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Abstract

Purpose – Based on a panel vector error correction model (PVECM), this study aims to investigate the

impact of foreign direct investment (FDI) on tourism development in a selected group of 17 small island

economies during 1995-2018. In the long run, a positive and direct relationship was found between

foreign investment and tourists’ arrival. Moreover, economic performance and tourists’ income were also

found to be key determinants of tourism development. It is further observed that there is bidirectional

causality between the two variables. Hence, one can argue that FDI is a key element for tourism

development. So, if the countries can attract more FDI and grow economically, these elements will

contribute positively to the sector in the future.

Design/methodology/approach – This work uses rigorous dynamic time series analysis, namely, a

dynamic PVECM, which takes into account dynamism and endogeneity issues in tourism modelling.

Furthermore, the PVECM is also appropriately suited for integrating short- and long-run analysis.

Findings – The results confirm that FDI has been an important ingredient in the tourism development of

the island economies in the long run. Interestingly, a bidirectional causality between FDI and tourism

development is validated. Moreover, growth will as well be important. So, if the country can attract more

FDI and grow economically, these elements will attract the tourists of the future.

Originality/value – Relatively few studies have rigorously studied the relationships between FDI and

tourism development, particularly with respect to developing countries and small island states which rely

heavily on tourism aswell as FDI. As such existing research has neglected dynamic and reverse causality

analysis in their respective FDI-tourism modelling. This study thus attempts to address the above and

supplement the literature by investigating the direct and indirect relationship between FDI and tourism

development for the case of small island economies over the period 1995-2018. Moreover, the

implication of foreign capital inflows on tourism futures will as well be developed.

Keywords Causality, Tourism development, Foreign direct investment, Tourism futures

Paper type Research paper

1. Introduction

The travel and tourism sector is the key economic sector for small island economies as it helps

in job creations and boosts earnings. Indeed, many of these countries rely heavily on tourism

revenue. This sector is crucial for economic development as well and these economies will

suffer if ever the tourism sector contract in the future. To further expand the tourism sector,

various resources are needed and foreign direct investment (FDI) has been identified to be

crucial here. Indeed, tourism remains an activity where capital, infrastructure, knowledge and

access to global marketing and distribution chains play an essential role, and FDI is

considered as one of the most effective engines for supporting such critical elements.

Certainly, it plays a significant role in developing the tourism industry by providing the

required capital and knowledge to invest in land improvements, infrastructure and buildings

(Endo, 2006; Selvanathan et al., 2012). It is also an important factor in the transfer of skills,
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knowledge of products and techniques to the countries in which they have a presence

(Blomström and Sjöholm, 1999 and Markusen, 1995). Moreover, these foreign companies

also make a significant contribution with respect to investment in human capital in terms of

training mainly which remains critical for tourism development. Also, international hotel and

restaurant chains with reputation and proven track experience also attract more tourists.

However, there are also certain drawbacks with FDI in the form of profit repatriation and

mainly in terms of crowding out of domestic firms.

Because the benefits received from FDI constitute a key issue for policymakers, it is of

utmost importance to investigate clearly the benefits flowing from these firms. It is also

important to note that there has been a little mapping of the extent of FDI on the tourism

sector even though many developing countries have been giving priority to attracting FDI.

The present study concentrates on the case of small island developing states (SIDS). These

economies are a distinct group of developing countries facing specific social, economic

and environmental vulnerabilities. The common challenges include a narrow resource base,

small domestic markets and heavy dependence on a few external and remote markets;

high costs for energy, infrastructure, transportation, communication and servicing; long

distances from export markets and import resources; low and irregular international traffic

volumes; little resilience to natural disasters; growing populations; high volatility of

economic growth; limited opportunities for the private sector and a proportionately large

reliance of their economies on their public sector; and fragile natural environments[1].

These small island economies are very vulnerable and often associated with the fact that

small economies are not able to influence their terms of trade due to their lack of

international power (Liou and Ding, 2004). Scholars have debated that due to their small

size, SIDS have difficulties to diversify their export and as a result of this, there is an

overdependence on a narrow range of goods and services (Armstrong and Read, 2002;

Briguglio, 1995). The unique characteristics of small island states, therefore, provide a

special case for studying the tourism-FDI relationship (Nunkoo and Seetanah, 2018).

Hence, by using a panel vector error correction model (PVECM), the present study attempts

at investigating the relationship between FDI and tourism development for 17 small island

economies over the period 1995-2018. Moreover, by using this framework, the dynamic

feedbacks are captured and also permit the detection of any indirect effects among the

variables.

The rest of this paper is organized as follows: Section 2 discusses the theoretical and

empirical literature; Section 3 provides a brief overview of the tourism sector and FDI in

selected island economies, whereas Section 4 defines the methodological approach used;

Section 5 delineates and discusses the findings and finally, Section 6 presents conclusions.

2. Literature review

Analysing the literature on tourism, studies are rather concentrated on the link between

tourism and economic growth. The tourism led growth hypothesis has been overwhelmingly

discussed in various studies. This theory states that international tourism leads to a

significant increase in economic growth. Sinclair and Stabler (2002) and Samimi et al.’s

(2011) studies prove this relationship in their studies. Moreover, tourism development is

seen to also increase the level of direct and indirect employment in an economy. For

instance, the study by Fauzel et al. (2017) shows that tourism development has contributed

towards boosting direct employment, indirect employment and induced employment in the

small island economy of Mauritius. Hence, apart from directly creating jobs in the tourism

industry, a development in the tourism sector also leads to employment in other sectors of

the economy. Similar findings were obtained by McCatty and Serju (2006). In addition to

that, international tourism also contributes to an increase in income enhancing efficiency

through increased competition among firms and other international tourist destinations and
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facilitating the exploitation of economies of scale in local firms (Krueger, 1980; Helpman and

Krugman, 1985 and Samimi et al., 2013).

Tourism development has various positive impacts on the economy. To further develop the

tourism sector, several attributes are needed in an economy. These are in the form of

capital, infrastructure, knowledge and access to global marketing and distribution chains

(Samimi et al., 2013). Foreign investment is viewed as an important avenue through which

countries can get access to capital and help in the development of infrastructures such as

international airports, highways, hotels and modern technologies. (Zhang et al., 1999;

Andergassen and Candela, 2009). Although FDI can boost the tourism sector, the reverse is

as well possible. For instance, as highlighted by the dependency theory which is based on

the Marxist thought, developing economies face negative impact from foreign investment

due to profit repatriation, declining reinvestment and income inequality. Therefore, FDI

inflows to the host country can harm local firms, stifle technological innovation and “crowd

out” domestic firms (Dixon and Boswell, 1996).

Also, tourists demand goods and services such as accommodation, food, transportation

services and entertainment (among others) in the host country, and it is known that this put

pressure on the current level of production, especially for developing countries, which

needs to be increased to meet this demand. As a result, FDI flow in these countries to meet

domestic resources constraints. Moreover, FDI will as well flow directly in the tourism sector

in terms of investment in international chains of hotels (Tang et al., 2007). Hence, tourism

development also encourages FDI inflow.

For instance, the study of Craigwell and Moore (2008) investigated the relationship between

FDI and tourism in SIDS by applying panel causality tests. The results obtained from the

homogenous and instantaneous causality tests showed the existence of a bidirectional

causal relationship between FDI and tourism development. However, this causality is not

homogenous for the group of countries. Indeed, heterogeneous causality tests suggest that

there exists a bidirectional causal relationship for only a small set of countries.

Similar results were obtained by Haley and Haley (1997). They found that FDI has the

potential to boost the tourism sector as these investment flow in new tourist attractions and

accommodations. The study also found a reverse causality from FDI to tourism. Another

study on the tourism FDI nexus is by Sanford and Dong (2000) which examine the influence

of tourism on new FDI in the USA. They applied the Tobit analysis and found a positive and

significant relationship between tourism and FDI. This paper further assumed that there

exists a one-way causality running from tourism to FDI and, therefore, did not investigated

the possible role that FDI flows can have on stimulating the tourism industry in a particular

region or country.

Another strand of literature examined the relationship between FDI in real estate and

tourism development. The concept of repeat tourism has been highlighted by Fereidouni

and Al-mulali (2014). They investigated the empirical link between FDI in the real estate

sector and international tourism. Foreign investment in integrated resort schemes and

residential estate schemes, resulted in an increased number of repeat tourists, with owners

coming to the destination quite regularly with family and friends to benefit from their

investment. The panel co-integration and panel Granger causality techniques applied to

analyse both long- and short-run relationships for the case study of selected Organisation

for Economic Co-operation and Development countries showed the existence of the long-

run and a bidirectional causal relationship between FDI in real estate and tourist

development.

Several papers investigated the relationship between FDI, economic growth and tourism

development. For instance, the paper by Tang et al. (2007), studied the causal relationships

among FDI, economic growth and tourism demand in China. They used the error correction

model and found a bilateral causal relationship between tourism demand and economic
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growth thus confirming the tourism-led growth hypothesis. More so, a one-way causality link

from FDI to tourism demand was obtained from the results. Such findings were confirmed

by Selvanathan et al. (2012) who used quarterly statistics from 1995 to 2007 for the case of

India in a vector autoregressive framework. Other studies investigated the impact of tourism

on the environment and vice versa. For instance, climate scientists have argued that

temperatures have risen rapidly during recent years mainly due to an increase in the CO2

emission. Global tourism is seen to be closely associated with climate change (Sunlu,

2003). Although tourism may be a cause of climate change, they may as well be

discouraged to visit certain locations due to unfavourable climatic conditions. Seetanah

et al. (2019) observed that climate change discourages tourists’ arrival in both the short run

and long run.

Overall, empirical studies overwhelmingly show that there is a positive link between

tourism development and FDI. However, studies on the FDI-Tourism relationship are

relatively scant for the case of developing and small island economies. The present

study aims at investigating the short run, the long run, as well as the causal link

between FDI and tourism development for small island economies by using innovative

econometric techniques.

3. Overview of tourism and foreign direct investment in the sample of small island
economies

The tourism sector proves to be crucial for small island economies as it is an avenue

through which there are job creations and economic prosperity. With an increase in global

tariff and trade rules, manufacturing industries are contracting, thereby making the tourism

sector even more important for these islands. Referring to the number of tourists’ arrival in a

sample of islands (tourists’ arrival has been used as the main variable in the methodology),

it is noted that on average it has increased (Figure 1).

Figure 1 Tourists arrival
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On average, total tourists’ arrivals for the above list of islands have increased by

approximately 117 per cent with islands such as Maldives, Cabo Verde, Vanuatu, Suriname

and Mauritius registering more than 100 per cent increase in international tourist arrivals

from 1995 to 2015.

Caribbean SIDS are the one receiving most of the FDI. The reason for this has been

explained by their proximity to and economic dependence on the large North American

market. However, SIDS located in Africa, Asia and Oceania experienced relatively stronger

FDI growth during the 2000s, increasing their share in total FDI flows to the group from 11

per cent in 2001-2004, to 20 per cent in 2005-2008, up to 29 per cent in 2009-2013. FDI

flows into the SIDS accounted for only 0.4 per cent of global FDI over the period 2001-2013.

The ratio of inflows to current gross domestic product (GDP) during 2001-2013 was more

than twice the average for other developing and transition economies. Foreign investments

have been flowing mainly through investment in greenfield projects. Resource-rich

countries such as Papua New Guinea, Trinidad and Tobago and Timor-Leste represented

63 per cent of such transnational corporations (TNCs) announced investments. TNCs from

developing and transition economies have focused their interest mainly on Papua New

Guinea, the Maldives, Mauritius and Jamaica, which together represented 89 per cent of

those TNCs’ total announced investment. Investment capital has been obtained mainly from

FDI to develop the small islands (UNCTAD, 2013). The figure below shows the top five

recipients of FDI in the SIDS for 2016 and 2017 (Figure 2).

4. Model specifications

The aim of the present study is to investigate the impact of FDI on tourism development for

17 island economies over the period 1995-2018. Based on the findings, implications for

tourism futures will be discussed. The basic specification of the model is based on the

principles of some earlier studies carried out by Samimi et al. (2013) and Fauzel et al.

(2017). In this regard, the econometric models take the following functional form:

Model:

Tou ¼ f FDI; RGDP ; WINC; CPI; POLð Þ (1)

The dependent variable is tourist arrivals[2], and data is obtained from the World

Tourism Organization, Yearbook of Tourism Statistics, Compendium of Tourism

Statistics and data files. In terms of an independent variable, the focus is on FDI and it

Figure 2 Top five recipients of FDI in the SIDS for 2016 and 2017
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is measured by FDI inflow as a percentage of GDP. Studies like Forsyth and Dwyer

(2003) argued that foreign investment and know-how are considered to be of

paramount importance in creating and upgrading tourism-related infrastructure and

also in fostering additional investment in the tourism sector. As such, a positive

coefficient is expected in the present instance. Moreover, tourism development is

often regarded as a crucial element for economic growth and vice versa. The variable

real GDP as proxied by RGDP is as well included. This variable shows the level of

development in countries included in the study. Tourists also prefer to go to countries

which are developed and have a high level of infrastructure. For instance, the tourism

led growth hypothesis, as propounded by Louca (2006), Noriko and Mototsugu (2007)

and Gani (1998), supports the positive relationship between international tourism and

economic growth for small island economies.

Following Hanafiah and Harun (2010), the consumer price index (CPI) is included in the

study as a measure of inflation. High prices in the countries will normally discourage

tourists’ arrival. However, if inflation is relatively lower compared to tourists’ countries of

origin, then it will attract them. Moreover, the income of tourists will as well influence tourists’

arrival. The world GDP per capita (WINC) is used to account for the income of tourists. Data

is obtained from the World Bank database.

Pollution (POL) is as well considered as a factor deterring tourists’ arrival as discussed in

the literature. For instance, following Ng et al. (2016), carbon dioxide emissions are used as

a proxy in the current study to measure POL level.

The econometric specification can be written as follows:

lnTOUt ¼ a0 þ b1lnFDIt þ b2lnRGDPt þ b3lnWINCt þ b4lnCPIt þ b5lnPOLt þ mt ; (2)

where t denotes the time dimension and the natural logarithm of the variables are used for

the ease of interpretation (that is in percentage terms).

4.1 Panel unit root testing

Variables in a PVECM needs to be stationary. If they are non-stationary then the regression

results will be spurious. Hence, if the variables are non-stationary, by differencing them,

they will become stationary. The stationarity of the underlying variables is tested using panel

unit root tests, namely, Im, Pesaran and Shin (1998) test.

4.2 Panel cointegration testing

Next step is to test for the existence of a long-run equilibrium relationship between the

variables. Actually, non-stationary variables may deviate from each other in the short

run. But the existence of co-integration will cause them to be associated in the long run

as they share the same stochastic trends. If the series are co-integrated, the above

equation will depict a long-run relationship. A heterogeneous panel co-integration test

developed by Pedroni (1999) is used. Pedroni panel co-integration uses a residual-

based Augmented Dickey Fuller test.

4.3 Error correction model

Because the series are co-integrated, an error correction model is being used. Engel and

Granger (Granger, 1983; Engle and Granger, 1987) argued that the presence of co-

integration eliminates the likelihood of the estimates being spurious as a result of omitted

variable bias and endogeneity. The short-run properties of the series are observed using

PVECM, specified as follows:
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D Zxtð Þ ¼ w þ rD Zxt�1ð Þ þ u xt (3)

where:

D = The first difference operator;

Zxt = vector of the six variables used in this study;

w = vector constant term;

r = (6x 6) matrix of parameters;

Zxt–1 = vector of the six variables lagged by 1 year; and

u = the vector error term.

After obtaining the short-run estimates, the long-run relationship will be estimated using a

PVECM model whereby apart from the two main variables of interest (LTOU and LFDI); the

other control variables (LRGDP, LCPI, LWINC and LPOL) are also examined to investigate

their influence.

5. Analysis of findings

Using the Im et al. (2003) panel unit root test, it was found that the series is stationary at their

first difference This means that the series follows an I (1) process (results are included in

Appendix). Because all the variables in the sample are integrated of order 1, the presence

of long-run relationships among the variables is being tested. The results show the

presence of co-integrating vector and thus it was concluded that a long-run relationship

exists between tourist arrival, FDI, RGDP, world income, inflation and POL.

5.1 Long-run estimates

The long-run relationship is first analysed in the equations below. More stimulating insights

on endogeneity issues and indirect impacts are made possible by using the dynamic

approach.

5.2 Results from panel vector error correction model

lnTOUt ¼ 0:24� þ 0:03lnFDI��� þ 0:09lnRGDP��� þ 1:08lnWINC���

þ 0:19lnCPI��� þ 0:52lnPOL���; (4)

where � indicates the significance at 10 per cent, �� significance at 5 per cent and ���

significance at 1 per cent.

The equation of interest is equation (4) with tourists’ arrival as the dependent variable. From

the results reported, it can be found that the main variable which is ln FDI have the

expected influence on tourism development. Also, it is statistically significant implying that a

10 per cent increase in FDI results in a 0.3 per cent increase in tourists’ arrival. This result is

in line with Craigwell and Moore (2008) as well as Mustapha (2016). It is argued that FDI is

an important route through which developing countries can boost their tourism sector.

Indeed, FDI provides the required inputs such as capital and infrastructure, for example,

international airports, highways, hotels and modern technologies which are important for

tourism development. Therefore, foreign investment is a crucial element for the

development of the tourism sector for developing countries including island economies.

Though the main objective of this paper is to investigate the link between tourists’ arrival and

FDI, the effect of other macroeconomic variables on tourism development is as well studied.

The variable RGDP is also of interest. For instance, it is noted that the coefficient RGDP is

positive and significant. This implies that apart from FDI influencing tourism development, it
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is observed that economic growth can as well increase tourists’ arrival in the long run. This

finding is in line with Shakur et al. (2017). In fact, the more the country do well the more

stable and sounds are the economic, social and political situations. As a result of this, more

tourists will visit the country.

The coefficient relating to the world income gives information on the link between tourists’

arrival and tourists’ income. Referring to the results, it is noted that the result is positive and

significant as expected. Hence, the higher their income the more will be the demand for

tourism activities. The result supports this concept. On the other hand, inflation in the

islands is expected to have a negative impact on tourism demand. However, it is seen that

even with high prices in the country, tourists are not discouraged to travel. This can be

explained by the fact that prices are lower in the destination countries compared to the

tourists’ countries of origin. Regarding the POL variable, again it can be seen that it does

not deter tourists’ arrival in the countries included in the sample.

Investigating the existence of reverse causation, the FDI equation is analysed. The results

are shown below:

lnFDIt ¼�709:21þ 29:85lnTOU��� � 2:68lnRGDP��� � 32:28lnWINC���

�5:74lnCPI��� � 15:44lnPOL���; (5)

where � indicates the significance at 10 per cent, �� significance at 5 per cent and ���

significance at 1 per cent.

It is found that reverse causation exists as well as tourism growth appears to be also a

determinant of FDI. It is found that a 1 per cent increase in tourists’ arrival results in 29.85

per cent increase in FDI inflow. It, therefore, implies that tourism development of the

countries plays an important role in attracting FDI thus supporting a bi-causal and

reinforcing relationship between tourism development and FDI. More so, it is observed that

there is a negative link between FDI and the host countries’ inflation. Countries with fast

growth in prices discourage FDI inflow.

5.3 Short-run estimates

The short-run dynamics are examined via the PVECM approach.

Table I is a composite table, where each column can be viewed and analysed as an

independent function, that is, each column in the table corresponds to an equation in the

PVECM. The variable named in the first cell of each column is viewed as the dependent

variable. The estimated coefficient of the explanatory variables is reported in the cells.

Analysing the short-run results in Column 2 that is the equation having D (LTOU) as the

dependent variable it is found that the coefficient FDI is positive but not significant. This can

Table I Short-run results

Error correction D(LTOU) D(LFDI) D(LRGDP) D(LWINC) D(LCPI) D(LPOL)

CointEq1 0.001049 –0.225348��� 6.136761��� 0.034880��� 2.733720��� –0.133912���

D(LTOU(�1)) –0.155653��� 0.664248��� –2.307232 –0.010880 7.293618��� 0.425130���

D(LFDI(�1)) 0.000650 –0.417790��� –0.716228��� 0.044470 –0.088849��� 0.155295���

D(RGDP(�1)) 0.007522��� 0.015440��� –0.033002 –0.001572��� 0.152847��� –0.017760���

D(CPI(�1)) 0.005499��� –0.109486��� –0.215055��� –0.000983 0.035216 –0.009942

D(WINC(�1)) 0.766490��� 0.353976 16.28471��� 0.328726��� 1.700514��� –0.398470���

D(LPOL(�1)) 0.087231 0.257197 4.730482 0.038236 2.933363 –0.261892

C 0.017310 0.013728 –0.586340 0.032273 –0.380880 –0.003343

Note: ���Significance at 1%
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be explained by the fact that this coefficient takes time to have its full effect on tourists’

arrival. A close look at the results gives further useful insights on the possible determinants

of tourists’ arrivals. For instance, it is noted that in the short-run economic growth as

measured by RGDP is a determinant of tourism development. Apart from this, the income of

tourists as measured by the world income is as well seen to influence tourism development

in the island economies. However, an insignificant relationship is observed for the variable

POL in the short run.

Also, the estimates of the PVECM help to make further analysis of the results. Analysing the

fourth column with RGDP as the dependent variable, another link is observed. For instance,

it is noted that higher inflation reduces economic growth in the sample of countries

considered under this study. Inflation refers to an increase in the price level and as price

increases, there is a reduction in purchasing power of money. As a result, consumption falls

and therefore GDP decreases. The results in the above table show that a 1 per cent in

inflation reduces GDP by 0.21 per cent. This result is similar to Barro (1995). Finally,

referring to the last column, it can be observed that an increase in tourists’ arrival increases

the level of POL in the SIDS countries. This finding is in line with numerous studies such as

Ng et al. (2016), Arbul�u et al. (2015) and Katircio�glu (2014).

6. Conclusion

By using the PVECM method, this empirical study investigates the link which exists between

FDI and tourism development in a selected group of 17 island economies during 1995-

2018. The motivation for this investigation comes from the mixed results obtained on the

FDI-tourism nexus in the few papers that exist for developing countries. This study is

believed to add to the literature on this topic and further deepen the understanding of the

link between FDI and tourism development. The results show that FDI has eventually led to

an increase in tourists’ arrival in the long run. Furthermore, economic performance and

income of tourists are seen to be a key determinant of tourists’ arrival in the long run.

Furthermore, bidirectional causality between FDI and tourism development is obtained for

the long run.

Also, tourism has become the main economic activity for many SIDS, and thereby creating

much employment and generating an inflow of foreign exchange earnings. To enhance

tourism development in the future, more foreign investors should be attracted. Scholars

support the view that FDI provides substantial financial capital, technological know-how and

managerial expertise to the host economies. These investors are also important for

economic growth. The findings emanating from this paper also support this argument.

Moreover, it was found that FDI contributes to tourism development. FDI also has the

potential to provide more advanced services in the tourism sector as these firms invest a lot

in R&D and come up with innovation. Hence, there is a need from policymakers to intervene

and implement various policies to attract FDI. These can be in terms of reducing restrictions

on FDI as well as providing a better environment for boosting these investments. For

instance, policies towards improved ease of doing business, relatively flexible labour

markets, as well as the protection of intellectual property rights, are crucial. Hence, more

FDI will boost the tourism sector in the future. Incentives to attract tourism-related FDI

include grants or loans at preferential rates to these investors, tariff exemptions; tax

holidays. Public–private partnerships, as well as the government financing infrastructure

and underwrites investment. In addition to that, the establishment of investment promotion

centres will be beneficial. Other policies include joint ventures between domestic and

foreign investors’ as well as multinational corporations (MNCs) in build and operate

programmes. Furthermore, MNCs should be able to manage, lease or own hotels. Trade

fairs for tourism and investment as well as training schemes for tourism employees will

prove to be important. Moreover, policymakers can as well target policies directly in the

tourism sector. For instance, the creation of a marketing plan is crucial and targeting
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marketing segments will help here. All the above-mentioned policies will help the

development of the tourism sector in the future. Moreover, sustainable tourism management

in these countries will further help in the development of this key sector. There is a need to

consider the environmental aspect as well to ensure that there is sustained economic

growth contributed by the tourism sector. Hotels need to adopt best practices system to

ensure sustainable development of the tourism sector in the future.

Notes

1. http://unohrlls.org/custom-content/uploads/2013/08/SIDS-Small-Islands-Bigger-Stakes.pdf

2. Due to lack of data more variables could not be included.

References

Andergassen, R. and and Candela, G. (2009), “Less developed countries, tourism investments and

local economic development”, Working Paper No. 676, Department of Economics, University of

Bologna.

Arbul�u, I., Lozano, J. and Rey-Maquieira, J. (2015), “Tourism and solid waste generation in Europe: a

panel data assessment of the environmental kuznets curve”, Waste Management, Vol. 46,

pp. 628-636.

Armstrong, H.W. and Read, R. (2002), “The phantom of liberty? Economic growth and the vulnerability of

small states”, Journal of International Development, Vol. 14No. 4, pp. 435-458.

Barro, R. (1995), “Inflation and economic growth”, Federal Reserve Bank of St. Louis Review, Vol. 78,

pp. 153-169.

Blomström, M. and Sjöholm, F. (1999), “Technology transfer and spillovers: does local participation with

multinationals matter?”, European Economic Review, Vol. 43 No. 4-6, pp. 915-923.

Briguglio, L. (1995), “Small island developing states and their economic vulnerabilities”, World

Development, Vol. 23 No. 9, pp. 1615-1632.

Craigwell, R. and Moore, W. (2008), “Foreign direct investment and tourism in SIDS: evidence from panel

causality tests”, TourismAnalysis, Vol. 13 No. 4, pp. 427-432.

Dixon, W.J. and Boswell, T. (1996), “Dependency, disarticulation, and denominator effects: another look

at foreign capital penetration”,American Journal of Sociology, Vol. 102No. 2, pp. 543-562.

Endo, K. (2006), “Foreign direct investment in tourism – flows and volumes”, Tourism Management,

Vol. 27, pp. 600-614.

Engle, R.F. and Granger, C.W. (1987), “Co-integration and error correction: representation, estimation,

and testing”, Econometrica, Vol. 55 No. 2, pp. 251-276.

Fauzel, S., Seetanah, B. and Sannassee, R.V. (2017), “Analysing the impact of tourism foreign direct

investment on economic growth: evidence from a small Island developing state”, Tourism Economics,

Vol. 23 No. 5, pp. 1042-1055.

Fereidouni, H.G. and Al-Mulali, U. (2014), “The interaction between tourism and FDI in real estate in

OECD countries”,Current Issues in Tourism, Vol. 17No. 2, pp. 105-113.

Forsyth, P. and Dwyer, L. (2003), “Foreign investment in Australian tourism: a framework for analysis”,

Journal of Tourism Studies, Vol. 14 No. 1, pp. 67-77.

Gani, A. (1998), “Macroeconomic determinants of growth in the South pacific Island economies”,Applied

Economics Letters, Vol. 5 No. 12, pp. 747-749.

Granger, C.W. (1983), “Co-integrated variables and error-correcting models”, Doctoral dissertation,

Discussion Paper 83-13. Department of Economics, University of CA at San Diego.

Haley, U.C. and Haley, G.T. (1997), “When the tourists flew in: strategic implications of foreign direct

investment in vietnam’s tourism industry”,Management Decision, Vol. 35 No. 8, pp. 595-604.

Hanafiah, M.H.M. and Harun, M.F.M. (2010), “Tourism demand in Malaysia: a cross-sectional pool time-

series analysis”, International Journal of Trade, Economics and Finance, Vol. 1 No. 2, pp. 200.

VOL. 7 NO. 1 2021 j JOURNAL OF TOURISM FUTURES j PAGE 107

http://unohrlls.org/custom-content/uploads/2013/08/SIDS-Small-Islands-Bigger-Stakes.pdf


Helpman, E. and Krugman, P.R. (1985), “Market structure and foreign trade: increasing returns”,

Imperfect Competition, and the International Economy, MIT Press, Cambridge.

Im, K.S., Pesaran, M.H. and Shin, Y. (2003), “Testing for unit roots in heterogeneous panels”, Journal of

Econometrics, Vol. 115 No. 1, pp. 53-74.

Katircio�glu, S.T. (2014), “Testing the tourism-induced EKC hypothesis: the case of Singapore”, Economic

Modelling, Vol. 41, pp. 383-391.

Krueger, A.O. (1980), “Trade policy as an input to development”, American Economic Review, Vol. 70

No. 2, pp. 288-292.

Liou, F.M. and Ding, C.G. (2004), “Positioning the non-least-developed developing countries based

on vulnerability-related indicators”, Journal of International Development, Vol. 16 No. 6,

pp. 751-767.

Louca, C. (2006), “Income and expenditure in the tourism industry: time series evidence from Cyprus”,

TourismEconomics, Vol. 12 No. 4, pp. 603-617.

McCatty, M. and Serju, P. (2006), Tourism, EconomicGrowth and Employment, Bank of Jamaica, Kingston.

Markusen, J.R. (1995), “The boundaries of multinational enterprises and the theory of international trade”,

Journal of Economic Perspectives, Vol. 9 No. 2, pp. 169-189.

Ng, T.H., Lye, C.T. and Lim, Y.S. (2016), “A decomposition analysis of CO2 emissions: evidence from

Malaysia’s tourism industry”, International Journal of Sustainable Development & World Ecology, Vol. 23

No. 3, pp. 266-277.

Noriko, I. and Mototsugu, F. (2007), “Impacts of tourism and fiscal expenditure to remote islands: the

case of the Amami Islands in Japan”,Applied Economics Letter, Vol. 14, pp. 661-666.

Nunkoo, R. and Seetanah, B. (2018), “Foreign direct investment and tourism development: a theoretical

and empirical review”,SageHandbook of TourismManagement, pp. 45-57.

Pedroni, P. (1999), “Critical values for cointegration tests in heterogeneous panels with multiple

regressors”,Oxford Bulletin of Economics andStatistics, Vol. 61 No. S1, pp. 653-670.

Pesaran, M.H. and Shin, Y. (1998), “An autoregressive distributed-lag modelling approach to

cointegration analysis”,Econometric SocietyMonographs, Vol. 31, pp. 371-413.

Samimi, A.J., Sadeghi, S. and Sadeghi, S. (2011), “Tourism and economic growth in developing

countries: p -VAR approach”,Middle-East Journal of Scientific Research, Vol. 10 No. 1, pp. 28-32.

Samimi, A.J., Sadeghi, S. and Sadeghi, S. (2013), “The relationship between foreign direct investment

and tourism development: evidence from developing countries”, Institutions and Economics, Vol. 5 No. 2,

pp. 59-68.

Sanford, D.M., Jr. and Dong, H. (2000), “Investment in familiar territory: tourism and new foreign direct

investment”, TourismEconomics, Vol. 6 No. 3, pp. 205-219.

Seetanah, B. and Fauzel, S. (2019), “Investigating the impact of climate change on the tourism sector:

evidence from a sample of island economies”, TourismReview, Vol. 74 No. 2, pp. 194-203.

Selvanathan, S., Selvanathan, E.A. and Viswanathan, B. (2012), “Causality between foreign direct

investment and tourism: empirical evidence from India”, TourismAnalysis, Vol. 17 No. 1, pp. 91-98.

Shakur, O.O., Abiola, J.S. and Olorunniyi, B. (2017), “Sustainable tourism development through modern

information systems (CASE STUDY: tRANSAMUSEMENTPARK)”, Library Philosophy & Practice.

Sinclair, M.T. andStabler, M. (2002), The Economics of Tourism, Routledge, London.

Sunlu, U. (2003), “Environmental impacts of tourism”, Conference on the Relationships between Global

Trades and Local Resources in theMediterraneanRegion, pp. 263-270.

Tang, S., Selvanathan, E.A. and Selvanathan, S. (2007), “The relationship between foreign direct

investment and tourism: empirical evidence from China”, Tourism Economics, Vol. 13 No. 1,

pp. 25-39.

UNCTAD (2003), World Investment Report 2003: FDI Policies for Development, National and International

Perspective, United Nations, New York, NY.

Zhang, H., Chong, K. and Ap, J. (1999), “An analysis of tourism policy development in modern China”,

TourismManagement, Vol. 20 No. 4, pp. 471-485.

PAGE 108 j JOURNAL OF TOURISM FUTURES j VOL. 7 NO. 1 2021



Further reading

Cohen, E. (1984), “The sociology of tourism: approaches, issues, and findings”, Annual Review of

Sociology, Vol. 10No. 1, pp. 373-392.
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Table AI Results of panel unit root tests

Variable IPS unit root test (p-value)

LTOU 0.6325

DLTER 0.0000

LFDI 0.4595

DLFDI 0.0000

LGDP 0.6655

DLGDP 0.0431

LWINC 0.9952

DLWINC 0.0000

LCPI 0.1557

DLCPI 0.0000

LPOL 0.7292

DLPOL 0.0000
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