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Abstract

Purpose – The COVID-19 pandemic has had a catastrophic impact on the tourist activity in Kenya. Global
lockdown has limited travel resulting to losses in the tourism sector. This paper discusses the specific role that
fiscal policy plays to improve tourism competitiveness in Kenya. Specifically, the study examines howKenyan
government can revive the tourism economy to improve its competitiveness.
Design/methodology/approach –A tourism demandmodel to explore relationship between fiscal policies and
inbound tourism in Kenya is developed. This study uses a Markov regime-switching (MS) regression model to
establish the relationships that exist between COVID-19 pandemic, fiscal policies and tourism revenue in Kenya.
Findings –The estimation results of theMarkov-switching dynamic regression showed that the coefficients of
international tourists arrivals, domestic bed occupancy and international bed occupancy are positive and
significant with p-values of 0.000 during the pandemic period. The findings show that the transitioning periods
during the fiscal policy shifts had an effect on the international arrivals. Therefore, fiscal incentiveswere key in
influencing tourism arrivals and bednights occupancies.
Research limitations/implications – The theoretical implications show that to promote the state of high
international and domestic tourist arrivals, the government should encourage more fiscal spending initiatives that
encourage the increase in tourist arrivals and occupancies such as vaccinations against COVID-19 and promoting
safe spaces for visitors within the destination is key towards reviving the sector. In order to curb the hysteresis
effects of COVID-19 related depression and resultant impacts on GDP, there is a need to review the national fiscal
policies and target fiscal policies on the cyclical effects of the COVID-19 impacts on international tourism market.
Originality/value – This research develops an economic model that builds accurate relationships between
fiscal policies, pandemics and tourism destination competitiveness as a means of informing competitive
tourism management strategies and governance.
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Introduction
Globally, the COVID-19 pandemic not only created a health crisis but it has created an
economic crisis that has ravaged markets, slowing down economic productivity and
disrupting global trade and tourism sectors. The OECD (2020a) economic outlook similarly
projected that the COVID-19 pandemic would trigger an economic recession for both the
developed and developing economies. According to the International Monetary Fund World
Economic Outlook, global GDP had declined to 4.9% in 2020 (IMF, 2020a), and this global
contraction had significant effects on the tourism economies within the remittance dependent
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developing countries (Gupta et al., 2021). According to the OECD (2020b), the pandemic
triggered demand shocks from the European and OECD countries as well as supply shocks
for both domestic and intraregional trade and tourism, therefore, having devastating impact
on trade and tourism in African context. In turn, these measures contributed to heightened
unemployment as well as an increase in poverty rates. Developing economies were in turn in
greater need for strong fiscal support to address the economic impacts of COVID-19
pandemic as well as finance the achievement of Sustainable Development Goals (SDGs)
(Mogaji, 2020; Alon et al., 2020; Rodela et al., 2020). The COVID pandemic triggered
lockdowns, movement control orders and other pandemic suppression measures that
contributed to a halt of the contact-intensive services sectors, reduced labor participation and
sharp reduction in economic activity. In the poor developing countries, the adverse shocks of
the COVID crisis precipitated a humanitarian crisis, worsening the poverty situation and
widening the debt crisis (Loayza and Pennings, 2020). Much of the priorities of governments
around the world were bolstering social safety nets through tax policy changes during the
pandemic period. In response to the current state of economic losses, governments focused on
national fiscal policies to address the unique contexts as result of the COVID crisis.

In the African context, the COVID-19 pandemic made evident of a weakened health
system and capacity as well as triggered a financial crisis of unprecedented levels (Gir�on and
Correa, 2021). The COVID pandemic has elevated social inclusion in policy agendas despite
the reduction in the levels and extents of SDG and development spending by the countries in
the developing world (OECD, 2020c; IMF, 2020b). Many of these African countries have been
declared ineligible for development assistance with tax to GDP ratios of less than 17.2%,
debt-to-GDP ratios of 60%, inflation levels at an all – time high of 10.4% and fiscal deficits
estimated at a historical high of 8.4% of the GDP (IMF, 2020b; African Development Bank,
2021). However, for these countries, the fiscal policy continues to play a very important role
for inclusive recovery of the economy. A recent study by the African Union on the impacts of
the COVID-19 pandemic on Africa’s economy notes that the tourism and travel sector could
lose at least USD 50 billion as well as at least 8 million jobs in the sector, if fiscal measures are
not adequately taken (African Union, 2020). In the African context, variety of fiscal measures
was taken in the tourism sector to address the economic impacts of COVID-19 pandemic.
These measures according to African Development Bank (2021) predominantly focused on
supporting the health sector, debt resolution, governance and sustainable development. In
Kenyan context, the focus of fiscal reforms was fiscal consolidation and economic support
programs to reduce firm mortality due to the unpredictable nature of the COVID-19
pandemic. In addition to the financial consolidation plan, the government aimed at borrowing
KES 271 billion, or 2.2% of GDP, through external financing and the remaining amount
through domestic borrowing. Thiswas in addition to short termmeasures of reducing income
taxes from 30% to 25%, VAT from 16% to 14% aswell as corporate turnover taxes from 3%
to 1% for MSME. These measures initially played an important role towards building
economic shocks for the sector, (Government of Kenya, 2020). This study seeks to model the
effects of these fiscal policies and COVID-19 pandemic on tourism destination
competitiveness in Kenya.

Literature review and theoretical implications
The concept of fiscal policy
Fiscal policy has been conceptually defined as the use of Government spending to influence the
economy (Horon and El-Ganainy, 2020). Expansionary fiscal spending during the COVID-19
pandemic has been seen to be instrumental towards addressing the productivity shocks caused
by collapsing supply chains and global crises (Benmellech andTzur-llan, 2020). Various theories
have made theoretical expositions surrounding the efficacy of fiscal policies. The Keynesian
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effect as well as the scarring and hysteresis effects of public debt has shown that fiscal policies
are key towards mitigating the effects of unemployment due to financial crises (Dombi and
Dedak, 2019). TheWorld Bank reports on the scarring and hysteresis effects of steep recessions
have shown that fiscal policies during the great recession caused by the COVID-19 pandemic
and subsequent impacts on 65 middle income countries has had a significant impact on
productivity losses (World Bank, 2021). Several studies have evidenced the positive effects of
fiscal policy on the level and rate of endogenous economic growth (Easterly and Robelo, 1993;
Kopits and Symansky, 1998). Indeed, external debt financing was critical for developing
countries to address the public revenue deficits occasioned by disasters, crises and conflicts
(Aybarc, 2018). Arestis and Sawyer (2003) specifically noted that there has been a growing shift
inmacroeconomic policy focusing on the potency of fiscal policy during crises to offset themajor
declines in aggregate demand. Empirical investigations have further elaborated that fiscal
stimulus packages have an effect on tax redistribution, demand stimulation and reducing living
standards (Mankiw, 2000; Perotti, 1999). Fiscal considerations in terms of government debt has
evidently contributed to the slowing down of economic recession (Coenen et al., 2012; Tcherneva,
2011), short-term macroeconomic stabilization (Debrun and Kapoor, 2010), promoting strong
sustainable and endogenous economic growth (Bohn, 2008) and also dealing with poverty in
developing countries. Feliziani and Monni (2012) in a study on the role of fiscal policies
in increasing competitiveness in the Italian tourism sector established governance weaknesses
in enhancing competitiveness of the sector. Steel and Harris (2020) further noted that lower
income countries needed to focus post COVID-19 fiscal policies on long-termrecovery than short-
term recovery measures. In a bid to examine the efficacy of the fiscal policy measures, Khalid
et al. (2021) noted that the size of the tourismsector has an influence on the nature of the economic
policy response to the pandemic. Further,Millaku et al. (2021) confirmed that the prioritization of
fiscal reforms had an effect on tourism recoverymeasures inKosovo during the post COVID era.
Savi�c et al. (2021) noted that fiscal policy was important in recovering tourism demand in the
short-run. However, according to AZMI et al. (2021) in order to stabilize the effects of the fiscal
impacts in the long-run, there is need to sustain the income generating potential of the nation.
Therefore, there was need to study the long-term effects of fiscal reforms on tourism recovery
measures.

Fiscal policies in the post-pandemic tourism context
From a public policy perspective, there has been emerging neoliberal perspectives questioning
the concentration of wealth as well as interrogating the social perspectives of capitalism during
and after pandemics (Giron and Correa, 2021; Solorza, 2021). The COVID-19 pandemic brought
about unprecedented fiscal responses with a fiscal spending of $11 trillion worldwide (Gaspar
and Gopinath, 2020). Further, the COVID-19 crisis forced most governments to apply
countercyclical fiscal policies (Tian, 2021), therefore validating themacroeconomic arguments of
Kalecki andKeynes of using public spending as an instrument of last resort to substitute private
spending (Lopez andAssous, 2010). Indeed, the unprecedented fiscal responses by governments
as a result of the pandemic raised a number of issues amongst which was the impacts of fiscal
policies on tourism recovery in a post-pandemic context. A cross-country comparison of fiscal
policy government responses to the COVID-19 pandemic indicates that the fiscal policies
globally varied in terms of fiscal policy targets, the economic situation during the pandemic,
fiscal capacities, size of fiscal spending as well as the fiscal policy tools (IMF, 2021; Chen et al.,
2021). Studies on fiscal policies during pandemic eras establish that liquidity assistance
programs as most effective fiscal measure in addressing the economic impacts of the pandemic
(Faria-e-Castro, 2021; Di Pietro et al., 2020). Despite the fact that most post COVID-19 fiscal
interventions sought to establish a balance between the government receipts, expenditures and
public debt ratio to GDP, moments of austerity and lower taxes due to the COVID-19 pandemic
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brought in employment support challenges as well as income reduction for most governments
(Heald and Hodges, 2020). However, according to Dela Santa (2017), there have been need to
focus on fiscal incentives such as credit support and lower taxes for tourism recovery in order to
realize meaningful gains in the sector as has been in the Philippines.

Methodology
A Markov regime-switching (MS) regression tourism demand model was used to explore
relationship between fiscal policies and inbound tourism in Kenya. It was used to establish
the relationships that exist between COVID-19 pandemic, fiscal policies and tourism revenue
in Kenyan context. MS models are time-series models in which parameters are free to change
in each of a set number of regimes. The model includes a stochastic process that is presumed
to have caused the regime shifts, allowing for model-based projections that take into account
the likelihood of future regime shifts (Piger, 2009). Regime switching models can be classified
into two types: Threshold andMarkov switching. Tong (2012) proposed the threshold model,
which assumes that regime transitions are caused by the level of observed variables in
relation to an unobserved threshold. AMarkov chain is a discrete stochastic process in which
the probability of various future events is determined solely by the current state of the system
or the immediately previous state (Gagniuc, 2017). Examples of states include recessions and
expansions, high and low volatility, depressed and non-depressive states, epidemic and non-
epidemic states. Hamilton (1989) presented the first application of the MS models in
economics, in the analysis of business cycles. He used data on gross domestic product growth
rates and fitted the following autoregressive model where the error term is conditionally
normally distributed:

ðyt � μstÞ ¼ βstðyt−1 � μst−1Þ þ εt;

In this paper, we use an MS time series approach to modeling the effects of fiscal policies and
COVID-19 pandemic on tourism destination competitiveness in Kenya. Variables were
transformed into their natural logarithm, whichmakes series variability more equal resulting
in a more symmetric distribution (Tsunga, 2020). We consider a model with Kenya’s
international tourist arrivals (ITA) as the dependent variable and COVID-19 pandemic
dummy as the independent variable. The dummy had a value of one (1) from quarter four
2019 (when COVID-19 started) to date and a value of zero from the period before quarter four
2019. We used quarterly data from quarter one 2010 to quarter four 2021. We follow (Perles
Ribes et al., 2015) and use a Markov-switching model where the sub index “ri” is an indicator
of the corresponding regimes:

lnTR ¼ αþ β1ri lnITAþ β2ri lnDBOþ β3ri lnIBOþ δ1riCOVID19þ ε

Where;

LnTR is the natural logarithm of tourism revenue;

LnITA is the natural logarithm of international tourist arrivals;

LnDBO is the natural logarithm of domestic tourists’ bed occupancy;

LnIBO is the natural logarithm of international tourists’ bed occupancy.

Tomake moderately skewed data more normally distributed or to achieve constant variance,
the variables were transformed in to natural logarithms. Natural logarithm of variables helps
to respond to skewness of large values and also to show percent change of the variables
(L€utkepohl andXu, 2012). The COVID-19 pandemic is captured by a dummyvariablewith the
onset of the outbreak detected at the end of 2019.
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Data type and descriptive statistics
The study used secondary data sourced from the websites of the World Bank and the Kenya
ministry of tourism. The study used 44 observations from quarter one 2010 to quarter four 2021.
Table 1 shows the summary statistics. The summary statistics were tabulated yearly from 2010
to 2021. The mean of ITAwas 1,528,261 tourists for the study period with a standard deviation
of 54,124.84. The lowest or minimum tourist arrivals were 567,848 which was reported in the
year 2020 while themaximum tourist arrivals was 2,048,834 tourists in the year 2019. Themean
of tourism revenues was 1.6 billion dollars with a standard deviation of 415,000,000. The
minimum or lowest tourism revenue was 440,500,000 USDwhich was reported in the year 2020
while the maximum was 2,004,000,000 USD reported in the year 2019. The mean of bed
occupancy was 3,115,086 for domestic tourists and 3,520,077 for international tourists with a
standard deviation of 1,011,096 and 987,687, respectively. The lowest or minimum bed
occupancy was 1,204,650 for domestic tourists and 1,085,550 for international tourists. These
were reported in the year 2020when the effects of theCOVID-19 pandemicwere at the peak.This
was also the period occasioned by travel restrictions which greatly affected the hotel industry.
The maximum bed occupancy 4,818,600 for domestic tourists reported in the year 2019 and
4,411,800 for international tourists reported in the year 2011.

Initial bed occupancy data observations as indicated by Figure 1 above shows that
domestic tourism activity in Kenya has been increasing since 2010 and despite the drop in
tourism numbers as a result of the COVID-19 pandemic. Initially, international bed occupancy

Variable Mean Std. Dev. Min Max

Tourism revenue (in USD) 1,610,000,000 ±415,000,000 440,500,000 2,004,000,000
Domestic bed occupancy 3,115,086 ±1,011,096 1,204,650 4,818,600
International bed occupancy 3,520,077 ±987,687 1,085,550 4,411,800
International tourist arrivals 1,528,261 ±416,728 567,848 2,048,834

Table 1.
Summary statistics

Figure 1.
Domestic and

international tourists
bed occupancy (DBO

and IBO)

Tourism
destination

competitiveness
in Kenya



levels were higher than the domestic bed occupancy levels. However, the domestic bed
occupancy levels have been increasing gradually and by 2015, domestic bed occupancy level
had exceeded the international bed occupancy levels. This indicates that domestic tourism
activity is able to spur growth in Kenya.

Findings and discussion
The estimation results of the Markov-switching dynamic regression are reported in Table 2.
The entire variables have the expected signs. The coefficients of international tourists’
arrivals, domestic bed occupancy and international bed occupancy are positive and
significant with p-values of 0.000. This implies that international tourists’ arrivals, domestic
bed occupancy and international bed occupancy have a positive effect on tourism revenue in
Kenya. This is indicative of the fact that increases in tourism have an effect of boosting the
economy through tourism revenue. The coefficient of COVID-19 is negative and significant
(p-value of 0.000). This implies negative effects of the pandemic to the economy. The table also
displays the elements of the first k� 1 rows of the transition matrix, where k is the number of
states as well as the means and standard deviations.

The State 1 is the modest state and has a mean of 11.94% while State 2 is the high form
and has a mean of 12.09%. The high rate state Table 2 shows the transition probabilities of
switching low ITA or high ITA. p11 is the projected probability of the tourism sector
staying in state 1 in the next period. Table 3 contains the probabilities of switching from
one state to another.

Sample: 2010q1 - 2020q3 No. of jobs 5 43

Number of states 5 2 AIC 5 �3.3543
Unconditional probabilities: transition HQIC 5 �3.2184
Log likelihood 5 81.11838 SBIC 5 �2.9857

LnTR Coef. Std. Err. z p>jzj [95% Conf. Interval]

LnTR
LnITA 0.029836 0.006444 4.63 0.0000 0.0172055 0.0424657
LnDBO 0.151712 0.025075 6.05 0.0000 0.1025667 0.2008571
LnIBO 0.433142 0.020967 20.66 0.0000 0.3920473 0.4742373
COVID19 �0.10875 0.027393 �3.97 0.0000 �0.162442 �0.0550635

State 1
_cons j 11.94991 0.218164 54.77 0.0000 11.52232 12.37751

State 2
_cons 12.09434 0.215482 56.13 0.0000 11.67201 12.51668
sigma 0.030719 0.003361 0.0247902 0.0380644
p11 0.96987 0.031738 0.7929746 0.996317
p21 0.069039 0.055253 0.013567 0.285642

From/to state 1 2

1 0.96987 1–0.96987
2 0.069039 1–0.069039

Table 2.
Markov-switching
dynamic regression

Table 3.
Probabilities of
switching from one
state (either low tourist
revenues or high
tourist revenues) to
another in one period of
time to the next period
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The estimate of 0.96987 implies that state 1 is highly tenacious. Similarly, p21 shows the
probability of transitioning to state 1 from state 2. The probability of staying in state 2 is
therefore 1–0.069039 5 0.930961, which implies that state 2 is also highly visible.

Conclusion and recommendations
In conclusion, the findings showed how international visitor arrivals patterns change over
time, characterized by an exogenous shock, namely the COVID-19 pandemic. The study
showed that Kenya switches between two states of high and low tourist revenues and both
states are persistent. This means that when we are in any one of the states, the probability of
moving out of these states is very low. The theoretical implications show that to promote the
state of high international and domestic tourist arrivals, the government should encourage
more fiscal spending initiatives that encourage the increase in tourist arrivals and
occupancies such as vaccinations against COVID-19 and promoting safe spaces for visitors
within the destination is key towards reviving the sector. In order to curb the hysteresis
effects of COVID-19 related depression and resultant impacts on GDP, there is need to review
the national fiscal policies and target fiscal policies on the cyclical effects of the COVID-19
impacts on international tourismmarket. Additionally, the government should focusmore on
preventive measures as well as opening the borders to allow international travel during such
outbreaks. This could restore mobility and encourage border crossings, thereby increasing
tourism. However, further research is key towards modeling the long-term impacts of fiscal
policies on the tourism economy in developing countries context.
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