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Abstract
This paper examines the role of tourism in foreign direct investment-growth relations in upper-middle-income 
countries. We deploy static and dynamic panel analysis to evaluate how tourism indicators influence the impact 
of FDI net inflows on growth using unbalanced panel data on 29 upper-middle-income countries from 2010 
to 2019. The tourism indicators are receipts, arrivals, and expenditures. The results from static and dynamic 
analyses indicate that for the most part (1) FDI and tourism exert asymmetric effects on growth, (2) tour-
ism indicators reduce the negative effect of FDI on growth, (4) trade openness is a positive and significant 
predictor of growth, and (5) domestic credit negatively contributes to growth. Deductively, results evidence 
that tourism indicators are critical drivers of economic growth in upper-middle-income countries. Overall, 
tourism receipts show the largest influence on FDI to spur the most appreciable impact on growth. Despite 
this, the fact that tourism indicators cannot eliminate the destructive impact of FDI on economic growth 
shows that tourism development policies should be based on a greener and more sustainable ground, taking 
into account the effects of the coronavirus.
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1. Introduction
International tourism activities have recently become one of the rapidly developing sectors. With such a 
growth rate, it contributes to the economies of many countries. The potential of a country to benefit from 
tourism activities depends on international capital. Because of this capital, transportation, accommodation, 
and infrastructure services are developed (Sokhanvar, 2019). With the growth of the tourism sector, the ex-
port income of the country can be increased, new job opportunities can be created, which can give birth or 
indirectly, and it can offer job opportunities to young unemployed people and women (Fauzel et al., 2017). 
The tourism-led growth hypothesis suggests that tourism generates income and positively affects economic 
growth through economies of scale (Helpman & Krugman, 1985). The tourism industry continues its existence 
as a sector with high capital needs, with its capacity to create new business opportunities and its potential to 
contribute to economic growth. Qualified personnel, tourists’ income, exchange rate, prices in the destina-
tion reliable physical infrastructure, and reliable communication services are very important (Samimi et al., 
2013; Adeleye et al., 2022; Erjevec & Devčić, 2022).
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In addition to tourism activities, foreign direct investments (FDI) also affect economic growth. FDI can be 
defined as an asset investment made from a foreign country to another country. These investments can be 
made in the stock market of another country, as well as in land trade or the establishment of new facilities. 
If these investments are made as new facilities, it will mean a more permanent relationship between the two 
countries. In a sense, this is an indication that FDI is a better source of capital for the tourism industry (Ra-
japakse, 2016). FDI contributes to the economy such as technology, physical assets, innovation, and capital 
formation. In addition, it helps meet the demand for goods and services in the tourism sector by contributing 
to infrastructure services. Moreover, with the development of the tourism sector, the increasing demand for 
transportation, cuisine, and hotels attracts foreign investors. (Satrovic & Muslija, 2018). The growth of the 
tourism sector in developing countries is directly dependent on foreign investments. The continuation of the 
development of the tourism sector depends entirely on its sustainability. Considering that the tourism sector 
in developed countries is based on foreign direct investments, it shows that FDI should also be sustainable 
(Peric & Niksic Radic, 2011). In addition to bringing physical infrastructure and standard services to the 
tourism sector from developed countries to developing countries, FDI also raises the foundations of tour-
ism sector facilities, especially in hotels, restaurants, and recreation centers (Pham & Tran, 2015). In other 
words, FDI is one of the most effective engines in the development of capital, infrastructure, and knowledge 
and in providing access to global marketing in tourism (Andergassen & Candela, 2013). In addition, FDI 
reduces the openness rate between developed and developing countries in the tourism sector (Samimi et al., 
2013). In this direction, the plan FDI, which has an increasingly important role in the global economy, has 
an important place in the tourism industry and country economies. (Tang et al., 2007; Samimi et al., 2013). 
This study aims to contribute to tourism plans and policies by investigating the tourism and foreign direct 
investment-growth relation. At this point, it is critical to analyze the contribution of FDI to the tourism sec-
tor and economic growth. Another contribution of the study is to engender the development of new policies 
to encourage the inflow of foreign capital for countries aiming to get a significant share of tourism revenues. 
Section 2 reviews the literature on the FDI-tourism-growth relation. Section 3 provides the data, variables, 
and estimation techniques. Section 4 represents the results and Section 5 concludes with policy propositions.

2.	Literature review
2.1.	Foreign direct investment-tourism-growth relation
Developing countries attach importance to the arrival of FDI in the country to increase tourism arrivals and 
sustain economic growth (Zhang et al. 1999; Andergassen & Candela, 2013). Therefore, there is a relation-
ship between FDI and tourist arrivals (Selvanathan et al., 2012). The impact on tourism from FDI is realized 
not only in the form of investments but also through business tourists. Foreign investors bring resident or 
potential tourist resources to the markets of developing countries (Lim, 1997; Kulendran & Wilson, 2000). 
For this reason, several studies examined the relationship between FDI and tourism. Tisdell and Wen (1991) 
examined the investment of FDI inflows in Chinese tourism. The study showed that the rapid growth rate 
of tourism in China is the driving force of foreign investment in the tourism sector. Also, Sanford and Dong 
(2000) examined the relationship between tourism and FDI by applying Tobit analysis for the USA and 
established a positive and significant relationship. Tang et al. (2007) focused on the tourism-FDI and eco-
nomic growth causality for China between 1978-2005 and found causality from FDI to tourism in addition 
to dual causality between tourism and economic growth which confirms the tourism-led growth hypothesis.

Furthermore, Craigwell and Moore (2008) examined the FDI and tourism relation for Small Island Develop-
ing States (SIDS) countries using a panel causality test and established a bidirectional causality between FDI 
and tourism which they found not to be homogeneous within the group of countries. Garcia-Flores et al. 
(2008) examined the relationship between tourism and FDI in Mexico between 1982 and 2007 and found 
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a positive relationship between FDI and tourism development. Similarly, Salleh et al. (2011) examined the 
nexus between tourism and FDI for Malaysia, Thailand, and Hong Kong and found that tourist arrivals for 
Malaysia and Thailand affect FDI while for Hong Kong, a two-way relationship exists. Also, Othman et al. 
(2012) analyzed the effect of FDI on tourism in African countries and showed that FDI causes significant 
tourism growth. Andergassen and Candela (2013) analyzed the FDI-tourism nexus in underdeveloped coun-
tries and showed that FDI represented the forward-looking links in tourism. Samimi et al. (2013) examined 
the FDI-tourism relationship for developing countries from 1995-2008. While the existence of a long-run 
relationship is established, the short-run causality is inconclusive. Rajapakse (2016) investigated the effect of 
foreign direct investment in tourism (FDIT) and the tourism arrivals to Sri Lanka and the results indicate 
the direct relationship between foreign direct investment to tourism.

Likewise, Chen (2017) examined the relationship between inbound tourism and FDI in China from 2000 to 
2014 using dynamic panel analysis to find that increase in tourism arrivals stimulates FDI flows to tourism 
industries and inflows to other sectors Khoshnevis Yazdi, Homa Salehi et al. (2017) established a bidirec-
tional short-term causality between FDI and tourism in Iran from 1985 to 2013, while Khoshnevis Yazdi, 
Nateghian et al. (2017) did not find any causal relationship between FDI and tourism in their studies for 
27 EU countries between 1995 and 2014. Adeola et al. (2020) analyzed the link between FDI inflows and 
tourism in Africa from 1995 to 2014 and found a long-term reciprocal relationship. Fauzel (2020) examined 
the effect of FDI on tourism arrivals for a selected group of 17 small island economies between 1995 and 
2018 to find a positive and direct relation in the long run.

In addition to these studies showing that a significant relationship exists between FDI and tourism, some 
studies reveal that a greater FDI leads to growth in tourism (Bull 1990; Forsyth & Dwyer 1992; Purcell & 
Nicholas 2001). More so, FDI has an important role in the development of infrastructures of countries such 
as airports and hotels. (Peric & Radic, 2010). Despite all these positive effects of tourism, the seasonal effect of 
tourism causes fluctuations in the economy of the local people. The effect of this fluctuation is evident in the 
housing purchase of the local people. It can be said that the volatility in the employment rate, the instability 
in income, the ineffective use of capital, and the sudden concentration of the population in holiday regions 
can cause these fluctuations. Mikulic et al. (2021) investigated the effect of tourism on housing purchases 
in Croatia and concluded that tourism seasonality reduces housing affordability. They also stated that local 
people are pushed out of the housing market, forcing them to choose more affordable places further away 
from the center of the destination. Likewise, Stojcic et al. (2022) associated the effects of seasonality with 
the ineffective use of capital, instability in income, and sensitivity to external shocks. They also found that 
seasonality and vulnerability to tourism in a destination have negative effects on high-growth firms. Several 
studies examined tourism and housing affordability using different variables such as income level, education, 
household size, and mortgage rates (Bramley, 2012; Luffman, 2004). At the same time, on the supply side, the 
impact of tourism on the local people was investigated using land availability, spatial planning, infrastructure, 
building costs, and taxes by Cruz and Nwuba et al. (Cruz, 2008; Nwuba et al., 2015). 

2.2.	Foreign direct investment- growth relation
Many studies examined the FDI-growth nexus but there is no consensus in terms of findings. In contrast to 
Ofori and Asongu (2021), Borenzstein et al., (1998), Flexner (2000), Zhang and Song (2001), Khawar (2005), 
Carkovic and Levine (2002), Lyroudi et al., (2004), Athukorola (2003), Hermes and Lensink (2003) and 
Durham (2004) found that there is no relationship between FDI and economic growth. However, Campos 
and Kinoshita (2002) found a positive FDI-growth nexus from 25 countries in Central and Eastern Europe 
and the former Soviet Union. Also, Choe (2003) found a positive FDI-growth relation in 80 countries between 
1971-1995 similar to the findings of Li and Liu (2005) who analyzed the relationship between FDI economic 
growth for 84 countries between 1970 and 1999. Likewise, Chowdhury and Mavrotas (2006) investigated 
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the FDI-growth relation for Thailand, Malaysia, and Chile between 1969-2000 using the Toda-Yamomato 
causality test and found a bidirectional causality relationship between variables in Malaysia and Thailand 
but none for Chile. Choong et al. (2010) found a positive FDI-growth relationship for 19 developed and 32 
developing countries between 1988-2002. In the same vein, Ludosean (2012) found a positive FDI-growth 
relation for Romania between 1991 and 2009. Using the GMM technique, Baklouti and Boujelbene (2016) 
found a positive FDI-growth nexus for MENA countries between 1998-2011 same with Ameer and Xu (2017) 
for 83 developing countries between 2005 and 2014. Using the cointegration technique, Dinh et al. (2019) 
also found positive FDI growth for 30 developing economies from 2000 to 2014. Also, Owusu-Nantwi and 
Erickson (2019) found a positive FDI-growth relation for ten developing countries in South America. Other 
studies examined the horizontal and vertical spread of FDI with spatial econometric methods. Amongst 
such is Halpern and Murakozy (2007) who found positive horizontal spreads between Hungarian regions 
while they found a negative horizontal spread within regions. Javorcik and Spatareanu (2008), on the other 
hand, found negative horizontal spreads within and between regions while positive vertical spreads within 
and between regions. Stojcic and Orlic (2020) analyzed the productivity of firms in the manufacturing and 
service sectors in Central and Eastern Europe between 2007 and 2011 and found that FDI had negative ef-
fects on direct competitors in the form of the intra-regional and inter-regional market but positive spillovers 
on downstream firms. In addition, these effects are greater from FDI in neighboring regions and increase 
with distance. However, Mariotti et al. (2015) in their study, found that distance does not have an effect on 
spillovers and that spillovers are strong in information-intensive sectors. Finally, Merlevede and Purice (2016) 
found that distance has a limited effect on horizontal spillovers in upper-middle productivity regions but 
with a positive and significant intra-regional backward spillover upon the immediate entry of foreign firms.

2.3.	Tourism-growth relation
Oh (2005) examined the relationship between tourism development and economic growth in South Korea and 
found no significant relationship. Sequeira and Campos (2005) analyzed the effect of tourism on economic 
growth in a panel of countries from 1980 to 1999 to find that tourism does not affect economic growth. Also, 
Fayissa et al. (2008) investigated the relationship between tourism revenues and economic growth between 
1995 and 2004 using a panel method for 42 African countries to establish a positive nexus. Narayan et al. 
(2010) found that a positive tourism-growth relationship exists in the Pacific Islands between 1988-2004. 
Likewise, Srinivasan (2012) used the ARDL technique to establish a positive tourism-growth relationship in 
Sri Lanka between 1969 and 2009. Also, Seghir et al. (2015) found a positive tourism-growth relation among 
49 countries from 1988 to 2012. Simundic et al. (2016) showed that tourism positively affected economic 
growth in Latin American and Caribbean countries from 2000 to 2014. Lastly, Roudi et al. (2018) found 
significant causal relations between tourism and growth in selected small island countries.

3.	Data and analytical approach
3.1.	The variables
To address the objectives of the study which are to (1) examine the impact of FDI on economic growth and 
(2) evaluate if tourism activities boost or hinder the FDI-growth relationship, we use an unbalanced panel 
data of seven variables from 29 upper-middle income countries1 spanning 2010 to 2019. In line with the 
literature (Allou et al., 2020; Haller et al., 2020; Brida et al., 2020; Anser et al., 2021; Kamal et al., 2021), 
the outcome variable of interest is the growth rate of GDP (GR) and the main explanatory variables are 

1 Albania, Argentina, Armenia, Azerbaijan, Belarus, Bosnia and Herzegovina, Brazil, Bulgaria, China, Costa Rica, Dominican Republic, 
Indonesia, Iran, Islamic Republic, Jamaica, Jordan, Kazakhstan, Lebanon, Malaysia, Maldives, Mexico, Montenegro, North Macedonia, 
Paraguay, Peru, Russian Federation, Serbia, South Africa, Thailand, and Turkey.
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foreign direct investment net inflows (FDI) and a vector of tourism indicators - tourism receipts (TRCPT), 
arrivals (TARV) and expenditures (TEXP). The control variables are trade openness (TR) and domestic credit 
(DC). World Development Indicators are used as a data source from 2005 to 2019. Details on the historical 
properties and the pairwise correlation among the variables are shown in Tables 1 and 2. From Table 1, The 
average economic growth rate (GR) of upper-middle-income country economies is 3.22. While the Azerbaijani 
economy experienced the highest growth rate of 34%, the economy of Armenia experienced the highest rate 
of contraction - 14.4%. The standard deviation value also indicates that the economic growth rate is around 
the average. The foreign direct investment net inflows (FDI) average is at the level of 4.14. It is seen that the 
FDI data is also valued around the standard deviation data, just like the growth rate of the GDP (GR) series. 
It stands out that Montenegro has the highest FDI with 37.31%, while the lowest net inflows were 0.05% 
to the Malaysian economy during the financial crisis. 

Table 1  
Summary statistics

Variables  Obs  Mean  Std. dev.  Min  Max
GDPGR 290 3.221 3.004 -7.444 13.396
FDI 289 4.014 3.039 0.119 18.302
TARV 261 10136986 13803826 116000 62900000
TRCPT 260 8.97E+09 1.23E+10 1.99E+08 6.52E+10
TEXP 260 1.19E+10 3.66E+10 67000000 2.77E+11
TR 286 78.689 33.059 22.486 165.979
DC 270 59.075 36.614 12.69 164.664

Note: 8.97E+09 = 8.970.000.000.00. GDPGR = gross domestic product growth rate. FDI = foreign direct investment net inflows. TARV = tourism arrivals. TRCPT 
= tourism receipts current. TEXP = tourism expernditure current. TR = trade openness. DC = domestic credit.
Source: Authors' computations.

For tourism indicators, tourism receipts (TRCPT), arrivals (TARV), and expenditures (TEXP), the average of 
tourism arrivals (TARV) are 10.136.986 people. China has the highest tourist arrivals in 2018 with 62.900.000 
people while the least is Belarus in 2006 with 89.000 people. The average tourism receipts (TRCPT) is about 
US$8.97 billion. Thailand has the highest US$65.2 billion in 2018 and Paraguay recorded the lowest with 
US$96 million in 2005. The mean tourism expenditure (TEXP) is US$11.9 billion with China having the 
highest of US$277 billion in 2018 while Montenegro recorded the lowest of $58 million in 2007. The trade 
openness average and domestic credit average used as control variables in the study were calculated as 78.689 
and 59.075, respectively. The standard deviation values of both indicators also show that they are around the 
mean. From Table 2, except for trade openness, domestic loan volume, and FDI, the regressors have statisti-
cally significant relationships with economic growth.  In addition, it has been determined that tourism arrival, 
tourism receipts, tourism expenditures, trade openness, and domestic credit correlate with FDI.

Table 2 
Pairwise correlation analysis

Variables [1] [2] [3] [4] [5] [6] [7]
(1) GDPGR 1.000
(2) lnFDI 0.078 1.000
(3) lnTARV 0.165*** -0.347*** 1.000
(4) lnTRCPT 0.203*** -0.248*** 0.891*** 1.000
(5) lnTEXP 0.109* -0.397*** 0.793*** 0.804*** 1.000
(6) lnTR -0.004 0.326*** -0.281*** -0.277*** -0.528*** 1.000
(7) lnDC 0.069 -0.139** 0.313*** 0.446*** 0.36*** 0.157** 1.000

Note: ln = natural logarithm. GDPGR = gross domestic product growth rate. FDI = foreign direct investment net inflows. TARV = tourism arrivals. TRCPT = tourism 
receipts current. TEXP = tourism expernditure current. TR = trade openness. DC = domestic credit.

***, ** and * denote statistical significance at the 1%, 5% and 10% levels, respectively. 
Source: Authors' computations.
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3.2.	Empirical model
To critically address the study objectives, a two-step model is constructed in a stepwise manner such that each 
tourism indicator (Z) is used independently in a model. To check outliers, smoothen the data, and derive 
elasticity associations, all the variables except GR are transformed into natural logarithms. Controlling for 
other variables, a one-way error component model sets up economic growth (GR) as a function of foreign 
direct investment (FDI) and a tourism indicator. That is:

                                          [1]

Where ln is natural logarithm; GR represents economic growth; Z’ is the vector of tourism variables; TR 
and DC are trade openness and domestic credit; d represents year dummies; e is the idiosyncratic error term 
assumed to be white noise; α and β are parameters to be estimated; i represents the country and t represents 
the time. Equation [1] examines the marginal impact of FDI on growth controlling for tourism activities and 
other covariates. For the a priori, we expect that α1>0, β'>0, α2>0, α3>0. That is, the effect of FDI on growth 
is expected to be positive, ceteris paribus. Similarly, tourism activities are expected to boost the economy. In 
the same vein, trade openness and financial system activities are expected to drive growth. However, where 
FDI is not channeled to productive sectors, or the terms of trade are not competitive in the international 
market vis-à-vis a financial system riddled with uncertainties will constitute a drag on the economy. In other 
words, the outcome of the coefficients of these variables is indeterminate. To analyze the conditional effect of 
FDI on growth given tourism activities, Equation [1] is modified with the inclusion of an interaction term. 
Such that, Equation [2] gauges if the initial impact of FDI on growth is sustained and if tourism improves 
or distorts the FDI-growth nexus. The model is stated as:

         [2]

This study adopts the analytical procedures of Anser, Adeleye, Tabash, and Avira (2021) Adeleye, Adedoyin, 
and Nathaniel (2020), and Adusei and Adeleye (2020). φ is the sign of the coefficient of the interaction term 
which gauges if the interaction of FDI and tourism enhances or distorts the total impact of FDI on economic 
growth? Thus, the conditional effect of FDI on economic growth is computed as: 

                                                                                                                            
[3]

However, since the expected coefficient of FDI may be positive or negative, evaluating its conditional impact 
on economic growth is not out rightly predictable. For instance, if η1 is positive, a positive (negative) φ 
indicates that tourism amplifies (reduces) the effect of FDI on economic growth. Similarly, if η1 is negative, 
a positive (negative) φ indicates that tourism reduces (strengthens) the devastating impact of FDI on growth. 
Finally, φ=0 shows that the interaction of FDI with tourism has no significant bearing on economic growth. 

3.3.	Estimation techniques
To methodically draw the significance of FDI on economic growth and evaluate if tourism activities boost or 
hinder the FDI-growth relationship, the study adopts the use of static and dynamic models (Niebel, 2018; 
Adeleye & Eboagu, 2019, Adeleye et.al., 2020, Adusei & Adeleye, 2020). It is common to rely on robust 
standard errors to provide valid statistical inferences when some of the assumptions of the basic regression 
model are violated. For the static analysis, the study deploys the Driscoll and Kraay (1998) technique which 
is based on the work of Newey and West (1987). The Driscoll-Kray2 estimator produces robust standard 
errors and controls for cross-sectional dependence (Vogelsang, 2012; Yerdelen Tatoğlu, 2013). The dynamic 
analysis is conducted using the two-step system GMM which is an instrumental variables technique that 

2  See either Driscoll and Kraay (1998) or Hoechle (2007) for mathematical treatment.
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controls for possible endogeneity of the variables, heteroscedasticity, and omitted variables (Arellano & Bond, 
1991; Arellano & Bover, 1995; Blundell & Bond, 1998; Roodman, 2014). 

4.	Results and discussions
This section details the results from the estimations of Equations [1]-[3]. The focus is on the impact of FDI 
on GDP, the impact of tourism activities on the GDP, and whether tourism activities affect the FDI-growth 
relationship. From Table 3, columns [1], [3], and [5] relate to the analysis of Equation [1] while columns 
[2], [4], and [6] relate to results from Equation [2].

4.1.	Results from static analysis 
From columns [1], [3], and [5], the coefficient of FDI is positive but statistically not significant. On the 
other hand, all the tourism indicators except tourism arrivals significantly improve economic growth at the 
1% level. For instance, a percentage change in tourism receipts and expenditures is associated with a 2.92%  
and 1.23% increase in growth while tourism arrivals significantly reduce growth by 1.06%, on average, 
ceteris paribus. Studies have shown that tourism receipts play a role in the development of many countries' 
economies (Po & Huang, 2008; Adeleye et al., 2021). Tourism receipts are factors that stimulate economic 
growth. Similarly, Lee and Chang (2008), Fayissa et.al (2011), Ekanayeke and Long (2012), and Yalçinkaya 
et. al(2018) concluded that tourism receipts have to expand effect on GR.  Receipts have the potential to 
positively impact economic growth given the fact that most of the tourism expenditures are devoted to the 
consumption of non-traded goods and services in the host country (Dritsakis, 2012; Wang, 2014). Also, 
results from tourism expenditures support Fleischer and Rivlin (2009), and Brida et.al (2015).

Table 3 
Driscoll-Kraay estimator results (Dep Var: GDPGR)

Variables [1] [2] [3] [4] [5] [6]
lnDC -2.538*** -2.431*** -3.639*** -3.660*** -2.522*** -2.394**

(0.815) (0.822) (0.365) (0.444) (0.843) (0.868)
lnTR 3.272** 2.920** 4.372*** 4.286*** 4.504*** 4.145***

(1.256) (1.225) (1.507) (1.449) (1.066) (1.014)
lnFDI 0.358 -7.858*** 0.387 -5.493** 0.387 -7.312***

(0.275) (2.802) (0.237) (2.444) (0.274) (1.691)
lnTRCPT 2.915*** 2.279**

(1.007) (1.039)
lnFDI*lnTRCPT 0.373***

(0.132)
lnTARV -1.063*** -1.581***

(0.303) (0.418)
lnFDI*lnTARV 0.380**

(0.166)
lnTEXP 1.226*** 1.116***

(0.441) (0.373)
lnFDI*lnTEXP 0.355***

Constant 0.000 0.000 15.597** 24.254** -32.866*** -29.263***
 (0.000) (0.000) (5.911) (9.268) (5.377) (4.895)
Year dummies Yes Yes Yes Yes Yes Yes
Observations 240 240 240 240 240 240
Countries 29 29 29 29 29 29
Within R-squared 0.2314 0.2411 0.231 0.2416 0.218 0.2315
F statistic 963.479 19,225.547 97,86.333 8,479.111 12,746.345 15,344.622

Note: Standard errors in ( ). ln = natural logarithm. GDPGR = gross domestic product growth rate. FDI = foreign direct investment net inflows. TARV = tourism arriv-
als. TRCPT = tourism receipts. TEXP = tourism expenditures current. TR = trade openness. DC = domestic credit; heteroscedasticity-corrected t-statistics in ( ).
*** p<0.01, ** p<0.05, * p<0.1.
Source: Authors' computations.
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Unlike Stryzhak (2019) and Eugenio-Martin et al. (2004), Jebli et.al (2019) showed no direct positive rela-
tionship between tourism arrivals and GDP. This is because tourism arrivals alone are not factors that boost 
economic growth. We also find a significant negative relationship between domestic credit and economic 
growth. The -2.53 coefficient reveals a contractionary effect of the 1% increase in domestic credits for middle-
income country groups on growth. The trade openness coefficient (3.27) indicates that a 1% increase in trade 
openness can stimulate economic growth. 

On the interaction terms, it is important to re-state that the marginal effect of FDI on GR is conditional on 
the values of tourism indicators as expressed in Equation [3]. In column [2], the coefficient 0.373 is positive 
and statistically significant at the 1% level. It indicates that the interaction causes GR to increase. To this 
end, the conditional effect of FDI on GR is computed as -7.858 + [0.373*lnTRCPT]. Thus, it is plausible to 
argue that the positive interaction of FDI and TRCPT is associated with an increase in growth, on average, 
ceteris paribus. By the same equivalence, the positive interaction of lnFDI*lnTARV is computed as -5.493 
+ [0.380*lnTARV] suggesting that the effect of FDI on growth is contingent on the values of tourism arriv-
als. Likewise, the impact of FDI on growth conditioned on tourism expenditures is computed as -7.312 + 
[0.355*lnTEXP]. Given that these conditional effects of FDI on growth are computed at average values of 
tourism indicators, to obtain more information from the interaction effect we follow Soylu et al (2022) by 
plotting the conditional effect of FDI on economic growth at different levels of each tourism indicator3. This 
approach allows for an objective evaluation of whether the effect is significant across all levels of tourism. 
Figure 1 is derived from Table 4 which displays the conditional effect based on the estimated coefficients, 
t-statistics, and p-values. 

Table 4  
For margin plots

Tourism receipts Tourism arrivals Tourism expenditures
Range Coeff. t-stat PV Range Coeff. t-stat PV Range Coeff. t-stat PV

19 -1.223 -2.09 0.038 11 -0.995 -1.03 0.306 18 -0.071 -0.14 0.891
20 -0.729 -1.69 0.092 12 -0.686 -0.9 0.371 19 0.016 0.04 0.968
21 -0.235 -0.76 0.449 13 -0.377 -0.66 0.509 20 0.104 0.33 0.745
22 0.258 0.95 0.342 14 -0.068 -0.17 0.865 21 0.191 0.68 0.5
23 0.752 2.19 0.03 15 0.241 0.82 0.41 22 0.279 0.88 0.38
24 1.246 2.6 0.01 16 0.551 1.68 0.095 23 0.366 0.91 0.366
25 1.740 2.72 0.007 17 0.860 1.82 0.07 24 0.454 0.88 0.382

 18 1.169 1.77 0.077 25 0.541 0.84 0.402
   26 0.629 0.81 0.419

        27 0.716 0.78 0.434

Note: PV = probability values.
Source: Authors' computations.

As shown in Figure 1, the estimated coefficients of the margin plots are on the vertical axis while the range 
of each tourism indicator is on the horizontal axis. Conditional on the values of tourism receipts, we observe 
that the marginal effect of FDI on growth is positive and statistically significant at points 19, 20, 23, 24, and 
25. These conditional effects are significant at the 1%, 5%, and 10% levels, respectively. Also, contingent on 
tourism arrivals, FDI shows a positive and significant effect on economic growth at points 16, 17, and 18 at 
the 10% level while there is no significant marginal effect when tourism expenditure is accounted for because 
the marginal effect is not statistically different from zero.

3 Since we use a double-log model (see Equations 1 and 2), the margin plots of lnFDI are derived using the log values of each tourism 
indicator. The range of values for lnTRCPT, lnTARV, and lnTEXP are: 19-25, 11-18, and 18-27.
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Figure 1 
Margin plots of FDI on economic growth from 29 middle-income countries, 2010-2019
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Source: Authors’ computations.

4.2.	Results from dynamic analysis
In five out of six models, the GMM results in Table 5 reveal that growth is not persistent given the negative 
and statistically significant coefficients of the lagged dependent variables. From the outcomes of the linear 
models shown in columns [1], [3], and [5], the effect of FDI and tourism on growth is negative and not 
statistically significant. On the interaction of FDI and tourism variables, evidence shows that tourism receipts 
and expenditures exert a positive effect on economic growth. In other words, the interaction reduces the nega-
tive effect of FDI on growth. These outcomes portend significant contributions to the FDI-growth literature 
as they emphasize the importance of tourism to economic growth.

Table 5 
Two-step system GMM results (Dep Var: GR)

Variables [1] [2] [3] [4] [5] [6]
GDPGR, lag -0.132** -0.032 -0.119** -0.025 -0.139*** -0.018

(0.056) (0.040) (0.057) (0.030) (0.053) (0.027)
lnDC 0.113 -0.540 -0.049 -0.503 -0.139 -0.383

(1.159) (0.736) (1.178) (0.674) (1.287) (0.802)
lnTR 3.461** 3.951*** 3.158** 3.911*** 2.738* 3.518***

(1.495) (0.960) (1.502) (0.782) (1.652) (0.894)
lnFDI -0.412 -14.182*** -0.457 -6.241 -0.244 -9.953*

(0.322) (5.253) (0.393) (4.031) (0.464) (5.440)
lnTRCPT -0.111 -1.068***

(0.449) (0.296)
lnFDI*lnTRCPT 0.607***

(0.233)
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lnTARV -0.149 -0.892***
(0.415) (0.345)

lnFDI*lnTARV 0.348
(0.256)

lnTEXP -0.193 -0.894**
(0.371) (0.397)

lnFDI*lnTEXP 0.421*
(0.240)

Constant -8.796 12.993* -7.183 3.367 -3.406 10.391
 (9.212) (7.176) (6.670) (5.598) (8.448) (9.020)
Year dummies Yes Yes Yes Yes Yes Yes
Observations 215 215 215 215 215 215
Groups 29 29 29 29 29 29
Instruments 27 27 27 27 27 27
AR2 p-value 0.572 0.385 0.523 0.352 0.612 0.379
Hansen p-value 0.587 0.457 0.589 0.518 0.417 0.649
Wald statistic 1860 10269 5743 972.0 1772 3736

Note: Standard errors in ( ). ln = natural logarithm. GDPGR = gross domestic product growth rate. FDI = foreign direct investment net inflows. TARV = tourism 
arrivals. TRCPT = tourism receipts. TEXP = tourism expenditures current. TR = trade openness. DC = domestic credit. heteroscedasticity-corrected t-statistics in ( ).
*** p<0.01, ** p<0.05, * p<0.1.
Source: Authors' computations.

5.	Conclusion
This study extends the FDI-growth literature by interrogating the role of tourism in the nexus. With unbal-
anced panel data from 29 upper middle-income countries spanning 2005 to 2019, we use the GDP growth 
rate, FDI net inflows, and a vector of tourism indicators - tourism receipts, arrivals, and expenditures to 
analyze the interwoven relationship. Two objectives were addressed using static and dynamic panel techniques: 
(1) investigate the impact of FDI on economic growth and (2) evaluate if tourism activities boost or hinder 
the FDI-growth relation. This study concludes that: (1) FDI negatively affects growth, (2) tourism receipts 
and expenditures significantly stimulate growth, (3) tourism arrivals constitute a drag; (4) tourism indica-
tors moderate the negative impact of foreign direct investment on growth, and (5) trade openness, used as a 
control variable, boosts economic growth.

Policy outcomes emanating from these outcomes are not far-fetched. Tourism indicators are essential 
for economic growth and development. In particular, the promotion of tourism-based export revenues, 
employment-oriented product and service development processes, and adaptation to the global integration 
process are attracting increasing attention in the tourism sector. Thanks to its foreign exchange potential, 
tourism is an essential alternative for developing economies that need foreign currency in periods when FDI 
is on the decline. It is, therefore, essential to integrate tourism sector complements into political processes, 
especially in tourist areas to eliminate the damaging effects of FDI on economic growth. With proper 
planning, tourism development policies, and an effective marketing drive, it is expected that tourism will 
reduce the damaging effects of FDI on growth. In addition, the exemption of tourism stakeholders from 
restrictive legal regulations and the effective use of global integration processes will reinforce the gains from 
tourism. Considering that tourism revenues are the driving force of economic growth for national economies, 
sustainability of infrastructure investments, communication, and transportation networks is essential to 
increase the number of tourists and thereby gain the trust of inbound tourists. In economic systems where 
information and communication technologies are widely used, the design of digital applications specific to 
the tourism sector, and the effective use of social media promotions and content will retain current tour-
ists and attract the attention of potential tourists. Specifically, synergy and cooperation between the public 

Table 5 (continued)
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and private sectors will further strengthen the benefits derivable from tourism. Furthermore, it is expected 
that countries with natural and cultural diversity will benefit the most from tourism revenues. To this end, 
this study proposes the following measures: effective destination management; coordination mechanisms; 
product development processes for individuals with special needs; designing tourism master plans; initiating 
policies prioritizing specialization in tourism; ensuring sustainable tourism practices; increasing the com-
petitiveness of the tourism sector; promoting regional and rural development through tourism; designing a 
guest-oriented product and service development; designing accessible tourism apps; and initiating policies 
that will prevent skill mismatch.

These propositions will contribute to the improvements of tourism with an appreciable impact on economic 
growth, development, and sustainability. However, the continuing impact of the coronavirus 2019 (CO-
VID-19) epidemic presents a threat to tourism and a disincentive to growth. For future study, the role of 
governance and institutional quality in the FDI-growth nexus may be taken up, subject to the data available.
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