -0.186637 0.8522 

EXR(-2) 46845.86 27549.35 1.700434 0.0909 

EXR(-3) -49468.56 16929.69 -2.922000 0.0040 

PR -4212.494 3933.235 -1.071000 0.2857 

C 

CointEq(-1)* 

509058.4 

-0.350737 

304906.8 

0.077597 

1.669554 

-4.519964 

0.0969 

0.0000 

Source: Author 

Furthermore, the findings indicate that political risk does not have 
any effect on tourist arrivals in the short-run at a 5% significance 
level (Table 5). The implication of the results is that South Africa 
continues to receive foreign tourists irrespective of the increasing 
political risk level in the country. Political risk also has no effect on 
tourist arrivals when the variable is lagged. Probably, the country as 
a tourist destination is very attractive, or some of its attractions are 
hardly substituted. Consequently, foreign tourists decide to go 
ahead with travel plans to South Africa amid the increasing political 
risk. These results are not congruent with other studies whose results 
show that political risk negatively influences tourist arrivals in the 
short-run (Khan & Rasheed, 2016; Tomczewska-Popowycz & 
Quirini-Popławski, 2021). Interestingly, the results indicate that 
tourist arrivals influence themselves in the first and third lag. The 
coefficient (0.389723) of tourist arrivals in the first lag suggests that 
tourist arrivals in the current month increase by 0.39 if tourist 
arrivals go up by one unit in the previous month. This could be 
because of word of mouth marketing done by tourists who visited in 
the previous month. It could also be the bookings of tourist 
accommodation, which are longer than one month.  

The fact that there is a long-run relationship between the study 
variables, there is disequilibrium that needs to be corrected each 
month. Thus, the ECM was evaluated to establish the time needed 
for the examined variables to correct the disequilibrium in the long-
run. The ECM analysis shows that the coefficient (-0.350737) of the 
Error Correction Term (ECT) has a negative sign as required in the 
ECM. The coefficient is also statistically significant at a 5% level of 
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significance (Table 5). The interpretation of this coefficient is that 
35.07% of shocks in the ECM is adjusted each month. Therefore, 
2.801 (1/0.3507) months are needed for the model to correct the 
short-run disequilibrium and be at the equilibrium point in the long-
run. 

4.5 Results of diagnostic tests 

Autocorrelation and heteroscedasticity tests were also carried out to 
confirm the validity of the results of this study. The test results 
disclose that the ARDL model does not have autocorrelation and is 
homoscedastic (Table 6). This means that both null hypotheses that 
the ARDL model is serially correlated, and that the model is 
heteroscedastic were not rejected at a 5% significance level, leading 
to the conclusion that the current findings are valid and accurate. 
The results of the CUSUM stability test show that the ARDL model 
was stable because the CUSUM fluctuated within the boundaries at 
a 5% level of significance (Figure 1).  

Table 6: Diagnostics tests 

Autocorrelation test 

F-statistic 0.629437     Prob. F(2,166) 0.5342 

Obs*R-squared 1.332190     Prob. Chi-Square(2) 0.5137 

          
  Heteroscedasticity Test 

F-statistic 0.495267     Prob. F(1,174) 0.4825 

Obs*R-squared 0.499538     Prob. Chi-Square(1) 0.4797 

Source: Author 

 

  



Artha – Journal of Social Sciences  ISSN 0975-329X 

Figure 1: CUSUM test results 

 
© Source: Author 

5. Conclusion 
Existing literature shows that political risk and exchange rate are 
determinants of tourist arrivals to countries. Countries with a high 
political risk level receive a low number of tourist arrivals, unless the 
countries are very attractive or offer tourism products that are not 
easily substituted. Tourists avoid countries with high political risk 
and visit alternative countries that are perceived to be safe and offer 
the same tourism products. On the other hand, countries with a low 
level of political risk receive a high number of tourists. Tourists want 
to visit countries where they feel safe and protected. High political 
risk does not create a risky environment only for tourists, it also 
erodes the ability of governments and tourism businesses to operate 
competitively. Thus, the tourism industry in politically stricken 
countries becomes unattractive and inaccessible to tourists.       

On the other hand, the exchange rate plays a pivotal role in 
influencing tourists’ travel decisions. The depreciation of a country’s 
currency attracts tourists from countries with strong currencies. This 
is because countries with weak currencies become relatively cheaper. 
In contrast, the appreciation of the currency of a host country makes 
the country relatively expensive. Thus, the number of tourist arrivals 
to the country plummets. The aim of this paper was to investigate 
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the effects of political risk and exchange rate in South Africa, a 
country which experiences a relatively high level of political risk 
linked to multiple political risk factors. These factors include 
corruption, crime, high unemployment, political instability, and 
protests of communities for service delivery, and strikes of workers 
for improved working conditions and salaries. In addition, the 
country’s currency has gradually been declining in the past years. It 
was therefore imperative to investigate the effects of these challenges 
on tourism activities in the country.     

The findings of this study revealed that both political risk and 
exchange rate have no effects on tourist arrivals in the short-run, 
implying that tourist arrivals in South Africa remain uninterrupted 
when its currency fluctuates, and when political risk events and 
actions intensify. However, international tourist arrivals decline in 
the long-run when the level of political risk in the country goes up. 
This implies that foreign tourists cancel their trips to South Africa 
and opt for alternative countries that offer similar tourism products. 
Similarly, the exchange rate has a long-run effect on tourist arrivals. 
The number of international tourist arrivals increases in the long-run 
when South Africa’s rand depreciates against the US Dollar. It was 
also found that tourist arrivals have positive lagged effects on 
themselves, suggesting that tourists book hotels one month or more 
before arriving in South Africa. Another plausible justification of the 
lagged effects is the use of word of mouth marketing done by 
tourists who visit South Africa. The findings of this study support 
findings of some previous studies and contract findings of other 
studies. 

The policy implications of the current findings are that the South 
African government has to ensure that the level of political risk 
remains low. This may be achieved by implementing policies that 
are friendly and conducive to tourism businesses and tourists. These 
policies may include fighting and preventing crime, strengthening 
institutions that fight corruption, and promoting the culture of 
quality service delivery. Equally important, political instability and 
squabbles within the ruling political party (ANC) and between 
political parties should be avoided or minimised as they create 
political and economic uncertainty, which also leads to the 
depreciation of the local currency and political unrest. The 
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government should also stabilise its exchange rate because the 
depreciation of its currency may make the importation of foreign 
goods and services expensive, and this may adversely affect tourism 
and other industries in the country. Furthermore, the government 
may focus on the promotion of domestic tourism since it is hardly 
affected by political risk and exchange rate. However, a study on the 
effects of political risk and exchange rate on domestic tourism is 
needed since the current study is limited to inbound tourism. 
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