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ABSTRACT 

 
Today tourism represents one of the most dynamic economic sectors in the world. 

Even if the majority of international tourism still takes place within the developed world, 
recently tourism to developing countries is becoming a significant and increasing 
phenomenon, mainly to South-East Asian and Pacific countries. This study aims to verify 
if tourism represents a determinant of growth in such countries. Following recent 
empirical literature about growth, and mainly Eugenio-Martin, Morales and Scarpa 
(2004), a dynamic panel data model is adopted here to test for convergence. Results 
confirm the importance of tourists arrivals on the economic growth. 
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1. Introduction 

Nowadays, tourism represents one of the most important and dynamic 
sectors in the world economy (Neto, 2003; Balaguer and Cantavella-
Jordà, 2002; Jamieson, 2000; Lanza and Pigliaru, 1999). Together with 
related activities, tourism and general travel not only represent 11% of 
world GDP, but exports of tourism services are about 6-7% of total 
exports of goods and services (Roe, Ashley, Page and Meyer, 2004: 6). 

Although the majority of international tourism still takes place within 
the developed world, recently tourism to developing countries is 
becoming a significant and increasing phenomenon. According to WTO, 
today over 40% of global tourism arrivals take place in the developing 
world. Such phenomenon has attracted the attention of economists in 
order to understand if tourism can actually represent a key-sector for 
economic growth and development in developing countries. The growing 
flows of tourism, in fact can determine both considerable positive and 
negative consequences on local economies. Nevertheless, the contribution 
of tourism activity to a country’s economy is not easily recognized not 
only because tourism involves many different products (such as 
transportation, mails, entertainment, etc.) but also because some products 
(for example, a meal in a restaurant) can be sold to both tourists and local 
residents. In this sense, tourism does not represent a clearly identifiable 
industry (Tohamy and Swinscoe, 2000). Anyway, tourism determines 
employment and business opportunities for local people and represents, 
therefore, a source of income for receiving countries (Holloway, 1998). 
Moreover, when the existing labor market provides few employment 
opportunities, tourism can often represent the only source of employment 
for “weak” labor-force, such as women, unskilled and semi-unskilled 
workers, and poor rural people (Roe et al., 2004). Tourism contributes to 
government revenues through taxes on incomes from tourism business 
and through taxes on goods and services provided to tourists, such as 
room taxes, departure taxes, and value added taxes (Taylor, Fredotovic, 
Povh and Markandya, 2003). Moreover, since tourism requires public 
infrastructure and utilities, it can stimulate the local government in 
making infrastructure improvements, leading positive benefits on local 
populations (Roe et al., 2004). In the end, tourism not only represents the 
main source of foreign exchange earnings for many developing countries 
(Woods, Perry and Steagall, 1991), but can also helps to diversify the 
economy, since represents a good alternative to more traditional sectors 
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in developing countries’ economies, such as agriculture and 
manufacturing (Vaugeois, 2000). Moreover, many of these effects are 
often enhanced by the so-called “multiplier effect” which occurs since 
money spent by tourists will be re-spent by recipients, augmenting the 
total. Together with benefits, tourism can lead several negative effects to 
the local economies. Criticism has been expressed as regards to 
employment generated: in fact, tourism sector is often characterized by 
seasonality both natural (because of climate) and institutional (because of 
the distribution of holydays). As a consequence, tourism employment 
frequently exhibits “seasonal peaks” involving the hiring of temporary 
and part-time jobs. This does not either determine job-security or 
stimulate investment in job-training (see New Zealand Parliamentary 
Commissioner for the Environment, 1997: 38-40). Tourism determines an 
increase in demand for good and services asked by travelers with a 
consequent increase in prices also for local people which can be 
compensated only if their incomes raise proportionally. However, one of 
the most important negative aspects determined by tourism is represented 
by “leakages”. These represent the amount of taxes, profits and wages 
which are paid outside a country and which have to be subtracted from 
the amount of tourist expenditures in order to obtain the “direct income” 
of that area. In other words, part of the receipts from tourism does not 
remain in a tourism area, diminishing the beneficial consequences of 
tourism flows. This is especially the case of developing countries, where 
tourists often arrive thanks to all-inclusive package tours bought in their 
home countries. In this way, large percentages of travelers’ expenditures 
leave the local economies: according to Pleumarom (1999), more than 
two-thirds of the revenues from international tourism, sometimes, do not 
reach the local economies. 

Despite all these possible economic consequences from tourism, there 
are few empirical studies that seek to establish its importance as a 
determinant of economic growth. Economists, in fact, have taken into 
account many variables potentially influencing growth, but, rarely, 
tourism.  

The purpose of this study consists in analyzing if tourism can actually 
represent a determinant of economic growth. Using a panel dynamic 
model, it analyzes the case of South-East Asian and Pacific countries, 
since such countries have faced a substantial increase of tourism flows in 
the 1990s. It is organized in the following way: section 2 explores the 
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recent economic literature about tourism and growth. Section 3 reports 
the case-study and section 4 concludes with some final remarks.  
 

2. Tourism and growth: a recent literature review  

Even if, theoretically, tourism may affect the growth of a country, there 
is little concrete evidence to support this intuition. Economists, in fact, 
rarely analyzed the relationship between tourism and growth: the classical 
literature about economic growth takes into account many determinants 
of growth but not tourism. The few recent studies that analyzed 
empirically the relationship between tourism and growth are very 
heterogeneous: they differ each other, not only in terms of data, period of 
time and methodology adopted, but mainly in terms of aims. In fact, 
despite some more “generic” empirical works which explore tourism as 
possible determinant of growth (such as: Balaguer and Cantavella-Jordá, 
2002 and, especially, Eugenio-Martin, Morales and Scarpa, 2004), other 
studies centre upon more specific aspects regarding tourism, trying to 
analyze, for example, if small countries specialized in tourism tend to 
grow faster than other countries (Lanza and Pigliaru, 1999 and, later, 
Brau, Lanza and Pigliaru, 2003). Table 2.1 summarizes the main recent 
works about tourism and growth, stressing the most important differences 
across the studies.   
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Table 3.1. Comparative table about the main recent studies on tourism and growth. 
 

Authors 
 

 
Year 

 
Aim 

 
Countries 
analyzed 

 

 
Time 

period 

 
Type 

of data 

 
Methodology 

 
Results 

Lanza and 
Pigliaru 1999 

 
Why do 
small 
countries 
specialized in 
tourism tend 
to grow 
faster than 
others? 
 

 
Top 15 
fastest 
growing 
countries  
 
and  
 
Top 15 
countries 
with the 
highest 
degree of 
specialization 
in tourism  
  

1985-
1995 

Cross-
Section 

 
Two-sector 
endogenous 
growth model 
 

 
Tourism 
specialization 
is not 
harmful for 
growth. 
Moreover, 
specialization 
in tourism 
can be 
explained by 
the country’s 
endowment 
of natural 
resources 
rather than 
by the 
country’s 
absolute size 
 

Brau, Lanza 
and Pigliaru 2003 

Does tourism 
specialization 
represent a 
good growth 
option? 

 
29 small 
countries 
(average 
population < 
one million) 
 

1980-
1995 

Cross-
Section 

Standard 
OLS growth 
regression 

 
Tourism 
specialization 
does affect 
growth 
positively 
 

 
Balaguer and 
Cantavella-
Jordá 
 

2002 

 
Does tourism 
represent the 
major 
determinant 
of long-run 
growth in 
Spain?  
 

Spain 1975-
1997 

Time-
Series 

Cointegration 
and causality 
testing 

 
Tourism 
contributed 
to Spain’s 
growth, at 
least in the 
last three 
decades  
 

Eugenio-
Martin, 
Morales and 
Scarpa 

2004 

Does tourism 
represent a 
determinant 
of economic 
growth for 
Latin 
American 
countries? 

21 Latin 
American 
countries 

1985-
1990 

Panel 
Data 

Dynamic 
Panel data 
model 
(Arellano-
Bond 
estimator) 

 
Tourism 
represents a 
determinant 
of growth, 
particularly 
for low and 
middle-
income 
countries.  
 

 

As table 2.1 shows, one of the few recent studies about tourism was 
developed by Lanza and Pigliaru (1999). Looking at World Bank data 
about the top 15 fastest growing countries in per capita income over the 
period 1985-1995, and about the 15 countries with the highest degree of 
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specialization in tourism1, they noted how 7 countries out of 15 were in 
common to both such groups. Moreover, all 15 countries specialized in 
tourism were small countries. Therefore, they underlined how “(i) 
tourism specialization can make a country grow fast; (ii) countries 
specialized in tourism are generally small ones” (Lanza and Pigliaru, 
1999: 4). In order to explain why small tourism countries tend to grow 
faster than other countries, the authors used a two-sector endogenous 
growth model based on Lucas’ (1988) approach. In this way, they first 
demonstrated that tourism specialization is not harmful for growth and, 
then, suggested that the condition required for small countries to 
specialise in tourism is represented by endowment of natural resources 
rather than by their absolute size.   

Later, Brau, Lanza and Pigliaru (2003) analyzed if specializing in 
tourism represents a good option for less developed countries. The 
authors used a dataset of 143 countries for which at least 10 years of 
annual data on per capita GDP adjusted for differences in purchasing 
power parity were available. Among these countries only 29 could be 
defined as small countries, having an average population < one million 
over the period 1960-1995. 14 countries out of 29 presented a degree of 
tourism specialization2 greater than 10%3 on average over the period 
1980-19954; the remaining 15 small countries had a degree of tourism 
specialization smaller than 10% over the same period. Using standard 
OLS growth regressions, Brau et al. documented the real per capita GDP 
growth for each sub-group over 1980-1995, comparing the results. They 
noted how the 14 small countries with a share of tourism receipts in GDP 
greater than 10% showed a positive average growth rate (= +2.4%), while 
the remaining 15 small countries not specialized in tourism presented a 
negative average growth rate (= -0.2%)5. Moreover, considering other 
sub-sets of countries (such as: OECD, Oil and Less Developed Countries 

                                                 
1 The authors defined the degree of specialization in tourism as share of international 
tourism receipt with respect to the value added. 
2 Brau et al. defined the degree of tourism specialization as the “International Tourism 
receipts/GDP at market prices ratio”. 
3 10% represents the demarcation value adopted by the authors in order to classify a 
country as “tourism country”. 
4 The first year for which data about international tourism receipts were available was 
1980. 
5 This result is independent of the demarcation value adopted: using 20% instead of 10%, 
for example, the results were unaffected. 
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– LDCs), the 14 small tourism countries grow faster all other sub-groups. 
On the opposite, the 29 small countries, as whole, showed a real per 
capita GDP growth greater than the Oil and the LDCs countries, but 
lower than the OECD countries. Therefore, the authors remarked how 
tourism specialization is beneficial for growth since represents “the key to 
understanding why small countries are not at disadvantage with respect 
to larges ones” (Brau et al., 2003: 8). Moreover, they found that the 
positive performance of tourism countries cannot be explained by the 
traditional growth factors of Mankiw, Romer and Weil’s (1992) model, 
as the fact that such countries were poorer than average, or that they had 
high saving/investment propensities, or that they were more open to 
trade. In other words, tourism specialization represents an independent 
determinant of economic growth  

Balaguer and Cantavella-Jordá (2002) explored the role of tourism for 
the economic growth of Spain using cointegration and causality testing. 
Assuming that Spain is a small open economy, the authors used a time-
series model including only three relevant variables, such as: real GDP, 
international tourism earnings in real terms and real effective exchange 
rate, the latter representing a proxy variable of external competitivity. In 
order to adopt the correct methodology and to avoid any spurious 
inferences, Balaguer and Cantavella-Jordá tested stationarity of time 
series using the Dickey-Fuller and the Phillip-Perron unit root tests for 
both levels and first differences of each variable. Since variables resulted 
as nonstationary, being all integrated of order 1, the authors used 
Johansen’s cointegration methodology (for more details see Balaguer and 
Cantavella-Jordá, 2002: 880). Moreover, they included several lags for 
each variable in order to capture the short-run dynamics of the model. 
This methodology led to a cointegration relationship among the variables, 
indicating that the expansion of international tourism (together with the 
external competitivity), in the last three decades, contributed to the rapid 
economic growth of Spain. Moreover, their findings confirmed the 
presence of multiplier effects from tourism and suggested the importance 
of government policies in the promotion of tourist activity. 

In the end, Eugenio-Martin et al. (2004) analyzed the relationship 
between tourism and economic growth for Latin American countries over 
the period 1985-1990. Using a dynamic panel data model, they found that 
the growth of inbound tourists flows determined positive consequences in 
terms of growth for the countries analyzed. Because of the presence of 
the lagged dependent variables among the regressors, the authors 
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estimated their model using the Arellano-Bond estimator, finding the 
tourism coefficient significant at 10% level and with the expected 
positive sign, which confirmed the importance of tourists arrivals on the 
economic growth. Moreover, Eugenio-Martin et al. grouped Latin 
American countries into three different groups according to the level of 
income per capita, finding that tourism may represent an opportunity for 
growth only for low and middle-income countries. In other words, if a 
country is already developed, tourism does not affect the further process 
of economic growth.  

The papers discussed above represent the only few recent empirical 
works on the relationship between tourism and economic growth. But, 
which is the reason for the lack of interest, by economists, about tourism 
as possible determinant of growth? One possible reason is that tourism 
represents a relatively recent phenomenon, particularly to developing 
countries. Tourism became one of the main sectors at world level only 
during the last decades. Moreover, some developing countries only 
recently have taken into account tourism as a concrete tool for 
development and improvement of living standards, following, therefore, a 
process of specialization in this sector. In this sense, several countries 
(mainly small islands) showed successful results and, likely, this has 
attracted, only at present, the attention of economists. Another possible 
explanation about the scarce interest of economists regarding tourism as a 
possible engine of tourism can depend upon the characteristics of tourism 
sector. As underline before, tourism’s economic contribution can be 
sometimes not clearly recognized, since tourism is not a clearly 
identifiable industry. In other words, tourism is such a multi-facial 
activity, involving many other economic sectors that it could be very 
difficult to attribute the growth of a country to tourism defined as a 
“specific” and “unique” industry. 
 

3. Case-study  

The purpose of this case-study consists in analyzing the relationship 
between growth and tourism in South-East Asian and Pacific countries. In 
recent years such countries have become a key tourism destination of the 
world: nowadays, tourism is one of the most important industries in such 
economies and, consequently, represents an important source of income. 
Therefore, this study aims to verify if tourism may actually contribute to 
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economic growth, and, therefore, if it can be considered a determinant of 
growth in such regions. 

3.1 Tourism to South-East Asian and Pacific Countries: trends and 
characteristics 

In the 1990s, South-East and Pacific countries faced a substantial 
increase of tourism flows from any part of world. In 2000, six East Asian 
and Pacific countries (China, Malaysia, Thailand, Indonesia, Philippines 
and Vietnam) and one South Asian country (India) were in the list of the 
top twenty developing countries in terms of international tourists arrivals. 
Table 3.1 below, reports the percentage increment in the number of 
arrivals for some South-East Asian and Pacific countries in the 1990s. 

 
 

Table 3.1. Percentage increment in the number of international tourists arrivals 
 for some South-East Asian countries. 

Country Number of tourists arrivals  
in 1990 (in millions) 

Number of tourists arrivals  
in 2000 (in millions) 

% 

China 10.5 31.2  + 197.0 

India 1.7  2.6 + 55.0 

Malaysia 7.4  10.2 + 36.9 

Thailand 5.3 9.6 + 81.1 

Korea, Rep. 2.9 5.3 + 82.7  

Source: own elaboration based on WDI – World Development Indicators, World Bank. 
 

According to Singh (1997), several factors contributed to the rapid 
growth and development of tourism in South-East Asian and Pacific 
countries in the 1990s, mainly: liberalization of air transport and easing 
of travel restrictions, technological improvements, elimination of political 
barriers and new marketing-promotional strategies. 

Asian national flag carriers were always protected from foreign 
competition. Obviously, this obstructed international arrivals and, 
therefore, was counterproductive to tourism industry. However, from the 
beginning of the 1990s, the gradual liberalization of Asian countries 
regarded also air transport, leading great benefits to incoming tourism 
flows. Such process of liberalization of air transport was carried out 
mainly through both multilateral open skies agreements with Occidental 
countries and liberalized internal aviation policies. In this sense, several 
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South-East Asian and Pacific countries (including Singapore and Taiwan) 
signed open skies agreements with the United States, while other 
countries (such as Indonesia, Philippines and South Korea) invited 
foreign airlines to fly to new international destinations. Moreover, new 
routes to secondary destinations were launched mainly in secondary cities 
of China, Indonesia, Thailand and Malaysia in order to serve new 
emerging tourism markets. Such increased liberalization of air transport 
led several positive effects to tourism sector mainly in terms of saved 
travel time and increased convenience for tourists. Moreover, some Asian 
resorts previously very inaccessible or unknown (for example, small 
Pacific islands and atolls) benefited from more tourism promotion. 

Also technological improvements contributed to the rapid growth of 
tourism industry in South-east Asian and Pacific countries in recent years. 
New more efficient aircrafts, for example, led not only to improved travel 
facilities (increasing tourists comfort and safety, and ease and speed of 
arrival) but also to a decrease in operating costs for Asian Airline 
Companies. As a consequence, new low-cost companies were created, 
attracting more tourists. Additionally, the massive diffusion of computer-
based technologies and, mainly, of internet, permitted the promotion of 
Asian resorts to a larger audience, providing instant and interactive access 
to Asian tourism products and services. Nowadays, tourists can view and 
choose their favorite Asian destination on internet and make direct 
purchases. 

Elimination of political barriers led great benefits to tourism sector. 
Some Asian countries previously closed to overseas investors (mainly 
Philippines, Vietnam, Indonesia, and China) opened their borders. The 
breakdown of political barriers encouraged foreign investments also in 
hotel and tourism facilities, contributing to increase the demand of 
tourism in Asian regions. 

In the end, many Asian countries adopted new marketing-promotional 
strategies, based on the supply of a diversified and differentiated tourism 
product. In terms of product diversification, tourism market was 
segmented, becoming more oriented to the tourists needs. In terms of 
differentiation, each country created “a diverse destination product with a 
unique guest appeal” focusing on “the rich cultural, historical and 
natural heritage of the country” (Singh, 1997: 7). In this sense, Thailand 
opened up northern areas with the aim of developing new rural 
destinations; India supplemented its traditional cultural tourism proposing 
holidays based on adventure and sports; Indonesia and Malaysia made 
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great efforts in developing ecotourism; China opened up western 
provinces in order to spread tourism out of the traditional Shanghai and 
Beijing regions; Vietnam implemented sustainable tourism plans. Such 
diversification and differentiation strategies of tourism product can 
determine great benefits in the long run. They can reduce the risk of over-
dependence on a traditional tourism product and, therefore, the potential 
losses in tourists arrivals due to a diminishing appeal in a tourism product 
(De Villiers, 2001). In the end, in order to promote their image, 
particularly in terms of safety and political stability, many South-East 
Asian and Pacific countries have launched national themed campaigns 
(sometimes promoted jointly by neighbors Asian countries) mainly aimed 
to North America and Europe.  

3.2 Description of model and variables used 
Following Eugenio-Martin et al. (2004), the contribution of tourism to 

economic growth of South-East Asian and Pacific countries was analyzed 
exploiting a dynamic panel data model: 

 

 itiititit uXyconsy ++++=∆ −− αγβ 11  
Ni ,.....1= Tt ,.......1=  [3.1] 

 
where: ity  is the log of per capita income ( 1−−=∆ ititit yyy ); β  is a 
scalar, τ−itX  is a k x 1 vector of determinants of the steady state per capita 
income, γ  is a 1 x k  vector, iα  are individual-country effects, itu ~ 

( )2,0 σIID  over i  and t , 12=N 6 and 20001990−=t . 
The vector 1−itX  includes the following set of variables7: 
 LGDI  = natural logarithm of gross domestic investment, used to 

determine the role of investment in physical capital for economic 
growth. Its coefficient is expected positive. This variable was 
introduced in the model both with one and two lags, following the 
hypothesis of Eugenio-Martin et al. about possible delayed effects on 
the dependent variable due to slow transmission mechanism. 

 LSE  = natural logarithm of secondary school gross enrollment ratio, 
included to take into account the contribution of human capital as 

                                                 
6 See Appendix A.1 for the complete list of countries analyzed. 
7 See Appendix A.2 for details and source of data used. 
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determinant of growth (see also Barro, 1991; Levine and Zervos, 
1993 and Brunetti, Kisunko and Weder, 1998). Since it should have a 
positive impact on the economic growth rate, its coefficient is 
expected to be > 0.  

 GC  = government corruption, employed to control for political 
instability. Corruption, in fact, reduces the efficiency of government 
introducing instability into the political process and leading to 
possible fall of the government. Moreover, it determines a negative 
influence on property rights and, consequently, on investment and 
growth (see Mauro, 1995). Since this indicator ranks countries on a 
scale of 0 to 6, allocating 6 to the most corruption-free countries, its 
coefficient is expected positive. 

 TA = number of international tourists arrivals per capita, included in 
order to control if differences in the steady states across South-East 
Asian and Pacific countries analyzed can be explained in terms of 
tourism arrivals. Since, in developing countries, the total amount of 
tourism revenue earned results strictly related to the number of 
tourism arrivals (Roe et al., 2004), the basic idea is that higher levels 
of tourism inbound flows can contribute to economic growth. 
Therefore its coefficient is expected positive. 

Model [3.1], adopted in many recent studies about growth (see, for 
example, Hauk and Wacziarg, 2004, OECD, 2003, Dewan and Hussein, 
2001, Islam, 1995), appeared the most appropriate to test for growth for 
three orders of reasons:  
1. it derives directly from the Solow’s (1956) neoclassical model, which 

seems the most suitable model for testing empirically growth (Hauk 
and Wacziarg, 2004); 

2. it makes use of panel data, which have the advantage to better 
accommodate for heterogeneity across countries in testing for 
growth. Through heterogeneous intercepts, in fact, panel data allow 
to take into account level effects for individual countries. Several 
studies (Islam, 1995; Knight, Loayza and Villanueva, 1993) extended 
previous growth models designed for cross-section data to the 
analysis of panel data, showing that cross-section estimates were 
often biased; 

3. thanks to the presence of the lagged dependent variable among the 
regressors, it permits to take into account the dynamic of adjustments 
of per capita income rate of growth as a consequence of several 
factors including tourism. 
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3.3 Econometric methodology 
Equation [3.1] can be re-written in the following way: 
 

 itiititit uXyconsy ++++= −− αγδ 11  
Ni ,.....1= Tt ,.......1=  [3.2] 

 
where ( )βδ += 1 . 
Model [3.2] can be estimated following several approaches. Following 
the pooled OLS approach, intercepts and slope coefficients are treated as 
homogeneous across all N cross-sections and through all T time periods. 
However, slope estimates can be biased if the country-specific effect is 
correlated with the regressors, as in the model [3.2]. In such case, the 
adoption of a dynamic-fixed-effects approach seems to be more 
appropriate (for details see Hauk and Wacziarg, 2004). Nevertheless, 
because of the presence of the lagged dependent variable among the 
regressors, the traditional within estimator cannot be used since the 
within transformation leads to the correlation between the lagged 
dependent variable and the error term and, therefore, to biased and 
inconsistent estimates. Nickell (1981) calculated an asymptotic bias in the 
within estimator equal to -0.167 for 10=T and 5.0=β . Such estimated 
bias is, therefore, approximately valid also for model [3.2], where 11=T   
and δ  is expected ] [1,0∈  for convergence. A possible solution to such 
problem consists in instrumenting the variables correlated with the error 
term using the Arellano-Bond (1991) GMM approach. The Arellano-
Bond estimator generates consistent estimates but requires losing at least 
two periods of data to implement the IV procedure: this could affect the 
estimates in an unknown direction particularly when T  is very small. 
Moreover, if the first stage relationship between differenced independent 
variables and lagged level variables is weak, then AB estimates are 
biased towards the correspondent within estimates (for more details see 
Stock, Wright and Yogo, 2002).  

3.4 Results and comments 
The calculation was implemented using STATA 8 econometric 

software Table 3.2 below reports the results obtained. 
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Table 3.2. Results obtained 
 

 (Dependent variable = ity ) 
 

 
Variables 

 
Pooled OLS estimates 

 

 
Arellano-Bond estimates 

 
1−ity  

 

.974*** (.007) .986** *(.137) 

 
1−itLGDI  

 

.116** (.058) .143*** (.057) 

 

2−itLGDI  

 

-.036 (.074) .033 (.082) 

 
1−itLSE  

 
-.013 (.013) -.183*** (.035) 

 

1−itGC  

 

.020*** (.005) .023* (.014) 

1−itTA  .030** (.013) .277*** (.111) 

 
cons  

-.058 (.073) -.005 (.008) 

Notes: 
1. In brackets: robust standard errors. 
2. * denotes significance at the ten per cent level, ** at five per cent and *** at one per 

cent. 
 
 
In Pooled OLS estimation 99.2 =R . Moreover, variables result jointly 

significant at one per cent level. 
In Arellano-Bond estimation, the Sargan’s test of over-identifying 

restrictions was 6.582 =χ  with a p-value = 1.00: the null hypothesis 
implying good specification of model cannot be rejected. The Arellano-
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Bond test that average autocovariance in residuals of order 2 is 0 was 
.34−=z  with a p-value = 0.73: the null hypothesis implying no 

autocorrelation cannot be rejected. In the end, the Wald tests for jointly 
significance of all explanatory variables was 69.542 =χ with a p-value = 
0.00: explanatory variables are, therefore, jointly significant at one per 
cent level. The conclusion is that model [3.2] is correctly specified and 
that instruments used are valid. 

Despite the pooled OLS estimates can be biased given the correlation 
between 1−ity  and the error term, the size of estimated coefficients is very 
similar adopting both the approaches: only the contribution to growth of 
tourist variable appears more decisive following the Arellano-Bond 
estimation respect to the Pooled OLS technique.  
Moreover, all coefficients signs are as expected with the exception 
of LSE , but this result might not be surprising. In recent studies about the 
contribution of human capital to economic growth, in fact, educational 
variables often resulted not significant or, if significant, with the wrong 
sign, mainly when first-differenced or panel data models were used. In 
this sense, this case-study does not confirm the theoretical predictions 
about the positive contribution of human capital to growth but, at the 
same time, does not represent an isolated case. Pritchett (1999) 
underlined how if demand for educated labour is stagnant then marginal 
returns to education could fall rapidly. Since tourism sector does not ask 
necessarily for skilled workers, bur often represents a source of 
employment for weak labor-force (women, unskilled and semi-unskilled 
workers, poor rural people), Pritchell’s explanation could justify the 
absence of a positive impact of human capital on growth mainly in 
countries where tourism represents the main (or one of the most 
important) source of income (Maldives, Anguilla and, generally, small 
island states). However, such countries do not appear in the dataset 
utilized in this case study: therefore, reasons for the wrong sign on SE  
have to be found somewhere else, for example in the quality of data used. 
Such hypothesis is supported by de la Fuente and Doménech (2002) who 
provided evidence that improvements in data quality lead to larger and 
more precise estimates of schooling coefficients in growth regressions. 
This is confirmed by Hauk and Wacziarg (2004), who, using Monte Carlo 
simulations in order to evaluate the validity of econometric methods 
usually adopted to estimate growth regressions, showed how, in the 
presence of measurement error, the Arellano-Bond GMM estimator can 
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lead to underestimate the impact of some determinants of the steady-state 
level of income, such as human capital. A possible disturbing element in 
the data (typical in turning from the cross-section to panel data analysis) 
may be the existence of implausible changes in the evolution of 
educational variables over short periods. Such breaks could be a signal of 
a change of criterion in the elaboration of educational statistics that could 
affect the estimated coefficients. However, such inconsistencies do not 
seem to be present in data used in this case-study as graph 3.1 below 
confirms. 
 
 

Graph 3.1. Evolution of secondary school gross enrollment ratio 
for all countries in the sample analyzed over the period 1990-2000 
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A more plausible reason about the wrong sign of LSE  may be that data 
used do not fully reflect the level of human capital accumulated in a 
country. Since census attainment data were not available, only enrolment 
series were used in this case-study. But these two kinds of data might not 
be consistent, particularly at a secondary level of instruction and, mainly, 
in developing countries. In this sense, secondary school enrollment ratio 
could not be representative of the actual level of human capital 
accumulated in countries under analysis and this could justify the 
unexpected sign on LSE . Moreover, enrolment series take little account 
of formal education quality other than of other important dimensions of 
human capital, such as, for example, the job-training.  

About the other coefficients, the positive signs 
on LGDI and GC suggest that government investment and political 
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corruption contribute to economic growth, respectively, in a positive and 
a negative way, while the positive (but less than one) sign on 1−ity  
guarantees β -convergence. 

In the end, the Arellano-Bond estimation shows a large impact of 
tourism on GDP per capita, by around 0.3 percentage points. Moreover, 
the time period under analysis includes also the years of economic crisis 
in Asia, during which South-East and Pacific countries faced a decreasing 
number of tourists from other Asian countries. In this sense, the results 
obtained appear very encouraging: they suggest the importance of 
tourism sector, measured in terms of international arrivals, for the 
economic growth of countries analyzed and corroborate the general 
findings of Eugenio-Martin et al..  
From a political point of view, these findings can determine two orders of 
consequences for domestic governments. First, local policy makers 
should invest more in tourism sector in order to attract new tourists, 
creating, for example, infrastructures and facilities (roads, railways, 
airports), implementing appropriate marketing strategies and designing 
tourism planners to canalize tourists towards destinations less known. 
Second, governments should develop strategies to maximize gains from 
tourism for local people, particularly for weak population (as women and 
rural communities), implementing, for example, programs to involve 
them in tourism activities and managing package tours directly at local 
level, in order to reduce many leakages. In this way, tourism sector can 
really become the main driving force of economic development in 
countries analyzed. 
 

4. Conclusions 

This paper has explored the relationship between tourism and 
economic growth. Tourism sector can represent a determinant factor for 
growth, mainly in developing countries which, recently, have faced an 
increase number of incoming tourism flows. This is, particularly, the case 
of South-East Asian and Pacific countries, many of which are in the list 
of top twenty major world tourists destinations in the 1990s. Several 
factors contributed to the rapid development of tourism in these regions, 
such as the liberalization of air transportation, technological 
improvements, elimination of political barriers and new marketing-
promotional strategies. Since the increasing tourism flows can have 
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determined both positive economic consequences (income and 
employment opportunities, state revenues, diversification of economy, 
foreign exchange earnings) and negative economic consequences 
(mainly, import and export leakages) to receiving areas, this study has 
aimed to verify if positive effects prevailed over negative, in such a way 
as to contribute to economic growth. Following the recent literature about 
growth and, mainly, Eugenio-Martin et al. (2004), a dynamic panel data 
model was employed in order to test for convergence. Differences in 
preferences and technology among South-East Asian and Pacific 
countries were controlled for using indicators about human capital, 
physical investment and political situation in each country. Moreover, a 
tourism indicator, proxied by the number of international tourists arrivals 
per capita, was used in order to explore the impact of tourism sector in 11 
Asian countries over the period 1990-2000. The tourism coefficient 
resulted significant and, moreover, its positive sign confirmed the 
importance of tourists arrivals on the economic growth. This can have 
important political consequences for developing countries: since tourism 
arrivals represent a determinant of economic growth, domestic 
governments, in fact, should invest more in tourism industry. An 
opportune strategy could consist in re-investing part of gains from 
tourism to attract new tourist, and the remaining part to help local 
communities to maximize the economic benefits from tourism. Since 
tourism asks for facilities, local governments should improve public 
infrastructures, as transportation (roads, rail networks and airports), 
communication (telephonic lines), water and energy supply and other 
public utilities. Moreover, tourism promotion and appropriate marketing 
strategies can play a crucial role to attract tourists towards new 
destinations. On the other hand, part of gains from tourism should be 
addressed to help local people to maximize the economic benefits from 
tourism, improving the living conditions of weak population. In this way, 
tourism sector can actually become an alternative driving force to reach 
economic development in many developing countries. 
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APPENDIX A.1 – Countries analyzed 

Initially, all 32 countries classified as South-East Asian and Pacific 
according to the World Bank were selected, as reported in table A.1 
below. 
 
 

Table A.1.1. List of countries classified 
by World Bank as South-East Asian and Pacific 

Countries World Bank Classification 

1. Afghanistan  SA 
2. Bangladesh SA 
3. Bhutan SA 
4. Cambodia EA-P 
5. China EA-P 
6. Fiji EA-P 
7. India SA 
8. Indonesia EA-P 
9. Japan EA-P 
10. Kiribati EA-P 
11. Korea EA-P 
12. Lao PDR EA-P 
13. Malaysia EA-P 
14. Maldives SA 
15. Marshall Islands EA-P 
16. FS Micronesia EA-P 
17. Mongolia EA-P 
18. Myanmar EA-P 
19. Nepal SA 
20. Pakistan SA 
21. Palau EA-P 
22. Papua New Guinea EA-P 
23. Philippines EA-P 
24. Samoa EA-P 
25. Singapore EA-P 
26. Sri Lanka SA 
27. Solomon Islands EA-P 
28. Thailand EA-P 
29. Timor Leste EA-P 
30. Tonga EA-P 
31. Vanuatu EA-P 
32. Vietnam EA-P 

Note: EA-P = East Asian and Pacific country; SA =South Asian country 

 
 
Availability of the variables chosen for each country and for the time 
period analyzed has represented the elimination criterion followed. 
Moreover, Japan was dropped since this study aims to analyze if tourism 



 
 

 

 26

represents a strategic sector for the growth in less developed countries 
The definitive list of countries analyzed is reported in table A.1.2  

 
 

Table A.1.2. Definitive list of  
countries analyzed 

Countries 
1. Bangladesh 
2. China 
3. India 
4. Indonesia 
5. Korea 
6. Malaysia 
7. Papua New Guinea 
8. Philippines 
9. Singapore 
10. Sri Lanka 
11. Thailand 

 

 

 

APPENDIX A.2 - Variables used: definition and source 

 ity = natural logarithm of GDP expressed in 1995 U.S. dollars 
constant prices divided by midyear population (source: WDI – World 
Development Indicators, World Bank). Therefore, 1−−=∆ ititit yyy  
represents a growth rate. 

 LGDI  = natural logarithm of gross fixed capital formation expressed 
as percentage of GDP. It includes land improvements, plant, 
machinery, and equipment purchases. Moreover it comprises the 
construction of roads, railways, schools, offices, hospitals, 
commercial and industrial buildings (source: WDI – World 
Development Indicators, World Bank).  

 LSE = natural logarithm of ratio of total enrollment to the population 
of the age group that officially corresponds to the level of secondary 
education, regardless of age (source: WDI – World Development 
Indicators, World Bank). 

 GC  = indicator of corruption within the political system. It takes into 
account financial corruption together with actual or potential 
corruption in terms of excessive patronage, nepotism and job 
reservations. This indicator ranks countries on a scale of 0 to 6 
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allocating 0 to the most corrupt countries (source: ICRG – 
International Countries Risk Guides, 1998). Since such data were 
only available until 1997, missing data for the period 1998-2000 were 
approximated using past ICRG data together with Country Indicators 
for Foreign Policy (CIFP) data, which rank countries on a scale of 1 
to 9 allocating 9 to the most corrupt countries. Therefore, in order to 
make comparable ICRG and CIFP data, a scale of conversion was 
adopted attributing for the period 1998-2000 a decrease of 0.7 in the 
ICRG indicator respect to the previous year to any unit increase in 
CIFP indicator and vice versa. 

 TA = number of overnight visitors who travel to a country for a 
period not exceeding 12 months and whose main purpose in visiting 
is other than an activity remunerated from within the country visited. 
Moreover, it includes the number of tourists visiting a country in 
which they have their usual residence, but outside their usual 
environment. The total number of tourists was divided by total 
population which counts all residents with the exception of the 
refugees not permanently settled in the country of asylum, who are 
considered part of the population of their country of origin (source: 
WDI – World Development Indicators, World Bank). 
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