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ABSTRACT

In this research seminar, theory as well as methodology of estimating travel expenses and utility allocation
by means of a hedonic regression
is presented.

2 cases - Swiss outbound (data: Travel Market Switzerland) and Australia inbound (International Visitor
Survey) - shall illustrate the issue.

Theory: The underlying idea of hedonic regression is based on Working, Rosen, and other. They stipulate
that the sum of all expenses (i.e. the total costs) of a given good (i.e. private trip) is assumed to be a
function of its supply-sided characteristics. A difference in one of those characteristics (ceteris paribus)
induces different prices and thus expenditures. That difference represents the implicit or hedonic price,
reflecting the marginal difference in a given goods utility.

The approach is well supported by household production theory, according to which a household allocates its
income on different goods, which represent different levels of utility. A leisure trip is one such good.
However, it consists - more than other goods - of a bundle of goods, of which each one can be distinguished
by customer oriented characteristics of its own. So, the individual must make an expenditure allocation
decision with regard to each element of a given bundle. According to the principles of Gossen, the consumer
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allocates resources for travelling by optimizing the partial marginal benefits of each element in a way that
the overall utility of a given trip is maximized. Due to the necessary indivisibility of the good analysed a
given element of the trip bundle does not generate an immediate utility but is bearer of characteristics
generating indirect utility.

Methodology: Total and marginal expenses per person for a given trip with a given travel party can be
estimated by log-linear regressing a selection of explicators towards overall expenses. Those explicators can
include duration of trip, number of travel companions, distance travelled, choices of destination,
accommodation, transportation, and other. By choosing a log approach, effects can be isolated and potential
arbitrage between the items tested is reduced.

Results: Swiss Outbound: The results (all ceteris paribus) reveal that the travel expenses per person and
trip underproportionally increase in the case of an increase of distance and duration, with an
underproportional negative effect of the number of participating household members. The value drivers
identified are the number of participating household members (with regard to domestic tourism) and the
duration of a trip (with regard to international fourism). Overall, the type of accommodation has the
comparably highest elasticity.

Australia Inbound: The results (all /ceteris paribus/) reveal that visitors from mature markets, most of
them in Europe, tend to spend approximately 20 to 30 percent less on a trip fo Australia than those from
less mature markets, most of them in Asia. Attending conferences as a delegate, visitation to rural areas
such as the outback, and travel aimed at enjoying local food and beverages, are associated with higher
spending compared to other reasons for visiting Australia. In contrast, (commoditized) beach holidays and
visitation to events lead to comparably less spending. With regard to accommodation, the use of hotels
results in expenditure 20 percent higher than average for other forms of accommodation, whereas staying
with friends and relatives leads to expenditure of 8 to 14 percent less than average. Finally, travelers on
group tours spend up to 10 percent less than average.

Lunch will be provided.
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