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1 An Overview of Tourism-
Related Foreign Direct
Investment (TFDI)

H. Cristina Jonsson

Conceptualising and Explaining Tourism-Related Foreign
Direct Investment

While the principle of FDI is a commonly used term, definitions of FDI have
a variety of interpretations. According to the Organisation for Economic
Co-operation and Development (OECD, 1996), there is consistency in defi-
nitions of FDI used by itself and international development organisations,
the United Nations Council for Tourism and Development (UNCTAD) and
the International Monetary Fund (IMF). UNCTAD (2006) explains FDI
as the objective of capital invested for the purpose of acquiring a lasting
interest and control by a resident entity in one economy or an enterprise
resident in an economy other than that of the investor. In this long-term
relationship between the investor and the enterprise, the crucial aspects dis-
tinguishing FDI from other types of investment are location and control.
A more succinct definition of FDI is provided by Economy Watch (2010),
“the injection of foreign funds into an enterprise that operates in a different
country of origin from the investor”; yet the issue of direct control should
not be overlooked.

FDI is the inflow of capital into and out of a particular sector of a country
and signifies direct control of an enterprise by investors. This type of invest-
ment comprises (a) settler-type investment where the investor and their cap-
ital move to a country, (b) “putting-out” investment where ownership and
control resides abroad but without links to other enterprises, and (c) the mul-
tinational corporation as an extension of the corporation into foreign coun-
tries (Meyer, 2003). Although a foreign direct-investor can be an individual,
a group of individuals, or a government, most FDI is made by public and/
or private enterprises, incorporated or unincorporated. FDI can take place
either through the direct entry of foreign firms or the acquisition of existing
domestic firms made with the objective of obtaining lasting interest. The
economics literature distinguishes between different forms of investment or
international money movement, and foreign investment falls into the two
main categories of FDI and portfolio investment (Hlaing and Kakinaka,
2019). Nonetheless, Fan (2002) argues that neo-classical economists have

DOI: 10.4324/9781003155492-2
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been unable to differentiate FDI from portfolio investment, and contends
that the impact each has on a country’s development has led to inadequacy
in explaining FDI.

There has been years of arguments in favour of and against FDI, begin-
ning with Dunning and Kundu (1982). It has been argued that FDI can lead
to economic growth and productivity increases as a whole (Andergassen
and Candela, 2009), although the risks associated with FDI have also been
emphasised (Lee and Chen, 2020). Tourism FDI has emerged as an impor-
tant factor in achieving sustainable economic growth for both developed
and developing countries, the reason being that the tourism sector requires
goods and services, in addition to knowledge, infrastructure, transporta-
tion, financial and capital accumulation, and access to international dis-
tribution channels. The role of the state in helping to secure positive local
impacts from Trans National Corporations (TNCs) and FDI is noted by Liu
and Dicken (2006, p.1229) who argue that to gain:

obligated embeddedness on the part of TNCs—and for the state and its
citizens to gain its benefits—the state not only has to have the theoretical
capacity to control access to assets located within its territory, but also the
power actually to determine such access.

Governments in tourism economies often place high priority on attract-
ing FDI due to the tourism sector being a potential path for economic and
human development. This is not surprising considering the numerous eco-
nomic and social benefits FDI offers to both host destinations and tourists.
The growth of tourism arrivals stimulates an increasing demand for goods
and services. In order to further expand domestic products and infrastruc-
ture, to accommodate this growth, governments often prefer to attract FDI
to cover the tourist demand for goods and services

The question of who benefits from FDI has stimulated research interest
but the challenges of measuring FDI have been noted by researchers, in-
cluding Fujita (2008, p. 1):

The quality of the data available for analyzing foreign direct investment
(FDI), particularly in developing countries, does not often meet the re-
quired standard for the purpose of rigorous policy analysis.

Despite difficulties relating to the availability of data and its quality, an inter-
est in local benefits is apparent in the work of many FDI researchers. In this
respect the integration of or linking of TNCs with national economic systems
has been recognised to be highly desired. As Pavlinek (2004, p. 54) remarks:

Linkages of foreign-owned plants with domestic firms are considered the
most important mechanism through which technology transfer takes place,
additional jobs are generated, and new local enterprises are formed.
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One particular concern that has been raised is that a lack of local linkages
“make it relatively easy to move production to lower cost locations should
the need arise” (Pavlinek, 2004, p. 52). The notion of destination substi-
tutability in tourism and a lack of loyalty from TNCs (as well as tourist
markets) is one that is well-acknowledged. However, transnational tourism
is often seen as the answer to economic, social, and environmental develop-
ment due to its significant economic activity with 1.5 billion international
tourist arrivals in 2019 (UNWTO, 2020). Tourism development, if properly
developed and supported, can be a “quick-win” in overcoming prevailing
economic and social conditions. Tourism-related FDI (TFDI) has become
a key component of national development strategies for many countries and
the growth of TFDI has been phenomenal.

Book Aim and Content

The aim of this book is to bring together a set of cutting-edge research and
empirical case studies from international sources. This book considers TFDI
as a component of destination management at all levels of a destination and
involving a range of stakeholders. It aims to demonstrate current knowledge
on TFDI and to provide insights into conceptual issues. It also seeks to pro-
vide specialist perspectives on the state of the art of important aspects and
issues within TFDI by studying them in specific case study locations.

The book is aimed at postgraduate students, researchers, and academics.
It is also aimed at community economic development and tourism officials
in communities that are contemplating the development of tourism with
foreign investments. Boards of directors or governors of tourism and specif-
ically hotels will also benefit from this book. As will funding and other gov-
ernmental or NGO agencies involved with the support of tourism, as well as
directors, managers, and employees in hospitality and tourism.

The four foundation chapters in Part II provide the context for the book
as well as consider critical concepts and influential factors in TFDI. Tour-
ism FDI issues in specific spatial locations are illustrated in Part III, while
Part IV concludes thoughts and gives an overview of current issues and fu-
ture research directions.

Scope and Organisation of This Book

This book is the first volume examining tourism FDI. It focuses on TFDI
and fills a gap in the body of literature on FDI and more specifically, on the
issues, challenges, and prospects of tourism FDI.

Through a collection of chapters focusing on principles, practices, and
diverse country case studies, the book considers TFDI from the economic,
social, environmental, and regulatory perspectives. Thus, the book ad-
vances understanding of the positive and negative impacts of TFDI as well
as how emerging problems and wider implications for local economies and
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communities can be managed more sustainably. The book also discusses
the transformative opportunities offered by TFDI regarding key economic,
social, environmental, and regulatory issues.

Chapter 2 opens Part II by exploring the potential advantages and dis-
advantages of TFDI and investigates the role of policies involving FDI in-
volvement in tourism, which are examined within the framework of overall
destination development strategies. By weighing up the socio-economic
benefits that result from TFDI against the possible associated costs and
impediments to destination sustainable development, this chapter lays
an important foundation for the appreciation of TFDI research at differ-
ent levels of a destination in this book. Chapter 3 has a similar role in
this book. It argues that the need to consider the effects of TFDI on host
populations and that local resident perceptions must be acknowledged to
provide a more holistic picture of TFDI impacts. Chapter 3 is one of the
relatively few studies of local perceptions of TFDI. The authors use theo-
retical approaches to examine local resident perceptions of tourism per se
which are discussed and applied specifically to TFDI impacts. It concludes
by emphasising the value of intersecting economic theories and the per-
ceptions of affected local communities in TFDI analyses. Chapter 4 is a
dynamic investigation of TFDI and sustainable development. It applies a
vector error correction model, catering for dynamic, endogeneity, and cau-
sality issues to investigate the link between tourism and FDI in the small
island economy of Mauritius. Chapter 5 is the final chapter of Part IT on the
theme of the foundation and sustainability of TFDI. It critically examines
TFDI in the context of Kyrgyzstan, Central Asia through an evolutionary
lens. It uses the development path of a particular TFDI to explore how it
might inform a wider understanding of sustainable tourism development.
This chapter is also concerned with issues of governance, political stability,
and institutional capacities and highlights these as being greatly influential
for the TFDI’s development trajectory alongside collaboration and negoti-
ation processes.

Current issues and challenges in TFDI are the theme of Part 111, which
comprises eight case study chapters. Chapter 6 uses a panel gravity model
to investigate the bilateral FDI stock inflows between France and 19 inves-
tor countries in the Hotel and Restaurant industry from 2000 to 2019. As
such the chapter shows that bilateral FDI stock inflows between France and
investor countries are positively affected by their income and are inversely
proportional to the distance between them. Chapter 7 examines why Cro-
atia still needs FDI in tourism and examines the effects of previous FDI in
tourism by mapping the effects from the micro to the macro level. It une-
quivocally points to the structure of accommodation capacities in relation
to other EU member states and the low representation of hotel accommoda-
tion. Chapter 8 examines the link between FDI, tourism growth, and eco-
nomic growth of 41 Sub-Saharan African (SSA) countries by using panel
data set from 1995 to 2019. It investigates the short- and long-run effects of
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FDI and economic growth on the development of the tourism industry using
the autoregressive distributed lag (ARDL) model. Chapter 9 employs vari-
ous econometric techniques to examine the relationship between FDI and
tourism, measured by international tourist arrivals and international tour-
ism receipts, in China. The results provide some useful insights for tourism
and FDI promotion policies. Chapter 10 is an in-depth exploration of natu-
ral sites in Bangladesh and proposes a model that explains and predicts how
economic development can be viable through the growth of nature tourism.
Chapter 11 is one of the few empirical studies on the nexus between TFDI
and economic growth in the case of Indonesia. In order to examine the ben-
efits of TFDI and its effect on economic growth it applies three absorptive
capacities, which are human capital, trade openness, and financial market
development. The research presented in Chapter 12 is situated in the Car-
ibbean island of Barbados. This is one of the relatively few studies of TFDI
in the Caribbean and Barbados and takes a unique approach by critically
considering TFDI impacts by focusing on the experienced “realities” as per-
ceived by local hotel employees. It critically reflects on the roles of perceived
realities in tourism and FDI. Finally, Chapter 13 provides a summary and
conclusion as well as identifies further research needs.

Conclusion

This book aspires to address the significant gap in TFDI research. It is a
varied collection of chapters with progressive research relating to TFDI.
The combination of theory and case studies is intended to demonstrate our
current knowledge as well as identifying research gaps still in existence. As
such, this book goes beyond destination-specific content and delivers ana-
lytical insights, theoretical advances, and concluding thoughts on further
related research areas and needs. The authors and editor anticipate that ac-
ademics, students, and practitioners will find it inspiring as well as useful,
and that the content will stimulate further discussion and research around
this important under-researched area.
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in Tourism

Host Destination Opportunities
and Challenges

Larry Dwyer

Introduction

Policy makers in many countries view Foreign Direct Investment (FDI) as a
means to boost their country’s overall pace of development. FDI is consid-
ered to create employment opportunities and generate increased national
income by enabling build-up of physical capital, developing productive ca-
pacity, enhancing skills of local labour through technology transfer and
managerial know-how, and promoting economic diversification, while bet-
ter integrating the domestic economy with the global economy. For coun-
tries with developing tourism sectors in particular, FDI is seen as having a
potentially very significant role in improving infrastructure such as interna-
tional airports, highways, hotels, and modern technologies that comprise
the basic foundations of tourism development. FDI in tourism, however,
presents special challenges and concerns regarding its effects. As we shall
argue below, FDI is associated with negative as well as positive effects on the
tourism industry of a host destination. Consequently, policies affecting FDI
in a country’s tourism industry should be carefully assessed, comparing the
benefits of such inward investment to the possible wider socio-economic
costs to tourism and other industry sectors over the longer term. This com-
parison is not straightforward and, as we shall see, there are many gaps in
our knowledge of the effects of FDI in tourism in the different destinations
that comprise the global industry. The proposed framework for identifying
the benefits and costs associated with FDI in tourism should facilitate fur-
ther research in this area, particularly in destination case studies.

FDI occurs when an investor resident in one country (the source country)
acquires ownership in and a significant influence over the management of an
enterprise or productive asset in another country (the host). Firms invest to
derive the maximum expected return on outlays. They exploit their compet-
itive advantages, often in the form of brand equity, technology, or other pro-
prietary know-how, by utilising them in another country. This may involve
creating a new enterprise (greenfield investment) or changing the ownership
of an existing enterprise (via a merger and or acquisition). FDI is described
as a whole package of resources: physical capital, modern technology and
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production techniques, managerial and marketing knowledge, entrepre-
neurial abilities, and business practices (UNCTAD, 2008; Denisia, 2010).

What is unique about FDI in tourism is the separation of ownership and
control that frequently occurs (McGaughey, Raimondos and la Cour, 2020).
Tourism comprises a large number of diverse and interlinking activities,
making the compilation of standardised FDI statistics in tourism at the in-
ternational level extremely difficult (Endo, 2006). Further, many countries
do not distinguish between domestic and foreign investment in their official
statistics. The frequent use of managerial contracts or franchising opera-
tions (Whereby multinational enterprises or MNEs can assume control over
an operation without having committed equity capital) creates a growing
gap between the official FDI data and the activities of firms in practice.

UNCTAD (2008) reports that FDI in tourism is still rather low — in both
developed and developing countries — compared to the levels of FDI in other
economic activities, including other services industries. FDI in tourism is
mainly concentrated in hotels and accommodation (Nunkoo and Seetanah,
2018). However, its impact can be substantial, especially when the scope of
FDI is widened to include non-equity forms of MNE involvement, such as
management contracts that are much more prevalent.

Destination Ability to Attract Tourism FDI

The ability of a tourism destination to attract FDI is influenced by a num-
ber of factors (UNCTAD, 2008; European Commission, 2016; Nunkoo and
Seetanah, 2018).These include the economic growth rate of the host destina-
tion; the productivity and performance of the tourism industry, including
the profitability of tourism related enterprises; access to sources of financ-
ing and the availability of sufficient information and data needed to make
investment decisions; government regulations, procedures, and incentives
regarding local and foreign investment; the state of the destination physical
and social infrastructure; market characteristics; visitor tastes and prefer-
ences, expected growth in visitation, transport links, etc.; the ability of the
destination to market and promote itself effectively; political and macroe-
conomic stability of host destination (Dwyer and Forsyth, 1994; European
Commission, 2016; Nunkoo and Seetanah, 2018). Only if these factors com-
bine to allow investors to earn an adequate return on their investment will
they make the necessary long-term commitment to allocate funds to a host
destination (Groh and Wich, 2012).

Mootives for FDI in Tourism

The various motives for foreign investment in tourism can be explained in
large part using the widely accepted “eclectic paradigm” of international
production (Dunning, 2002; Pathan, 2017, Gudowski and Piasecki, 2020).
The eclectic paradigm asserts that the extent, pattern, and growth of
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value-adding activities undertaken by MNEs outside their home countries
are dependent on the value of and interaction between three main variables:
ownership advantages; location advantages; and market internalisation
advantages.

Ownership Advantages

These include the competitive advantages that foreign firms possess in sup-
plying any particular market or set of markets. These advantages may arise
from firms’ privileged ownership of, or access to, specific technological,
managerial, financial, or marketing assets. Ownership advantages may be
of a structural or behavioural nature. For the tourism industry they might
include: the size of the company and its ability to obtain economies of scale;
proprietary competitive advantages such as strong brand name or estab-
lished reputation in providing tourism services that allow the firm to in-
crease market penetration; greater availability of equity finance to support
tourism industry expansion; better knowledge of, and favoured access to,
international tourism markets; better-trained personnel; better manage-
ment, and reservation systems; and better organisational and IT capabili-
ties to successfully integrate separate value-adding activities (Snyman and
Saayman, 2009; Park and Xiao, 2017).

Location-Specific Advantages

When capital can move freely from country to country, it is relatively
straightforward for firms to locate and invest abroad, and repatriate prof-
its. The advantages of location are the benefits of value-adding activities
that combine ownership-specific advantages with immediate factor en-
dowments in a foreign country (Snyman and Saayman, 2009). Factors
that make a destination attractive to international investors include: size,
growth, and stage of development of the overall tourism market in the host
country; existing tourism facilities in the host country, including type of at-
tractions, appealing environmental and heritage features; destination mar-
ket potential in the context of global and regional tourism trends; openness
of the host government towards FDI in the country including investment
incentives; political, social, and economic stability of the host destination;
quality of general infrastructure in destination (transport, telecommunica-
tions, water, power); input prices, quality, and productivity; lack of entre-
preneurship in the host country, reflected in an unwillingness to take risks
to develop tourism facilities; deficiencies in the host country’s capital mar-
ket as it affects tourism, with associated barriers to local investors; lower
taxation rates in the host destination compared to alternative destinations;
compatibility with the firm’s strategy to diversify operations for the pur-
pose of reducing risks geographically (Assaf, Josiassen and Agbola, 2015;
Li, Quan, Stoian and Azar, 2018).
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Market Internalisation Advantages

Market internalisation advantages refer to the advantages of a firm con-
trolling and coordinating ownership and location-specific advantages
within an MNE hierarchy, rather than selling the right to use those ad-
vantages to domestic firms in the host country. In tourism, these advan-
tages might include: easier control by a firm over the character of the
tourism product, including security of supply, price, and quality; better
planning opportunities; better coordination opportunities; greater op-
portunities to increase market share and profits (Gaur, Pattnaik, Singh
and Lee, 2019).

The interrelations of ownership, location, and internalisation advantages,
and the response to them by firms, vary according to industry, countries of
origin and destination of investment, and firm specific characteristics (Groh
and Wich, 2012). They also vary over time as changes in technology and
the entrepreneurial and economic environment affect the competitive posi-
tion of firms and the location of their value-adding activities. The utilisation
of these advantages depends primarily on the relative costs of equity and
non-equity forms of managing interrelated economic activities (Dwyer and
Forsyth, 1994).

Effects of FDI on Host Destination

FDI potentially has both positive and negative effects on the host destina-
tion. In its positive effects, FDI may foster productivity gains, technology
transfers, introduction of new processes, managerial skills and know-how in
the domestic market, employee training, international production networks,
and access to export markets (Denisia, 2010; Pathan, 2017). FDI can be im-
portant to any economy, especially to developing nations increasing the op-
portunities for global networking. Negative effects may include crowding
out of domestic investment, greater “leakages” from revenue due to pro-
duction inputs sourced externally, including repatriation of profits, limited
opportunities for career advancement of local employees, inappropriate
form and scale of industrial development, loss of equity in and control of
the industry development, economic dependence on foreign investors, and
adverse environmental effects. Each potential type of impact is associated
with FDI in tourism.

Potential Advantages of FDI to Host Destination

FDI in tourism has the potential inter alia to increase tourism exports, con-
tribute to growth and development; create jobs; build exports; provide ad-
ditional sources of finance for tourism expansion; increase opportunities
for global marketing and networking, improve tourism product quality; and
facilitate technology transfer and innovation.
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Increased Economic Growth in Host Destination

Given shortages of facilities and infrastructure in many destinations, FDI
is considered an effective channel for transferring the trade, knowledge, and
technologies leading to economic growth. Tourism-related MNEs often es-
tablish linkages with local suppliers and distributors that can boost the host
country’s economic activity and business opportunities (Nunkoo and See-
tanah, 2018). When FDI is directed towards the least developed countries
and associated with the creation of employment for unskilled workers, it has
the potential to contribute importantly to poverty-reduction (Dwyer and
Cavlek, 2019).

It has been argued that FDI has a larger impact on growth than other
international capital flows — such as portfolio investment and bank loans —
because of the limited volatility of FDI. This relates to the fact that FDI
cannot easily be withdrawn while profits, losses, and risks are shared among
the foreign and the host entity. FDI is thus attracted by the long-term pros-
pects of the country and its policies, and is therefore more stable than other
capital investments (Albuquerque, 2003). Other types of external capital are
known to be less stable and of shorter term, thereby hindering sustainable
growth (Colen, Maertens and Swinnen, 2009).

While FDI can, under certain conditions, be an engine of economic
growth, its impact is conditional on factors such as the type of FDI, the eco-
nomic sector, the size and quality of capital stocks, and the absorptive ca-
pacity of the host economy (Andergassen and Candela, 2013; Chingarande
and Saayman, 2018). FDI is considered to affect economic growth in a dif-
ferent way than domestic investment because FDI entails — besides the ac-
cumulation of physical capital — a bundle of potentially growth-enhancing
attributes including technology, managerial knowhow, entrepreneurial
ability, and access to global distribution networks and international mar-
kets (Dunning, 2002). Through such means, FDI contributes importantly
to economic growth and to the overall development of the host country —
directly through the accumulation of capital, technological know-how, and
innovative capabilities (Liu, Shu, & Sinclair, 2009), and indirectly through
technology and knowledge spillovers to domestic firms in the host economy.
However, empirical evidence in support of these links theories differs ac-
cording to destination and industry context (Colen et al., 2009).

There is ongoing debate as to whether tourism primarily is a catalyst for
growth, increasing the GDP of destinations or whether tourism growth is
primarily an effect of economic growth in the domestic or international
economy. The evidence seems to be that it is both (Brida, Cortes-Jimenez
& Pulina, 2016; Yazdi, Nateghian and Rezaie, 2017; Sokhanvar, 2019). The
impacts of FDI on a host destination can argued to support the notion of
Tourism-led Growth (TLG). The export-led growth hypothesis emphasises
that increased exports (including tourism exports associated with FDI)
can generate foreign exchange, create employment, stimulate additional
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investments, help to exploit economies of scale, promote efficient allocation
of resource efficiencies, and diffuse technical knowledge (Chingarande and
Saayman, 2018).

Notall types of FDI are likely to create substantial additional employment
in host economies. When FDI represents additional investment (greenfield
investment), it generally provides employment, while mergers and acqui-
sitions are less likely to create additional jobs (UNCTAD, 2008). Moreo-
ver, when foreign firms compete with local firms resulting in crowding-out,
employment in domestic companies and in the sector as a whole may be
reduced (Dwyer and Cavlek, 2019). Hence, the magnitude and sign of the
employment effect will depend on the industry of investment, mode of entry
of FDI, and destination characteristics (Colen et al., 2009).

Provision of Finance for Growth and Development

The availability of financial capital is critically important for achieving
tourism development and economic growth. FDI is assumed to augment
domestic capital thereby stimulating the productivity of domestic invest-
ments (Denisia, 2010). Globalisation of product and financial markets cou-
pled with deregulation, is associated with increased economic integration
in specialisation and economies of scale, resulting in greater trade in finan-
cial services through both capital flows and cross-border entry activity and
greater financial support for FDI. The development of complex financial
products, such as derivatives, has enabled global credit markets to grow rap-
idly. Risk reduction via diversification can be accomplished through com-
pany involvement with international financial institutions and partnering
with both local and multinational businesses.

Many destinations and operators have limited or no access to credit to
support investments and innovation. Strong FDI in a destination can reduce
the risks for domestic investors and provide a catalyst for finance (UNC-
TAD, 2008). FDI can stimulate economic activity in a destination, enabling
residents to enjoy higher economic growth, employment, and standard of
living than could be achieved from domestic capital investment alone. FDI
provides access to capital to supplement a destination’s domestic savings. It
helps to unlock capital constraints particularly in lesser developed econo-
mies where financial markets are narrow and poorly developed. Effectively,
the host country “imports” a service (long-term equity holding) from a
more readily available source in another country (Dwyer and Forsyth, 1994;
Al-Hallaq, Athamneh and Suleiman, 2020).

Tourism development often requires long-term capital investments, fund-
ing for which may not be in adequate supply in a destination, particularly
in a developing country. FDI is considered by many researchers to be essen-
tial in creating and upgrading tourism-related infrastructure (Chingarande
and Saayman, 2018; Nunkoo and Seetanah, 2018). The tourism industry re-
quires capital, infrastructure, knowledge, and access to global marketing
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and distribution chains (Samimi, Sadeghi, and Sadeghi, 2013). The avail-
ability of financial sources is therefore essential for furthering tourism de-
velopment and economic growth, especially in the case of capital-intensive
tourism projects that are often tied up with huge set-up costs. These include
international airports, highways, shipping terminals, hotels, tour operators,
travel agencies, car rental, restaurants, and tourist attractions, which are
critical to the success of tourism (Samimi et al., 2013). However, in coun-
tries where governments, in order to attract FDI, extend tax exemptions
to MNEs — as is the case in many developing countries — the potential for
poverty-reducing effects through tax revenues and redistributive measures
are limited (Colen et al., 2009).

FDI Expands the Size of the Host Tourism Industry

FDI and MNE operations have the potential to significantly contribute
to the growth of tourism in developing countries (Peri¢ and Radi¢, 2016).
A dynamic, growing economy supported by FDI will increase revenue gen-
eration and create employment, leading to higher continued personal and
household incomes that can be used to fund tourism experiences, especially
domestic and outbound. The increased inbound tourism expenditure can
generate additional activity in related industries, acting as a catalyst for
their growth (Ghebrihiwet, 2017; Maryam and Mittal, 2020). Increased in-
bound tourism is argued to lead to business development across the tourism
sector itself and along industrial value chains enhancing efficiency through
increased competition among firms, facilitating the exploitation of econo-
mies of scale in local firms (Chingarande and Saayman, 2018). The increased
inbound tourism also generates foreign exchange that can be used to import
capital goods in order to produce goods and services, leading to further
economic growth (Samimi et al., 2013). Studies show that tourism growth
in a destination can affect the level of FDI (Tiwari, 2011; Fang, Gozgor,
Paramati and Wu, 2020).

It must be noted however that the size of the multiplier effects from in-
creased inbound tourism expenditure will depend upon the factor con-
straints. Tourism growth will tend to draw resources away from other
industries, inducing a contraction in their production with associated job
losses (Kang and Lee, 2011). Consequently, additional inbound tourism as-
sociated with FDI may not have the expected economic impacts once indus-
try interactive effects are accounted for (Dwyer, Forsyth and Spurr, 2003).

Several studies have found a positive link between increased FDI in a
host destination and economic growth via increased inbound tourism flows
including business tourists (Selvanathan, Selvanathan and Viswanathan,
2012; Al-Hallaq, Athamneh and Suleiman, 2020). In particular, FDI is ar-
gued to provide additional capacity for small island states, allowing them
to expand their tourism activities (Barrowclough, 2007; Jayaraman, Chen
and Bhatt, 2014). Overall, findings suggest that FDI positively impacts on
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destinations and that the relationship between FDI and tourism is of a bidi-
rectional nature (Nunkoo and Seetanah, 2018).

Marketing and Destination Promotion Effects

MNEs play an important role in the economies of both developed and de-
veloping countries in that they allow the host countries to be integrated
into international tourism networks that lead to an increase in the flow of
tourists and generate more income from tourism-related activities (Fauzel,
Seetanah and Sannassee, 2017). Market connections related to global mar-
keting and access to global distribution networks can generate greater flows
of tourists to those countries that host FDI or MNEs involved in the tourist
industry. MNEs link local suppliers and sub-contractors to international
markets, provide information on foreign markets conditions and consumer
preferences, and offer distribution networks, transport infrastructure, and
export management skills (Pathan, 2017). Emerging destinations, charac-
terised by under-resourced national tourism offices, often lack resources to
mount sustained marketing campaigns in major potential long-haul markets
with low awareness of the destination. Compared to resident investors, the
foreign investor may have better knowledge of their home country’s travel
market and be better placed to market the destination more effectively in
that market (Colen et al., 2009). Foreign investment may result in greater or
superior promotional effort in the home country of the investor, leading to
higher visitor numbers from that country to the host destination. Overall,
the involvement of MNEs in marketing and promotion activity can increase
destination awareness and inbound numbers from many origin countries.
Tourism related MNEs can also contribute towards building and/or rein-
forcing the positive image of a destination in which they choose to locate.
The role of well-known hotel brands with a global marketing reach may be
particularly important for developing countries that have limited resources
or abilities to promote their destinations, or that have not yet developed
their own “brand identity” (Anwar and Sun, 2016).

Product and Quality Effects

In a globalised world, FDI is largely responsible for the wide range of con-
sumer choice in most products that are available in markets today. It allows
MNE:s to take advantage of global economies of scale in order to expand
their operations into new markets to offer consumers products at competi-
tive prices, while also providing opportunities for domestic firms to export
to wider markets (Dwyer and Cavlek, 2019). Multinationals may be better
able to monitor and control the quality of the services they provide to inter-
national tourists. In contrast, small, domestically owned and operated busi-
nesses, particularly in developing countries, may have limited knowledge of
tourist expectations regarding service standards and may find it difficult to
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compete internationally. Tourism often has difficulty in attracting or main-
taining enough skilled personnel to work in its various sectors due to skills
gaps, seasonality, and lack of career opportunities (Dwyer, 2015). This can
lead to problems in service quality and erode destination competitiveness.
Established tour operators give quality guarantees to the tourist, thereby
reducing the perceived risks of default, unsatisfactory service, or other
transactional uncertainties. A foreign brand name may act to reduce the
information search costs of potential tourists especially in choosing to holi-
day in developing countries. Foreign brand names tended to enhance desti-
nation image among business tourists in particular (Anwar and Sun, 2016).

Technology Transfer

FDI can increase the existing stock of knowledge of the host country through
labour training, transfer of skills, and the transfer of new managerial and
organisational practice. Technology encompasses not only the “hardware”
of building and design of hotels and restaurants, but also the “software”
relating to skills developed. One of the main reasons for (and benefits from)
foreign investment is the transfer of soft technology including managerial
expertise and links to international value chains. FDI can contribute to the
formation of human capital — resulting in spillover effects to the rest of the
economy — both by demanding and by supplying skills critical for develop-
ment. The availability of workers with appropriate skills is a key require-
ment for the successful development of a tourism industry. FDI encourages
local businesses to innovate and keep up with global best practices (Pathan,
2017). FDI brings technological improvements associated with establishing
new businesses or modernising established ones in a destination. MNEs can
increase the productivity of labour by supplying foreign technology and im-
proved training methods. MNEs can thus make a significant contribution
to the development of human capital which remains critical for tourism de-
velopment (Dwyer, 2015).

Foreign firms assist in technology and knowledge transfer, involving also
a “demonstration effect” on local entrepreneurs. Technology, especially
ICT, is fundamental to prosperity in the knowledge economy, where the
skills to transform knowledge and information into innovative products
and services are a defining success factor (UNCTAD, 2008). In developing
destinations in particular, increased skills levels of management have been
essential in catering to the demands of foreign tourists and in maintaining
the international competitiveness of the local product. FDI in tourism, for
instance, can also contribute significantly through the adoption of a diverse
range of new technologies and skills that may lead to substantial technolog-
ical and skills diffusion into the economy (Garcia, Jin and Salomon, 2013).
An increased demand for skills is expected to raise the wage and employ-
ment opportunities of skilled workers, creating incentives for overall invest-
ment in human capital (Iwasaki and Tokunaga, 2016).
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The transfer of knowledge and skills is considered as the most important
contribution of FDI in the hotel sector by developing and industrialised coun-
tries (UNCTAD, 2008). International hotel chains have substantial in-house
training programs emphasising systems of accounting, procedures, and man-
agement. Their operations have resulted in a substantial increase in skills lev-
els within the hospitality industry worldwide. Such training programs are a
form of “technology transfer”, creating spillover benefits to domestic firms
desiring access to a more skilled pool of labour within the tourism sector.

While the above arguments support the role of FDIs in technology trans-
fer, it should be emphasised that developing destinations may fail to meet
enabling conditions for strong technology transfer. A barrier to the ability
of developing countries to gain the full benefits of technology transfer is
that they may not have the requisite infrastructure in place to leverage tech-
nological benefits. The absorption of IT and its benefits is not automatic.
Many destinations will fail to meet the conditions needed for effective IT
utilisation — high educational levels, adequate infrastructure, and appro-
priate regulatory policies. Destinations with more developed human capi-
tal and financial systems have better chances of achieving growth through
technology transfer (Feng, 2020).

It is often argued that FDI contributes directly — and more strongly than
domestic investment — to higher levels of growth in an economy due to the
more advanced levels of technology, managerial capacity, and know-how,
resulting in higher levels of efficiency and productivity (Colen et al., 2009).
Indeed, the superior position in terms of technology and know-how of
MNEs has been underlying many of the arguments in favour of FDI liber-
alisation policies (Ghebrihiwet, 2017). However, the assumption of foreign
firms being more efficient than domestic firms is not necessarily true. The
inflow of capital might not always be accompanied with improved technol-
ogies, managerial capacity, and entrepreneurial ability. Foreign investment
can take place because foreigners have a superior cash position and can take
advantage of liquidity—constrained domestic investors’ fire sales, rather
than because of a technological advantage (Krugman, 2000).

Potential Disadvantages of FDI to Host Destination

Many activities associated with FDI may actually impoverish weaker
groups through displacement of locally owned businesses, increased eco-
nomic dependence on decisions of external investors, loss of access to re-
sources, cultural disruption, adverse social and environmental impacts, and
so on. Some important potential negative effects include the following.

Crowding Out of Domestic Investment

As a consequence of FDI, domestic owners of facilities may lose through
lower prices and hence lower expected rates of return on their investments.
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In more capital-intensive tourism-related sectors (such as large hotels,
transportation) it may be far more difficult for domestically owned firms to
compete with large inward investors. If local investors are crowded out by
foreign investors, the effect of allowing foreign investment may be to reduce
tourism net investment. This is particularly likely to occur where the local
investment pool is small. As highlighted above, tourism expansion may lead
to de-industrialisation (Kang and Lee, 2011). To the extent that this occurs,
domestic investment may fall to lower levels in some non-tourism contract-
ing sectors also (Dwyer and Forsyth, 1994).

In sectors where the existing range of facilities is limited and of low qual-
ity, crowding-out effects may be substantial. In contrast, where certain
investment opportunities (for example, luxury resorts), have not been ex-
plored sufficiently by domestic sources, the potential for crowding out of do-
mestic operations is likely to be less. For countries with substantial domestic
use of their tourism industries (such as France or USA), the losses faced by
resident investors are likely to be made up by gains enjoyed by domestic
tourists. However, for small countries that rely heavily on foreign tourism
and have limited supplies of local equity, foreign investment could impose a
net cost, especially if a high proportion of the resources used in tourism (for
example, land near beaches) are foreign owned. This needs to be compared
to the gains achieved from increased tourism expenditure (Dwyer, 2015).

Many destinations provide a range of financial, fiscal, and other incen-
tives to induce foreign investment in the tourism sector. When both foreign
and local investors are eligible for government subsidised loans, local inves-
tors may be crowded out. The extent of crowding out depends on the type of
destination (Dwyer, Forsyth, Madden and Spurr, 2000; Kudina and Pitelis,
2014). However, since financial incentives must inevitably be paid for by lo-
cal taxpayers, increased incentives offered to foreign investors can result in
lower gains to host countries. Policies offering preferential treatment and
incentives to attract FDI —such as export free zones and other tax incentives
—may introduce a distortion that negatively affects domestic investment and
limits growth spillover effects through crowding-in (Sharma, 2016).

A related risk associated with FDI involves over-specialisation, such as be-
ing over-reliant on producing a limited range of goods for particular tourism
markets. Over-reliance on tourism, especially mass tourism, carries signifi-
cant risks to local communities. Two major types of over-specialisation may
be identified. One type relates to a dependency on tourism in general as an
export market. Emerging tourism destinations in particular, are vulnerable
to any disruptions that occur in the developed countries that purchase their
products, as well as natural disasters that deter tourism inflows. The global
financial crisis and the COVID-19 pandemic both demonstrate the risks in-
volved in tourism dependency arising from sudden unfavourable changes
in demand from world markets (Sheldon and Dwyer, 2010). Another type
of over-specialisation occurs within the tourism market. Over-reliance on
tourism from particular origin markets or on a particular tourism product
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(e.g., conventions, health tourism, gaming). Changes adversely affecting
these markets, making them less competitive and adaptable, can result in
substantial costs to tourism destinations that develop a dependency on
them. As a counter to this, MNEs may have “deeper pockets” than locally
owned firms, and thus may be better able to operate during some tourism
downturn maintaining the provision of facilities to visitors. There is some
evidence that MNEs bring market stability and confidence to a host tourism
industry experiencing a crisis (Barrowclough, 2007). Given that many lesser
developed economies are vulnerable to fluctuations in world commodity
prices, more attention must be given as to how destinations can participate
in new forms of tourism to avoid the types of dependency that characterise
existing forms.

Greater “Leakages” from Tourism Imports

FDI and the rise of MNEs within increasingly liberalised trade systems have
sped up processes of off-shoring making it difficult for local destinations to
keep the money spent by tourists within their localities. The extent of leak-
ages from tourist expenditure and business profits depends on how strongly
the tourism sector is integrated into the destination economy through back-
ward and forward linkages with other sectors and integration into regional
and global value chains (Dwyer, 2015; Dwyer and Cavlek, 2019). FDI itself
may be directly associated with higher use of imported goods, materials,
and foreign expertise according to the standards and tastes of developed
countries, reducing the (initial) net foreign exchange earnings that might
accrue in the case of local ownership. However, two qualifications apply:
First, The size of the additional leakages depends importantly on how for-
eign owned facilities source their inputs (land, labour, capital) as compared
to domestically owned facilities. The source of inputs (whether domestically
produced or imported), and the size of the resulting leakages, will help to
determine the income generating effect of the investment itself and tourism
expenditure associated with its operation. Second, even if additional im-
ports are associated with the FDI, this puts downward pressure on the ex-
change rate, encouraging exports and discouraging imports in other sectors
(Dwyer and Forsyth, 1994).

Determination of any additional outflows due to foreign investment in
tourism facilities is not straightforward. In determining incremental foreign
exchange outflows resulting from foreign investment in the tourist industry,
one needs to be specific as to what would have happened if this investment
did not take place. The extent of any differences in leakages depends on
whether the foreign investment replaces similar domestic investment, re-
places different domestic investment, or adds to overall investment in the
tourist industry. The effect on economic activity resulting from FDI will
be different in each case. FDI does not, in itself, imply greater use of for-
eign sourced inputs. The extent to which foreign, rather than domestically
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sourced inputs are employed depends on their relative costs, quality dif-
ferences, and local availability (Dwyer and Forsyth, 1994). While the high
import content of goods used to satisfy tourist needs generally is recognised
for lesser developed economies, it is the destination’s industrial structure,
rather than ownership of tourism facilities, that determines the degree of
import penetration. An exception to this is the incidence of tourism resort
“enclaves” which may result in minimal economic benefit for the destination
due to dependence on international charter operations, expatriate employ-
ees, and imported food and other equipment. In such cases, there is a high
leakage rate (Brohman, 1996).

Another form of leakage arises when management fees and profits associ-
ated with FDI flow out of the host country reducing the economic contribu-
tion from tourism expenditure. Many critics go further and view repatriated
profits as a “leakage” from the host economy due to the foreign investment.
This view rests on a misconception. While a proportion of the sales of a for-
eign owned tourism facility will go towards profits that can be repatriated to
the owners, these profits are not “lost” to the host destination in any mean-
ingful sense, since there would be no profits to repatriate had the investor
not first brought the capital to invest (Dwyer and Forsyth, 1994). If profits
paid overseas are regarded as a “leakage” from the economy, then the initial
payment for the facility should be regarded as an “injection” of money that
would not have occurred except for the foreign investment.

The leakages issue must be analysed in the context of the broader potential
for tourism development to generate greater income and employment in the
host destination (Dwyer and Forsyth, 1994). Even if foreign ownership of a
facility leads to a more direct input-sourcing from overseas or repatriation of
profits, the economy might gain more in income and jobs than it otherwise
would from other forms of investment. The expanded size of the tourism in-
dustry may also lead to more reliance on domestic sources of inputs by com-
peting facilities. Where domestic firms are crowded out or play a small role
in the tourism supply chain, policy measures can be enacted to forge greater
links between foreign owned facilities and local suppliers so that the latter
can capture more of the tourism value chain. Local procurement may also
offer wider benefits in terms of a destination’s ability to market itself.

Growing Income Inequality

There is substantial debate as to whether economic growth improves or re-
duces income distribution among destination residents (Alam and Paramati,
2016; Fang et al., 2020). A causal relationship between FDI, inbound tour-
ism, and economic growth (see above) may not necessarily lead to higher
living standards in many destinations, particularly in developing countries.
This depends on the existing distribution of income and wealth associated
with factor ownership and the quality of services such as health care and ed-
ucation (Blake, Arbache, Sinclair and Teles, 2008). The empirical literature
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also shows mixed results on the impact of FDI on inequality (Colen et al.,
2009). A widely accepted view has been that, over time, as nations become
wealthier and more efficient, the benefits of trade will “trickle down”, re-
ducing poverty levels. This “trickle down” theory has been criticised as un-
realistic (Akinci, 2018). FDI can help to reduce income inequality when its
benefits favour the poor and those in the lowest income categories. Except
for “socially responsible” investment in poverty-reducing projects out of
charity or image-building, there is no direct link between FDI and poverty
(Nunnenkamp, 2004).

Tourism expansion may have a significant negative impact on income ine-
quality in developing economies (Fang et al., 2020). The benefits of tourism
development may only be confined to an elite class of people in society, such
as the owners of the tourism service providers, entrepreneurs, investors, and
managers of tourism enterprises. In addition, tourism-related business en-
terprises may create only low salaried jobs in the local communities and
exploit their services and resources, which eventually increase the income
inequality in any given society (Alam and Paramati, 2016). There is also
evidence that FDI may cause unemployment in industrialised countries as
businesses outsource work to developing countries where the cost of labour
is low. This undoubtedly affects the more developed economies that com-
prise some of the main tourism origin markets. Outsourcing, with its poten-
tial to result in structural unemployment, can lead to domestic job-losses
and lower quality of service (Dwyer, 2015)

It is sometimes argued that employment opportunities especially in man-
agerial positions for locals may be limited owing to the use of the expa-
triate labour with limited opportunities for career advancement of local
employees (Brohman, 1996). In particular, in order to maintain firm spe-
cific advantages, it is claimed that key management positions may be held
by expatriates, and that only lower-level personnel requiring low skills are
trained for reasons of service quality and performance. The major reason
for imported labour is to maintain quality in the provision of tourism ser-
vices. Where imported labour serves to generate revenues and to enhance
the quality of the destination’s tourism products, including customer ser-
vice, there may be wider benefits by way of tourism’s contribution to GDP
and foreign exchange earnings, not readily apparent from the examination
of local employment shares. Where FDI increases destination tourism facil-
ities, expatriate staff can hardly be regarded as taking jobs from locals since
many of the jobs very likely would not exist but for the foreign investment.
Even in cases where some employees are foreign citizens, they will pay local
income tax out of their wages and will meet their living expenses within the
destination, injecting expenditure into the economy with positive economic
effects. MINEs often provide a systematic training program to staff, directed
at international markets, in addition to international placements within a
firm’s different locations. This has the attendant “technology transfer” ben-
efits to the host economy as discussed above. In any case, governments and
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destination managers have a wide range of policy options that can be en-
acted including the provision of programs to develop an indigenous work-
force with skills required by the tourism industry.

In many developing countries, FDI may cause local economic activities
and resources to be used less for the benefit and development of local res-
idents and communities and increasingly for export and the enjoyment of
others (foreign tourists). This occurs in tourism when the domestic market
is neglected. To avoid overdependence on the international tourism market
and related problems, destinations can consider tapping the potential of do-
mestic tourism. In geographically large destinations in particular, domestic
tourism can effectively absorb the excess supply resulting from the slump
and seasonality of inbound tourism. In addition, an expanding domestic
tourism industry helps redistribute the national income, thus reducing in-
terregional gaps in the level of economic development and contributing to
social equality. Typically, the domestic tourism segment has much lower en-
try barriers and broader and deeper linkages with local economy as well,
thus greatly facilitating local participation. Essentially, a vibrant domestic
tourism industry provides the foundation for a competitive international
tourism sector (Dwyer, 2015). A prudent strategy for destinations as a whole
and its local communities is to diversify its economic base as well as the
range and appeal of its tourism products. This strategy would involve calls
for more local rather than foreign involvement in tourism investment.

Inappropriate Form and Scale of Tourism Development

The concern is sometimes raised that foreign owned tourism facilities are usu-
ally of greater scale than domestically owned facilities (Barrowclough, 2007).
Mass tourism may be regarded as one of the most visible manifestations of
FDI in tourism. The characteristics of mass tourism associate with FDI in
tourism tend to favour the development of large scale integrated facilities and
that this may be inappropriate for smaller, less developed destinations. Thus,
multinational hotel companies may affect the scale (size) and type (class) of
hotels of hotels constructed, thus affecting the general scale of tourism devel-
opment. Large scale foreign owned enclave type facilities do destroy valued
environments and alienate local populations (Brohman, 1996). But so also
do large scale domestically owned facilities. Nevertheless, the larger size of
foreign owned facilities tend to involve greater exploitation of scarce environ-
ments and increased demand for resources such as power and water. In terms
of social impact, critics point to the rising alienation of local populations,
persistent socio-economic inequalities, and loss of cultural identity associ-
ated with MNE operations (Nunkoo and Seetanah, 2018).

Some researchers, however, emphasise the importance of the global in-
formation network in driving the “social corporate responsibility” idea of
multinational companies. Foreign investors bring not only capital and tech-
nological know-how, but also a specific corporate culture of setting higher
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social and environmental standards for its operations, compared to local
competitors. Therefore, over time, FDI would be a force for raising stand-
ards in developing countries (Colen et al., 2009). Similar arguments have
been made regarding the environmental effects associated with FDI. While
multinationals have been accused of investing in developing countries to
take advantage of low environmental regulations (the pollution haven hy-
pothesis), they are more recently seen as leaders in the introduction of good
environmental practices, cleaner energy, and “green technologies” into de-
veloping countries (Tamazian, Chousa and Vadlamannati, 2009). In respect
of social impacts, FDI in the tourism sector has been found to play a key
role in promulgating and expanding indigenous tourism sectors across a
wide spectrum of developing nations including the small island economy of
Mauritius (Fauzel et al., 2017).

If a destination wants to develop alternative small scale locally owned
managed and integrated tourism in some regions because of the small size of
the country and fragile environmental or socio-cultural concerns, it should
carefully evaluate what role, if any, MNEs can play in that type of develop-
ment. However, the problem seems not to lie so much in the “foreignness” of
the ownership but in the nature of the planning and zoning laws that permit
such constructions. Good environmental management by local communi-
ties is important for all forms of tourism development.

Loss of Equity and Control

Foreign ownership of tourist facilities implies that a host nation loses some
equity in its tourism industry and that the conduct of firms in the tourism
industry is more vulnerable to decisions made outside the host destination.
A related concern is that developing countries can become over-dependent
on MNEs given the market connections enjoyed by international tour op-
erators, hotel companies, and airlines (Brohman, 1996; Nunkoo and Seet-
anah, 2018). Some would argue that MNEs increasingly are able to influence
intergovernmental negotiations and rule-making, with continuing erosion
of democracy and community control (Elkomy, Ingham and Read, 2016).
The concern is that host destinations may be placed in a dependent, vulner-
able situation because the size and type of international tourism demand is
determined by the actions of people in wealthier countries. A related con-
cern is that MNEs are increasingly “footloose”, with the ability to switch
their investments between territories in search of the most favourable regu-
latory regimes (Krugman, 2000).

While foreign owned firms obviously do exercise their power in the in-
ternational marketplace, the issue comes down to the long-term contribu-
tion that FDI makes to the host destination as compared with its absence.
This must be determined on a case by case basis. As a highly intercon-
nected industry, maximising the potential of tourism requires coherent
and comprehensive policy frameworks to ensure that sustainable tourism
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is integrated into the country’s overall economic, social, and environmen-
tal policies. To firm up their control over MNE activities, destinations
that seek to access FDI in tourism as part of their overall economic de-
velopment need to design and implement appropriate policy frameworks
that will improve the bargaining position of their domestically owned
tourism service suppliers.

Destination governments and agencies at all levels can negotiate with
MNEs regarding the terms of involvement in their economies and thus align
them with national policies, including engagement in financing infrastruc-
ture and operating services. In this way, FDI, in its catalytic role, can be
“managed” cooperatively by the investment sources and the host govern-
ment so as to achieve sustainable tourism development. Ultimately, host
governments can exercise whatever policies are needed to ensure compli-
ance (Dwyer, 2015).

Conclusion

While economic theory predicts a positive impact of FDI on economic
growth, empirical evidence is mixed. FDI has the potential to help address
some of the challenges facing destinations in an increasingly interdepend-
ent, globalised world. Governments reserve considerable power to deter-
mine how the industry performs. Policies can be enacted to increase local
economic participation in order to reduce economic dependencies on other
countries. Given that FDI is associated with both positive and negative
effects on the tourism industry of a host destination, one should be cau-
tious in claims regarding its potential as a catalyst for tourism industry and
economic development. The extent of costs and benefits of FDI to a host
destination will vary considerably from case to case. Any policies involv-
ing FDI and MNE involvement in tourism should be examined carefully
within the framework of overall development strategies, weighing up the
socio-economic benefits that result against the possible associated costs to
destination sustainable development.
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3 Local Impacts and Perceptions
of Tourism Foreign Direct
Investment (TFDI)

A Conceptual Framework

H. Cristina Jonsson and Nicola J. Palmer

Introduction

For many years it was commonly believed that wealth through tourism de-
velopment would eventually “trickle down” and benefit the local community
through multiple channels such as employment, public welfare and family
networks. Critics of the neo-liberal paradigm have challenged the magni-
tude of anticipated multiplier effects (Mosedale, 2011) and questioned the
extent to which the development of tourism increases inequality between
countries and “between those involved and not involved in tourism within
destinations” (Spenceley & Meyer, 2012, p. 300). In the context of tourism,
FDI has been acknowledged to be “one of the routes through which de-
veloping countries can carry out tourism” yet, “its implications, have been
relatively little studied” (UNCTAD, 2007, p. xi).

FDI plays an important role in the global economy and many developing
countries consider it to be a fundamental driver of development. Econo-
metric analyses of FDI and economic development are well-established,
but their conclusions remain unclear; some analyses indicate a positive im-
pact on local economies while other analyses remain pessimistic. Little is
known about the extent of FDI in tourism at large and, more specifically,
understanding of local residents’ perceptions of its impacts is lacking. There
are still inconclusive arguments for and against the role of FDI inflows
in enhancing economic growth and human development in any country
(Sultanuzzaman, Fan, Akash, Wang, & Shakij, 2018). It remains a matter of
debate whether FDI inflows are beneficial or not to socio-economic growth
and what governments should do to attract and use FDI inflows effectively.

Tourism-Related Foreign Direct Investment (TFDI)

The importance of FDI is perhaps one of the most significant features of
economic globalisation. It has been argued that FDI can have important
positive effects on a host country’s development effort (see for example,
Davidson & Sahli, 2015; Samimi, Sadeghi, & Sadeghi, 2017; Dinh, Vo, &
Nguyen, 2019). FDI supplies direct capital financing and can provide a host
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country with technology and know-how while encouraging economic link-
ages with local firms. Furthermore, FDI can generate employment, raise
productivity, enhance competitiveness of the domestic economy through
transfer of skills and technology, strengthen infrastructure and enhance ex-
ports, which can help reinvigorate an economy. Consequently, FDI is viewed
as an engine for economic growth and development. With tourism being
increasingly important to many economies, at all stages of development, in-
vestment is critical for further development of the tourism sector. Tourism is
of economic importance as a generator of tax revenues, jobs and increasing
tourist expenditure patterns, which may encourage public officials to re-
examine the role of tourism as a national economic development generator.
In tourism-dependent countries, tourism is often reported to be accepted
by governments as a panacea for the country’s economic ills (Scheyvens,
1999; Lanfant & Graburn, 2016; Giampiccoli & Mtapuri, 2020). There is a
need to shift away from neo-liberalist tenets to consider stewardship of a
more inclusive economy. The value in acknowledging broader stakeholder
perspectives on how TFDI impacts tourism-dependent countries, such as
Barbados, at a local level should not be under-emphasised.

Tourism may be one of the fastest and most effective ways in which small
economies can access world markets (Croes, 2006). Due to its distinctive-
ness in global trade, tourism moves consumers to the product rather than
transporting the product to the consumers. The uniqueness of the tourism
industry is distinguished in the complex tourism value chain (e.g. consum-
ers/travellers, wholesalers, agents, tour operators, service providers, vendors
and natural and cultural attractions). Tourism has been known to generate
domestic and foreign investment, foreign exchange earnings, enhance in-
comes and new jobs and be the creator of inter-sectoral linkages such as
agriculture and tourism, for example (Faladeobalade & Dubey, 2014). As a
result, many countries are looking to tourism as a potentially promising av-
enue for economic and social development. Indeed, UNCTAD (2007, 2008)
identifies FDI as one of the routes through which developing countries can
achieve economic advantage. FDI encompasses capital flows, and is a pack-
age of long-term capital, technology and management expertise, and pro-
ductive capacity that can contribute to development, living conditions and
the natural environment of billions of people.

The tourism sector is relatively capital-intensive in terms of infrastructure,
knowledge and access to global market and distribution chains, therefore “a
country’s investment competitiveness goes beyond attracting FDI. It is de-
termined by the country’s ability to bring in, retain, and leverage private in-
vestment for inclusive and sustainable economic growth” (World Bank, 2017
p. xi). However, FDI is not immune from criticism and it is argued that exces-
sive accommodation of foreign investment risks the phenomenon known as
“Dutch Disease” (Botta, Godin, & Missaglia, 2016), i.e., being over-reliant
on foreign investment which, in turn, presents a high level of risk to the host
country’s economic resilience. Many less economically developed countries
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(LEDC:s) that depend on financial inflows from tourism suffer from lack of
competitiveness from other sectors and industries. They also do not generate
enough goods and produce internally to sustain their tourism industry. As
a result, imports and economic leakages are unavoidable. Although much
has been written about leakages to the balance of payments, Xu (2018) states
that empirical evidence of the effect of FDI on a country’s tourism balance
sheet is scarce. The “Dutch Disease” phenomenon can be seen, for example,
in the Caribbean where there is an over-reliance on the tourism industry,
lack of competitiveness and limited production. It has been argued that this
phenomenon can be mitigated through, for instance, local procurement and
production initiatives that can stimulate local entrepreneurs to produce new
items and sell to other markets (Zhang & Yang, 2019). However, in most is-
land destinations with limited resources, these mitigations often difficult to
enact and represent a somewhat unrealistic prospect.

TFDI Impacts

It is argued that the benefits of TFDI outweigh its costs mainly through its
impact on tourism flows that lead to net benefits for local residents (Dwyer,
Forsyth, & Dwyer, 2020). Beyond promoting growth, TFDI has other po-
tentially desirable features that can assist with resilient development such
as, helping to reduce adverse shocks to the poor resulting from financial
instability (e.g., as witnessed through the 1997 Asian Crisis). Another at-
tractive feature of TFDI is that it offers improved environmental and labour
standards because foreign investors are concerned about their reputation
in markets. This can translate to the desirability of high school educational
standards and the generation of taxes that help support the development of a
safety net for the poor. Moreover, foreign investors may invest substantially
into community development. The welfare effects of FDI in tourism have
been examined by Tang and Tan (2013). They concluded that FDI generally
raises socio-economic welfare gains associated with tourism (e.g., increased
tourism expenditure, productivity growth, employment and increase in
tourism exports) and, for this reason, FDI should not be restricted or dis-
couraged. Fauzel’s (2020) examination of FDI’s role in small island econo-
mies’ tourism development and overall economic growth found that policy
encourages FDI inflow, especially into tourism sectors in small island re-
gions. This cumulates in increased overall tourism activity and greater eco-
nomic development. Additionally, Campbell (2003) used regression analysis
and annual data in his study of the impact of FDI on Barbados 19701999,
finding that FDI had a negative impact on current account (i.e., exports
and imports of goods and services) in the short and the long run. Thus,
any FDI benefits would be offset by imports and repatriation of profits (i.e.,
leakage), resulting in pressure on the country’s foreign reserves. Despite
having a booming tourism sector stimulated by mass foreign investment,
many small destinations in the developing world face enormous challenges
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in overcoming poverty and inequality. It is important to note that the corre-
lation between TFDI and tourism growth does not in itself guarantee local
economic growth. In this regard, Brohman (1996) contributes substantially
to the literature by clarifying that for the positive correlation which exists
between FDI and tourism growth to be effective it must also be substan-
tiated by other intervening variables. These variables include, but are not
limited to, management styles and power relationships (Mowforth & Munt,
2015); and existing infrastructure, and economic growth rates (Kishor &
Singh, 2015). In the following section, some of these essential independent
variables of TFDI and their inter-relationships are discussed.

Micro-Level Impacts

The OECD (Organisation for Economic Development and Cooperation,
2001) has argued that FDI has a particularly substantial impact on income
inequality in destinations. However, whereas Trans-national Corporations
(TNC:s) are often regarded as “exploiting cheap labour” (OECD, 2001: 309),
empirical evidence suggests that in fact TNCs have a tendency to pay higher
wages than local firms, even inducing local firms to increase their wage
scales (Javorcik, 2015). These pay increases perhaps have some bearing on
why openness to TFDI by less developed nations is perceived as being high
according to Barrowclough (2007), despite a lack of policy implementation
to capitalise on those opportunities. There is a need to question whether
lack of supportive policies is indicative of a lack of protection for locals. In
their study of Vietnam, Haley and Haley (1997) revealed that TFDI had neg-
ative impacts such as land price inflation that displaced local communities,
and led to environmental degradations which negatively impacted the fish-
ing sector. These observations encouraged the government of Vietnam to
subsequently implement regulations regarding the permissible level of FDI
specifically into the hotel sector (Haley & Haley, 1997).

Research by Mowforth and Munt (2015) found that given that expatriates
usually manage international hotels in less developed countries, this creates
a greater potential for foreign dominance and the aggravation of existing
international versus local power structures. In spite of this increased for-
eign presence and resulting expanded power distance, however, UNCTAD
(2007)’s study of seven less developed countries (Bhutan, the Dominican
Republic, Kenya, Morocco, Sri Lanka, Tunisia and the United Republic
of Tanzania) indicated that foreign hotels in least developed and emerging
tourism economies had higher staff to guest ratios (8:1) than local prop-
erties (1:1 or 1:2). This adds some credence to the notion the TFDI has a
substantial role in local employment generation but it brings into question
the impact of international management in foreign properties on employees,
management styles, and employment conditions.

Fortanier and Van Wijk’s (2010) TFDI research in Tanzania, Ethio-
pia and Mozambique found no evidence to support the predisposition of
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foreign entities to employ a disproportionate amount of persons vis-a-vis
local entities. Their work suggests that with respect to employment, foreign
properties have no disproportionately adverse impact on the quantity of
persons employed in the sector. The question arises as to whether adverse
impacts of TFDI in terms of quantity of employment are inconsistent across
destinations, based on socio-economic backgrounds.

Notwithstanding the FDI contribution to the level of employment in the
tourism sector, there appears to be a strong and consistent position in the
existing literature that TFDI has a more consistent impact on the quality of
employee. Fortanier and Van Wijk (2010) found that this was largely driven
by higher expatriate to local employee ratios. In essence, hotels with higher
expatriate ratios were found to have completed more formal training than
those with lesser expatriate ratios and even more so than local properties.
Perhaps offering even more validation to this finding is the fact that no evi-
dence was found to support the hypothesis that foreign properties of higher
standard offer more formal training than lower quality foreign properties
but rather that training across all FDI properties is fairly consistent.

This high quality, formal training is certainly beneficial to the local pop-
ulation and one may argue it even somewhat counters certain aspects of
Dunning’s (1979) OLI framework which places a heavy emphasis on inter-
national firms “exploiting” their unique advantages in local communities.
That is not to insinuate though that these international tourism firms do
not benefit from that unique advantage. Instead, as epitomised through the
consistency FDI properties have in enhancing the quality of employee, this
instance avows that this perceived “exploitation” of their unique resources
is a basis upon which substantial qualitative investments are made in the
human capital. Moreover, interestingly the Williams and Deslandes (2008)
study of FDI in Jamaica clearly suggests that FDI in foreign nations is not
a monopoly-based competitive strategy. Spanish investors investing in Ja-
maica were argued to have faced significant competition from other Spanish
investors who followed suit. Based on these suggestions it appears therefore
to be a reasonable conclusion that when one investor enters the market and
raises the quality of the human capital, the competitors who follow suit will
also have to make similar investments in raising the quality of human capi-
tal in order to be competitive.

Macro-Level Impacts

The Williams and Deslandes (2008) study can be commended for its anal-
ysis of other impacts of FDI in Jamaica; however, it begs the question as to
whether TFDI has some greater influence in attracting other TFDIs to a
particular destination. Certainly if this is so, this would have a significantly
positive impact on destinations for the causal relationship it creates between
one set of FDI and the further formulation of another distinct set of capital
for another investment. In essence, it was argued by Williams and Deslandes



36 H. Cristina Jonsson and Nicola J. Palmer

(2008) that TFDI has no correlation to FDI in other sectors (supported by
the work of Parys & Sebastian 2010). However, the Williams and Deslandes
study certainly supports the validity of any question as to the degree of im-
pact that one set of tourism FDI has on other tourism FDI initiatives. While
the injection of capital appears to influence the attraction of additional cap-
ital into the sector, Parys and Sebastian (2010) also identify another factor
which has a substantial impact on the stimulation of FDI into the sector.
They found that post-2003 when the Antiguan government implemented fa-
vourable tourism tax incentive policies, tourism investment into the country
rose substantially. This reinforces Dunning’s (1979) ideas about the influ-
ence of location-specific advantages on attracting FDI.

Although tax incentive programmes have positive influences on invest-
ment, there are other location-specific advantages which serve to be “pull
factors”. The study by Singh, McDavid and Birch (2006), for example, al-
ludes to factors such as existing tourism industries, infrastructure, economic
growth rates and openness to foreign investment as principal variables in at-
tracting FDI. The authors conclude that the existing size of the market is not
a substantial pull factor variable. Support for this suggestion could also be
vested in the Williams and Deslandes (2008) study which arguably analyses
the formulation of FDI capital from a supply-driven perspective. That is to
say, a greater interest is placed on analysing factors which directly impact
the supply (such as infrastructure and incentives) than considering whether
demand for the presence of foreign entities actually exists. This is perhaps
not surprising given that there has been consistent evidence supporting
the notion that FDI stimulates tourism growth (Craigwell & Moore, 2007,
Roudi, Arasli, & Akadiri, 2019; Samimi et al., 2017). In fact, in Croatia,
Peri¢ and Radi¢ (2016) found that more than simply stimulating economic
growth, FDI played a substantial role akin to a causal effect on the number
of tourist arrivals.

While there appears to be consistency in the literature regarding the
impact that FDI has on tourism inflows, as discussed in the Selvanathan,
Selvanathan and Viswanathan (2009) report, there is some level of incon-
gruity regarding whether that impact represents a reciprocal relationship.
For example, Craigwell and Moore (2007) found tourism to have a causal
relationship on FDI in only one third of all cases analysed whereas other
researchers (Selvanathan et al., 2009) found no relationship at all. In fact,
Williams and Deslandes (2009) found that demand, or the lack thereof, for
foreign properties does not necessarily have a substantial impact on the de-
cision to invest capital in establishing a foreign property in a destination.

The study by Haley and Haley (1997) stands as an apt example of the
negative occurrences which can force governments to place controls on FDI
from a restrictive perspective. Conversely however, Pesakovic and Saunders
(2009) also give representation to the consequences of unfettered and uncon-
trolled FDI growth. They proposed that in the Bahamas, there has emerged
a “dual economy” with substantial control in the sector being placed in the
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hands of foreigners. Pesakovic and Saunders (2009) argue that it is gov-
ernmental policy failure to ensure sufficient benefits for the local popula-
tion which has facilitated this economic division. As a result, there exists
a foreign economy and a Bahamian economy where the latter is essentially
subservient to the former. These studies certainly reinforce the importance
of fair participatory governance and the necessity for local stakeholders to
have strong political voices.

Given an established strong correlation and causal relationship drawn
between FDI and tourism growth, it is not surprising that the UNCTAD
(2007) report would consider that FDI into the sector creates additional
secondary benefits such as local infrastructural development. The extent to
which these impacts are quantified however is very limited. This most likely
in large part has to do with the limited amount of research regarding the
actual direct and indirect impact that tourism FDI has in developing coun-
tries (UNCTAD, 2007). A lack of research is often precipitated in the first
instance by the fact that many destinations fail to collect tourism data in
systematic ways such as using tourism satellite accounting systems (TSA) (a
standard statistical framework and the main internationally-shared tool for
the economic measurement of tourism). Notwithstanding these limitations
however, there exists a strong recognition in the UNCTAD (2007) study that
FDI properties only invest in countries where there is some recognised ad-
vantage or benefit either through local competition or through the use of
some local resource (such as labour or sun, sea and sand product offerings).
This is in essence a repetition of the principles of Dunning’s (1979) OLI
framework suggesting that foreign properties have some affinity towards
some form of “exploitation”.

If one accepts the basis of Dunning’s (1979) OLI framework which ar-
gues that TNCs exist to capitalise on these specific sources of sustained
competitive advantage, then it seems logical to question whether there are
certain attending consequences which would be more likely to ensue from
foreign investment compared to local investment. The study by Sheng and
Tsui (2010) supports the argument that FDI properties result in certain
spin-off negative impacts which are more specific to the foreign investment
than local investment. They found statistically significant correlations be-
tween TFDI and negative consequences like leakages, real estate bubbles
and the crowding out of local enterprises. However, we should not overlook
the formalised training opportunities highlighted earlier by Fortanier and
Van Wijk (2010) that indicate potential positive FDI impacts in relation to
human capital development. In essence therefore, literature does exist to
support the argument that there is some difference in the resulting impact
of TFDI compared to local investment and that this is mixed in terms of po-
tential costs and benefits. There remains a need to better isolate and under-
stand some of these impacts from a local perspective by considering local
voices to supplement the findings of previously acknowledged studies that
have focused and relied on econometric data.
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Types of FDI in Tourism

There is a strong presence of non-equity foreign investment in TFDI where
the separation of ownership and control often occurs through for exam-
ple leasing agreements, management contracts and franchise agreements.
The tendency of TNCs to enter new markets through non-equity investment
rather than through FDI is greater in service industries such as tourism
(e.g., hotels, restaurants and car rentals). Various entry mode strategies have
been presented by Root (1994), highlighting FDI to be equity-based. Com-
panies that operate mainly through non-equity foreign investments are not
captured in FDI data (e.g., stock and flow, economic activities by foreign
affiliates) hence the figures of tourism FDI are not a true representation of
the extent of investment (FDI and non-equity foreign investment). To un-
derstand the true value of tourism FDI it is necessary to include non-equity
forms of foreign investment. This makes the examination of the importance
of tourism FDI more realistic, since this crucial type of tourism investment
opens up markets, facilitates access to markets and creates demand, which
leads to greater marketability and attracts visitors to destinations. On the
other hand, the

commonly held view about FDI in tourism in developing countries is
that there is too much of it, that it is dominant, and that TNCs do not
disperse the benefits of tourism sufficiently widely through the host
economy

(UNCTAD, 2007: 7)

Mergers and acquisitions (M & As) are often used to enter a foreign market
in the services sector (UNCTAD, 2010) and mainly take place in hotel deals
in developed countries. This has to do with the speed and efficiency in pur-
chasing an existing distribution network or trademark (brand) compared to
starting a new business. Froot and Stein (1991) examined entry by acquisi-
tion and suggest that low values of the host country encourage FDI, arguing
that currency depreciations make acquisitions by foreign firms more profit-
able by creating undervalued assets. Greenfield investment, which is more
common for resort development, is likely to be predominant in tourism.
This type of investment is where a parent company builds its operations in a
foreign country from the ground up. In addition to the construction of new
production facilities, these projects can also include the building of new dis-
tribution hubs, offices and living quarters. Joint ventures with local partners
are often used in the establishment of new tourism facilities (UNCTAD,
2007). TFDI activities generally occur in hotels, restaurants and car rental
companies, airlines, tour operators and travel agents. Table 3.1 re-presented
from the UNCTAD report (2007) applies Dunning’s (1979) OLI approach to
these four tourism-related activities and outlines: ownership advantages; lo-
cational advantages; internationalisation factors; and organisational forms.
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This table demonstrates internationalisation factors that encourage FDI
and factors that encourage other modes of investment.

TFDI Trends

UNCTAD (2010) highlighted three general trends in TFDI. Firstly, it was
proposed that although tourism is a substantially large industry, it appears
to be one of the least globalised with low levels of TFDI evident in both de-
veloped and developing countries when compared to other industries. As an
example, the UNCTAD (2010) report highlighted that TFDI outflows from
the UK were just $34,404 million or 2.5% of that nation’s total FDI outflows.
Secondly, the report proposed that TFDI 85-90% of tourism TNCs was lo-
cated in developed countries. Moreover, to further exacerbate this finding,
it is also widely accepted and acknowledged in the UNCTAD (2010) report
that TFDI is often most associated with four specific types of tourism ac-
tivity (see Table 3.2). Thirdly, there was a proposal within the report (UNC-
TAD, 2010) that notwithstanding these prior two aforementioned trends,
TFDI inflows to developing nations were increasing drastically.

The shift in the concentration of TFDI can be better understood through
a review of the study by Zhang and Jensen (2007) which inter alia provides
a reasonable explanation as to how FDI which is related to tourism impacts
the proliferation of further FDI into the sector. Zhang and Jensen (2007)
argued that tourism FDI in developing and lesser developed nations tended
to be directed more towards facilitating the development of local tourism

Table 3.2 Frequency occurrence of TFDI by activity

Activity Frequency with which TFDI occurs
within activity

Most frequent  Occasional — Rare

Hotels and similar

Restaurants and similar

Second homes

Passenger transport and rental equipment
Railway passenger transport services v
Air passenger transport services

Road passenger transport services

Water passenger transport services

Passenger transport supporting services

Travel agencies and similar

Cultural services

Sports and other recreational services

ANANA Y

ANANANENENENEN

Source: After UNCTAD (2010).
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Figure 3.1 Dunning’s eclectic approach — OLI.

sectors through investments in the development of infrastructure and tech-
nology rather than directly focused on attracting tourists. They explained
this revelation by contrasting FDI in OECD economies compared to lesser
developing economies suggesting that “there is already excess capacity in
the OECD countries, hence investing in additional infrastructure will not in
itself help to attract more tourists” (Zhang & Jensen, 2007: 240).

The fact that Zhang and Jensen (2007) argue that the over-capacity is
a dominant factor motivating tourism TNCs away from the OECD coun-
tries is largely substantiated by the location-specific advantages segment of
Dunning’s (1979) OLI framework (Figure 3.1). The Zhang and Jensen (2007)
study in its pronouncement on over-capacity, when examined in the context
of Dunning’s (1979) OLI framework assists in explaining how this shift in
the concentration of TFDI is being perpetuated. As mentioned by Dun-
ning (1979), these location-specific advantages determine country selection;
therefore, it logically follows that the ownership advantages which these
TNCs have can be better exploited in locations where that ownership can
serve to be of greater distinct competence than in a location where the mar-
ket has reached a state of relative maturity.

Many developing nations often use tourism development as a means of
social and economic development. However, a major obstacle for tourism
development is shortage of capital, and many countries look to foreign in-
vestors with capital that will develop their tourism industries. Traditionally,
the largest tourism FDI source countries have been USA, UK and France
(UNCTAD, 2007). Surprisingly, however, this re-concentration of outward
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FDI from developed to developing nations has also been accompanied by a
rise in FDI to the developing world from other developing economies. Con-
sidered a new trend in outward FDI, it is the rise of South—South investment,
where a number of TNCs are from developing and transition economies
such as the BRIC countries (Brazil, Russia, India and China) (Rangel, 2012).

South—South investment is considered to be proliferated largely as a re-
sult of closer cultural, geographic and trade relationships between host and
receiving nations. It is viewed as a necessary complement to the more tradi-
tional North-South (developed to developing world) investment since it al-
lows developing countries the ability to access capital from other developing
nations, especially in instances whereby TNCs in the developed world adopt
risk averse policies (Meyer, 2011).

Notwithstanding these emerging trends and re-concentrations in TFDI,
there is wide acceptance that TFDI in developing nations has been insignif-
icant. It is only logical that some attempt be made to elucidate the impacts
of TFDI in developing regions as a result of this influx of more TFDI to the
developing world.

Local Voices and Perceptions of Tourism Impacts

Knowledge is always mediated by pre-existing ideas and values, whether this
is acknowledged by researchers or not and human communities in practice
have created reasonably firm grounds on which credibility can be judged,
whether or not these grounds can be supported in some ultimate sense by
means of philosophical reasoning. Perhaps the difficulty in this primarily
derives from the inherently fallible and imperfect nature of our understand-
ing of the world in which we live. For this reason, there are no absolute
truths, and therefore, one could only speak of contingent validation of so-
cial ideas and norms of appropriateness. Truths are proven and disproved
every day. Often based on fact, truths are the humanistic extension of facts.
Truths take a fact and combine the totality of the environment, situation
and unverifiable subjectivity of the individuals or things involved. Truth can
be seen as a fact summarised by life, a life is different for everyone, and
therefore the truth of a fact can be unique for each person. Facts can change
over time while truths and perceptions can change by the second.

Resident perceptions have been widely studied in tourism because of
the direct impact of the industry and its related activities on local people.
Through both endorsement and resistance, residents have an impact on how
well tourism in a destination flourishes (Deery, Jago, & Fredline, 2012). As a
result, it is imperative for their voices to be heard. Perceptions have varying
meanings and definitions, which range from the simple dictionary defini-
tion, “a belief or opinion, often held by many people and based on how
things seem” (Cambridge University Press, 2016) to the definition by Pickens
(2005: 52) who states that, “a perception is the process by which organisms
interpret and organise sensation to produce a meaningful experience of the
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world”. This has been further expanded to include recognition, and the fact
that the process of actually receiving stimuli through senses is the first step
in developing perception. Perception is the process by which we interpret
the worlds around us, forming a mental representation of the environment.
The stimuli are interpreted into something meaningful to that person due to
past experiences. However, Pickens adds that what an individual interprets
or perceives may be substantially different from reality. In his view, every-
one lives in their own world therefore there is no uniform consistent reality.
Reality is individual and as a result there are many realities, all made up of
objective realities (what actually happens) and subjective realities (how our
brains make sense of what happens). Reality may be regarded as a subjective
concept; therefore, it cannot be assumed that everything is the same for all
individuals. Since there is no uniform consistent reality, it is important to
take various perceptions into consideration. It has been acknowledged that
although reality is open to interpretation at an individual level, there are
aspects that may be socially shared. Thus, areas of congruence and disso-
nance between the realities of individuals may be identified. This is impor-
tant to note if research is to inform policy responses.

Hence, it is crucial to focus on local residents experiences of TFDI (with
and without a connection to FDI companies) but also consider the perspec-
tive of the FDI companies in the destination, such as resort hotels, airlines,
restaurants and car rental companies. This will allow for a more rounded
and meaningful analysis of local TFDI impacts and will offer understand-
ing of local resident perceptions, in particular, which adds to existing TFDI
research and provides valuable knowledge for tourism decision makers.

There has been extensive research focusing on community perceptions of
tourism and its impacts (e.g. Sinclair-Maragh, Gursoy, & Vieregge, 2015; Kim,
Uysal,&Sirgy,2013; Almeida-Garcia,Pelaez-Fernandez, Balbuena-Vazquez, &
Cortés-Macias, 2016; Stylidis, Biran, & Szivas 2014), although this has in-
cluded little evaluation of local community perceptions of TFDI. Despite
studies on community perceptions of tourism, few researchers have explicitly
examined perceptions of local residents toward TFDI generally and, more
specifically, in a tourist dependent island destination (e.g., Wortman, Don-
aldson, & van Westen, 2016), the Caribbean and small island developing
states (SIDS) (e.g., Fauzel, Seetanah, & Sannassee, 2016).

Understanding resident perceptions of tourism and its impacts is impor-
tant for the success of tourism destinations and has therefore been widely
examined. However, impacts of FDI in tourism-dependent destinations
have been mainly studied from an econometric perspective (e.g., Craigwell &
Moore, 2007). Adding a local voice to the existing knowledge in the form of
qualitative perceptions will assist in painting a fuller picture of TFDI and
its local destination impacts.

There are various factors that can affect or alter residents’ perceptions
of tourism. Specific influences have been examined in the tourism litera-
ture, such as socio-demographic, economic and spatial factors, as well as
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involvement, and the individual’s knowledge of tourism. Socio-demographic
factors including age, educational level, gender, community attachment,
ethnicity, occupation and income have been the focus of much discourse,
with contradicting or conflicting reports pertaining to each specific vari-
able. Some studies (e.g., Tomljenovic & Faulkner, 2000) show contrasting
results with regards to age and the perceived impacts of tourism. On the
other hand, researchers such as (Teye, Sirakaya, & Sonmez, 2002) have ar-
gued there to be a significant relationship between level of education and the
perception of tourism; persons with higher levels of education were found to
be taking a greater interest in the impacts of tourism and its contribution to
improvement in quality of life.

Community attachment and length of residency in the community is
another factor that has been argued to influence perceptions of tourism.
While some research has been inconclusive with regards to attachment and
perceived impacts (Gursoy, Jurowski, & Uysal, 2002), the findings of other
studies emphasise the observation that the more attached a resident is to
their community, the greater their concern about tourism-associated im-
pacts. It is claimed that residents usually have a sense of community spirit
and pride and therefore are more sensitive to developments or projects that
affect the community, although the extent of collective interest is open to de-
bate in differing geographical and social contexts (Palmer & Chuamuang-
phan, 2017).

There is a plethora of research on the economic impacts of tourism that
demonstrates that significant economic benefits that can be gained through
tourism such as employment generation (Kalaiya & Kumar, 2015), con-
tribution to government revenues, foreign exchange earnings, stimulation
of infrastructure development (Webster & Ivanov, 2014) and contribution
to local economies (Pratt, 2015). On the other hand, there are however re-
ports of negative economic consequences of tourism development such
as export leakages (Rylance & Spenceley, 2017), increase in cost of living
(Sinclair-Maragh et al., 2015), national economic dependency on tourism
(Chaperon & Bramwell, 2013) and the economic impacts of the seasonality
of tourism (Martin, Aguilera, & Moreno, 2014).

Spatial factors such as distance of tourism development to residential
area, and the geographical location of the tourism area and size have also
been studied. Some research has shown that living within close proximity
to tourism areas can lead to residents having increased negative views on
its impacts (Harrill & Potts, 2003). In contrast, other studies have suggested
that the further the distance between residence and tourism development,
the less positively perceived is the impact (e.g., Teye, Sirakaya, & Sonmez,
2002). It is perhaps self-explanatory that with tourism areas located within
residential environs or in close proximity, issues such as increased stress on
public transport and other local infrastructures, congestions and increased
pressure on local services can arise (Kim, Uysal, & Sirgy, 2013). These oc-
currences can cause issues for those in close proximity to tourism sites and
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therefore residents that are furthest away are the ones usually expected to be
most in support of tourism development. However, this remains open to de-
bate; while most research to date supports this claim, Jurowski and Gursoy
(2004) maintain that residents who live close to tourist development support
tourism more than those who live far away.

Residents’ ability to voice their opinions and be a part of tourism
decision-making processes can have an impact on their perception of tour-
ism. Research shows that when residents are involved with various com-
munity activities, they appear to be more favourably disposed towards
community change and development (Sharpley, 2014). However, resident in-
volvement is not always possible, particularly in developing countries where
tourism projects are often externally initiated.

When it comes to individuals’ knowledge of tourism and their level of
contact with tourists, Lepp (2006) suggest that residents who are more in-
volved with tourism and directly interacting with tourists are more posi-
tively inclined toward the activity and possess favourable perceptions. Lepp
(2006) further adds that in locations where residents have little or no prior
knowledge of tourism, the activity can be received with distrust, fear and
anxiety. Residents that have a higher knowledge of tourism are expected to
understand its costs, benefits and impacts and, linked to this notion that fa-
miliarity breeds favourability, it has been claimed that local residents work-
ing in tourism have been shown to have more favourable perceptions (Brunt
and Courtney, 1999).

There have been various approaches to studying perceptions of tourism,
its development and its impacts. Each approach offers a different level of
insight into residents’ perceptions towards tourism. Perceptions based on
place attachment, for example, have been studied using Attribution Theory
(e.g., Gross & Brown, 2006) while Dependency Theory has been applied to
resident perceptions based on livelihood and income reliance. With respect
to the latter approach however, Preister (1989) argues that the macro-level
orientation of dependency theory limits its application at the local com-
munity level and he recognises that it is unable to account for both positive
and negative impacts. One of the most frequently used frameworks used to
investigate resident perceptions of tourism and its development, in a range
of contexts and for differing purposes, is Social Exchange Theory (SET).
This is one of the few theories that has been argued to be appropriate to
explain both positive and negative perceptions, and suitable for studying
the relationship between residents and tourism at the individual and the
collective level.

Social Exchange Theory (SET)

Social Exchange Theory (SET), proposed by Thibaut and Kelley (1959),
is established as the most accepted framework used to explain residents’
reactions to tourism development. SET captures different views based on
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experiential and psychological outcomes (Nunkoo & Ramkissoon, 2011;
Prayag, Hosany, Nunkoo, & Alders, 2013) and it takes social interactions
into consideration as an “exchange of resources”. SET suggests that indi-
viduals are more likely to engage in an exchange when there are expected
benefits, however without encountering unacceptable costs (Diedrich &
Garcia-Buades, 2009). As such, satisfaction with an exchange is obtained
by the evaluation of the outcomes by those involved in relationships of
exchange, and the outcomes can be broadly categorised as “economic”,
“socio-cultural” and “environmental” (e.g. Nunkoo & Ramkissoon, 2012;
Andersson & Lundberg, 2013). In addition to SET, the Social Disruption
Theory can be used to explain the relationship between local perceptions
and tourism development. According to Diedrich and Garcia-Buades
(2009), Social Disruption Theory is closely linked to “boomtowns”, which
in sociology refers to locations that experience a sudden rapid growth in
demand for social services and community infrastructure. This leads to a
shock (or disruption) for local residents. Once the initial shock wears off, it
is claimed that residents adjust to the changes, and with that, the perception
of costs decreases. It is when levels of negative impact surpass levels of pos-
itive impact that resident perceptions arguably become a cause for concern;
negative perceptions can hinder the success of tourism destinations. Conse-
quently, for tourism development and its operation to be successful, it is im-
perative to take resident perceptions of tourism impacts into consideration.

The Economic Dependence Factor postulates that communities and indi-
viduals that are economically dependent on tourism are more favourable to
its development (Vargas-Sanchez, Plaza-Mejia, de los, & Porras-Bueno, 2009:
31). Nevertheless, McGehee and Andereck (2004) argue that residents in
tourism-dependent communities would rather have less tourism development
and its impacts are perceived as negative in comparison to communities that
are less economically dependent on tourism. The perception of “costs” and
“benefits” can be a significant factor in determining resident perceptions of
tourism. Factors that may affect perceptions include: concerns that residents
have for their community; the degree to which they are environmentally sensi-
tive; and the extent to which residents use the same resource base as tourists. It
should be recognised that these ideas build on the works of earlier researchers
and provide a theoretical basis for SET, which assumes that individuals select
exchanges after an evaluation of “rewards” and “costs” (Jonsson & Devonish,
2007). Consequently, residents who evaluate the exchange as “beneficial” per-
ceive a positive impact, whereas a negative impact will be perceived by some-
one who evaluates the exchange as harmful or “detrimental”.

Conceptual Framework Based on Academic Literature

Reflecting on the review of literature in this chapter, a conceptual frame-
work of stakeholder impact relations is presented (Figure 3.2). This is based
on common discourses within the existing literature on TFDI that envisage
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Figure 3.2 Conceptual framework of stakeholder: impact relations based on
existing research on impacts of TFDI.

impacts as malleable, open to being directed by stakeholders who act as
“impact drivers”. Some semblance of agency is also suggested by a shared
notion that “impact recipients” are also able to evaluate impacts differently
based on levels of dependency on tourism and resource exchange strategies.
Here, the notion of capability and capacity building arises; if community
stakeholders, in particular, do not possess the capabilities to harness, or
even recognise, opportunities then the extent to which recipients might in-
fluence impacts received is questionable. One deficit in the existing body
of literature around TFDI impacts is a lack of attention paid to power, in-
fluence and local voices. This is exacerbated by the exclusive adoption of
quantitative methods, an emphasis on macro-level impacts in contrast to
micro-level impacts and a quest to capture factual, statistical information as
with value chain analysis and UNCTAD’s approach. Figure 3.2 summaris-
ing existing literature on TFDI impacts also largely separates the “driver”
of impacts from the “recipients” of impacts; consultation and opportunity
to influence the stakeholder: impact relationship.

Conclusion

This chapter has presented a critical review of existing literature pertaining
to local impacts and resident perceptions of TFDI in tourism-dependent
destinations. It has identified a gap in the literature in terms of TEFDI and the
intersection of economic theories and the perceptions of it by local commu-
nities who are affected. It has furthermore laid the theoretical foundations
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for future research in terms of both economic and social theories related to
TFDI and those relating to the attitudes of local communities towards it,
presenting a conceptual framework of stakeholder impact relations. Dun-
ning’s (1979) OLI framework can be applied to future research in order to
examine the locational advantages in a case study location. SET allows for
the capturing of different perceptions of rewards and costs between individ-
uals and has been often applied in tourism research. Therefore, the ideas
brought together here may be useful in developing an overarching frame-
work or lens to examine local perceptions of TFDI in a case study location,
offering an opportunity to shift away from traditional neo-liberalist tenets
in the study of FDI and tourism, to promote consideration of stewardship
of more inclusive economic and social development. This will contribute to
the literature by enabling examining local perceptions of TFDI. In bringing
FDI and local perceptions of tourism literature together, it is hoped that
the discussion presented provides a useful approach to better understand
the impacts of TFDI on local people in a tourism-dependent, small island
economy and potentially in other lesser developed economies where local
resident voices have often been overlooked.
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4 Tourism FDI and Sustainable
Development in Mauritius.
A Dynamic Investigation

Sheereen Fauzel

Introduction

Tourism plays a major role in the economy of developing countries. Small
island economies also depend a lot on the tourism sector for their develop-
ment. This industry contributes to economic growth through various ave-
nues. These can be in terms of both direct and indirect employment creation
(Fauzel, 2016), improvement in infrastructure (Briedenhann and Wickens,
2004; Becker and George, 2011; Liasidou, 2013), and even an increase in
both local and foreign investment (Fauzel et al., 2015). The international
travel and tourism industry represent a major part of the world economy
(Lew, 2011). Moreover, this sector generates massive export revenue for var-
ious countries (UNWTO, 2001). Destinations having rich natural and cul-
tural heritage exploit this sector to its fullest in order to generate foreign
exchange, create employment, and boost government taxes (Hindley and
Smith, 1984; Mihali¢, 2002).

In 2019, the travel and tourism sector contributed US$8.9 trillion to the
world’s GDP, which represents 10.3% of global GDP, generated 330 million
jobs, and also generated US$1.7 trillion of visitor exports (6.8% of total ex-
ports, 28.3% of global services exports). In addition to that, US$948 billion
was invested in the sector (Capital Investment).! Mauritius is a small island
and the tourism sector is an important pillar contributing to its develop-
ment. In 2019, the tourism industry contributed 7.1% to GDP. More so, there
has been massive foreign investment in the tourism sector. While tourism
FDI can lead to significant growth in the country, it can as well be harmful
for the environment. Hence, sustainable investment is crucial. Therefore,
tourism FDI should conform to high environment, social, and governance
standards in order to attain sustainability in economic, social, and envi-
ronmental terms, representing the three essential pillars of development
(Narula, 2012).

In Mauritius, FDI inflows have been impressive, mainly increasing be-
tween the periods 2001 and 2012. Comparing the period 2001-2006 and
2007-2012, FDI per capita increased by ten-fold while FDI per $1,000 of
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GDP and as a percentage of gross fixed capital formation increased by more
than five-fold. However, from 2013 to 2016, FDI indicators have been declin-
ing. Consider the diagram below showing net FDI inflow trend for Mauri-
tius from 1990 to 2019 (Figure 4.1).

In terms of sectoral distribution of FDI, between the years 2011 and 2016
most of the FDI inflow was recorded in the real estate sector heavily boosted
by the tourism, smart cities, and property development followed by finan-
cial and insurance activities.?

Several studies have measured the impact of tourism FDI on economic
growth, however little attention has been paid on the impact of tourism FDI
on sustainable development. There is a need to investigate the dynamic ef-
fects of FDI in the tourism sector on sustainable development in Mauritius.
Hence, the focus of the paper is mainly to supplement existing literature by
investigating this relationship. In this regard, this study uses a rigorous dy-
namic time series analysis namely a dynamic vector error correction model
(VECM), to carry out the proposed investigation. Such a procedure ensures
that the dynamic behaviour of the time series under consideration is prop-
erly captured, while simultaneously catering for endogeneity and causality
issues. Any feedback and indirect effects which might be present will also be
detected within the VECM.

The rest of this paper is organised as follows: section “Literature Review”
discusses the theoretical and empirical literature; “Methodology” defines
the methodological approach used while “Findings” discusses the findings
from the study; and finally “Conclusion” presents the conclusions and pol-
icy recommendations.

Net FDI Inflow
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Figure 4.1 Net FDI inflow (USS$), Mauritius.
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Literature Review

The Concept of Sustainable Development

Sustainable development is mainly achieved when an economy is able to
generate development which has an economic, social, and environmental
dimension (Rogers et al., 2008). As identified by Grdic and Radic (2012)
sustainability requires that the actual generation consume resources in
a reasonable manner so that the future generations still have enough re-
sources to maximise their well-being. UNEP (2010) identified sustainability
as a link between ecology, economy, and society. Ecology refers to the con-
servation and management of resources, mainly the non-renewable ones or
those crucial for mankind. In terms of economy, reference is made to the
level of affluence enjoyed by the community. Finally, society refers to the
equal opportunities for all and the respect of human rights. Benefits should
be equitably distributed and mainly focus on poverty reduction. Also, dif-
ferent cultures should be respected and all forms of exploitation should be
avoided. Hence, sustainable development requires a country to attain the
objectives highlighted in Figure 4.2.

Tourism and Sustainable Development

Tourism is recognised as an important sector mainly for developing coun-
tries. It is identified as a sector whose benefits are enjoyed by a wider sec-
tion of the community as compared to other industries in an economy
(Tecle and Schroenn, 2006). Many studies have been able to prove the
tourism-led growth hypothesis. It refers to the possible links between
tourism development and economic growth. This concept is based on
the fact that tourism activities have the potential to generate economic

ECONOMY
Growth, efficiency and
Stability

ECOLOGY
Health environment,
rational use of renewable
energy, consevation of
non renewable
energy

SOCIAL
Full employment,
education, equity,
security, health,
participation,
cultural identity

Figure 4.2 Sustainable development.
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growth. For instance, Brida and Pulina (2010) have argued that the de-
velopment of the tourism sector has the possibility to promote economic
growth, create employment, and generate tax revenue for the government.
The paper was able to prove a bi-directional relationship between tourism
and economic growth. Also, expenditure by tourism is considered as an
alternate form of exports which provides foreign currency income for an
economy which is used to import capital items to produce goods and ser-
vices. This in turn results in economic growth in the country (Balaguer
and Cantavella-Jorda, 2002).

Another strand of the literature shows that tourism flows can generate
economic growth through an increase in aggregate demand. Tourists in fact
will demand various goods and services ranging from food, transportation,
entertainment to accommodation and this will boost production and eco-
nomic growth. Ashley and Mitchell (2006) and Fauzel (2019), argued that
tourism has the capacity to generate social benefits to the host countries.
For instance, the concept of pro poor tourism discusses that tourism devel-
opment leads to poverty alleviation. In addition to that, tourism particularly
helps small islands and developing countries having high unemployment,
low growth, and other difficulties to competing on an international level
(Archer and Fletcher, 1996). The literature thus supports that tourism con-
tributes to the economy and also it brings social benefits to the country.
Hence, it benefits consumers and the industry. However, the environmental
impact of tourism is debatable. Therefore, while tourism can be very benefi-
cial for sustainable development it can also be very harmful. While tourism
brings lots of opportunities to a destination in terms of foreign curren-
cies, employment creation, generating tax revenue for the government, and
boosts intercultural indulgence and peace, it can also have negative effects
as well. It can, for instance, put pressure on the ecosystem and contribute di-
rectly to environmental degradation and cause disturbance to wildlife. The
industry can compete to use scarce resources and contribute to local and
global pollution. Moreover, this industry represents an unstable source of
income and is highly vulnerable. Any external shock might disrupt the flow
of international tourism (UNCTAD, 2007). Hence, it is very important to
make sure that tourism does not impact adversely on natural resources. In-
tergenerational equity is very important and thus future generations should
not be at a disadvantage because of the current generation.

FDI in Tourism: The Development Dimension

Since tourism represents a lucrative business for island economies mainly,
foreign entrepreneurs invest highly in this sector. FDI in the tourism sec-
tor is identified as an essential funding avenue. In fact, foreign investment
represents an important channel through which capital flows into the host
country and also contributes towards uplifting the infrastructural level of
the country. More so, there are important knowledge and technological
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transfers to the destination countries. All these have direct and indirect im-
pacts on the tourism industry (Peri¢ and Radi¢ 2016).

Tourism FDI represents a direct investor who is an entity residing in one
country and procures a lasting interest in a tourism related enterprise in
another country by engaging in gross fixed capital formation in the tourism
sector (UNWTO, 2004). Tourism FDI is noted to occur more frequently in
hotels, restaurants, second homes, and passenger transport rental equip-
ment. Also, it occurs occasionally in railway passenger and air passenger
transport services whereas in road passenger, water passenger transport
services, passenger transport supporting services, travel agencies, and sim-
ilar cultural services as well as sports and other recreational services, there
is less tourism FDI (UNCTAD, 2007). UNWTO (2005) identifies tourism
FDI as an engine of growth for tourism companies and a funding source for
these firms. However, despite the likely advantages of these firms to the host
countries, there may be certain drawbacks as well. There are various factors
that influence the flow of these foreign capitals in the country of destination.
These include socio-economic environment, economic development level,
cultural, historical and geographical distance, hard and soft infrastructure
availability, FDI regulations, and privatisation of the industry and com-
pany specific factors (Endo, 2006).

Referring to the literature, it is observed that most studies are done on
the impact of tourism industry on the economy as a whole or the impact of
FDI on the economy. Less studies focusing on the impact of tourism FDI
on the economy are found, and even fewer studies on the impact of tourism
FDI on sustainable development of the host countries. In order to better in-
vestigate the impact of tourism FDI on development, more data is required
on several microeconomic indicators or spillovers of tourism FDI such as
amount of foreign investment in tourism infrastructure, skills content of em-
ployment, technology, and knowledge transfer, among others. Tourism FDI
should have an impact at both the macro and micro economic levels in a
country. For instance, the UNCTAD (2007) report highlighted the positive
and negative effects created by direct and indirect microeconomic linkages
between the foreign company and the domestic economy as well as the pos-
itive and negative macroeconomic effects on the host countries. The report
identified direct effects to be in terms of employment creation in the host
country as well as capital expenditure, including accommodation and related
infrastructure. Another direct effect is in terms of the foreign company pres-
ence in the host country and its brand image. A reputed foreign company can
attract tourists to a particular destination. The indirect effects will include
mainly the classical consumption multiplier effects whereby the people who
have been able to secure employment with the tourism related foreign firms
will now spend their income on goods and services from non-tourism related
firms thus boosting aggregate demand and hence resulting in an increase in
national production and economic growth. The next indirect effect of tour-
ism FDI which was identified by Mirza and Giroud (2004) relates to the value
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chain multiplier effect mainly through forward and backward linkages with
suppliers and distributors. They operate within the host country and inter-
nationally as well and thus help the host country to benefit from various ad-
vantages in the form of higher level of technology and expertise. More so,
there are significant knowledge spillovers as well whereby employees learn
from the foreign enterprise and apply these knowledge to local enterprises.
Another benefit is in terms of the demonstration effect whereby local hotel-
iers learn new ways of doing business by merely observing the strategies and
choices made by foreign firms. Finally there are also tax contributions made
by these firms hence increasing the host country’s government revenues.

Apart from the direct and indirect benefits of tourism FDI there are also
certain problems associated with such organisations. For instance, there
may not be enough benefits which flow to the country as expected. Several
leakages are as well identified — precisely, leakage in the national balance
of payments in terms of imports of goods or services used in the tourism
industry and the repatriation of profits made by foreign firms. Also, tourism
FDI can drive out local firms from the industry. Moreover, these firms may
contribute to environmental degradation of the host countries. The extent
to which tourism FDI contributes to sustainable development depends on
the magnitude of the benefits and complications of this investment on the
host countries. Both the positive and negative effects of tourism FDI to the
host countries are illustrated in Figure 4.3.

The extent to which tourism FDI contributes to sustainable development
is debatable. A crucial feature of sustainable investment in the tourism
sector is the economic, social, and environmental viability as highlighted
above. The government has an important role to play as an agent of tourism

Benefits to host Problems to host
countries countries
—
| | Repatriate Profits
Drive local firms out
of business
Direct Effects Indirect effects Spillovers Fffects May contribute to
evironmental
l / \ / \ degradation
( \ Consumption . . Technology Knowledge
Employment Creation Multiplier Effect Value chain Multiplier Spillovers Spillovers
Capital Expenditure
Increase in tourists #
arrival due to well
known brand name of Aggregate demand Forward and
foreign firms increase leading to [t [ e
economic growth wip _sup_phers e
distributors

Figure 4.3 Impact of Tourism FDI on host countries.
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development. It plays a significant role in the management of the environ-
mental and cultural impacts of tourism. Also, the government is essential in
tourism planning and strategy as well as land use planning and upkeep and
maintenance of parks, public, and natural attractions (Dwyer et al., 2003).
Investment in tourism from all parties does provide much help in developing
the tourism sector. Most of the empirical studies show evidence of a positive
link between FDI and economic growth. For instance, the paper by Fauzel
et al. (2017), using a dynamic VECM, catering for dynamic, endogeneity,
and causality issues, addressed the important question of whether FDI in
the tourism sector enhances economic growth and productivity in Mauri-
tius using time series data for the period 1988-2013. Their results support
the tourism-led growth hypothesis. Other studies investigated the impact of
total FDI on economic growth. Zhang (2014) settles that FDI has had large
positive effects on China’s industrial performance. Other studies found that
FDI can have negative impacts on the economy as it leads to the crowding
out of domestic investment or even supports unfair competition (Kardos,
2014; Reiter and Steensma, 2010).

Referring to the impact of FDI on environment, there are mixed find-
ings. For instance, the Pollution Haven Hypothesis argues that developed
countries invest in developing countries with weak environmental regula-
tions and transfer polluting technologies to these countries (Sarkodie and
Strezov, 2019). In their study, Abdouli and Hammami (2020) argue that FDI
may have a negative impact on environmental quality by boosting economic
growth. However, the Environmental Kuznets curve (EKC) hypothesis
(Grossman and Krueger, 1995) stated that economic growth will initially
lead to environmental degradation followed by a phase of improvement.
Both hypotheses were confirmed by Sarkodie and Strezov (2019); however,
it depends on the countries being analysed. The study by Bokpin (2017) re-
vealed that FDI inflows lead to environmental degradation in Africa; none-
theless, the role of governance and institutional policy is crucial in reducing
such adverse impacts. On the other hand, Ridzuan et al. (2017) found that
FDI inflows do lead to higher economic growth and at the same time, to
improved environmental standards.

While the literature is fraught with studies analysing the impact of FDI
inflows on economic development and environmental sustainability, less
research has been done on the impact of FDI on sustainable development
catering for economic, social, and environmental impacts together and even
lesser for the case of tourism FDI and sustainable development. Hence, the
present study investigates this link for the case of Mauritius over the period
1990-2019.

Methodology

The basic specification of the model used in this study is based on the prin-
ciples of some earlier studies of growth models carried out by Barro and Lee
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(1994), Temple (1999), Durbarry (2004), Seetanah (2011), and Fauzel et al.
(2017). However, instead of economic growth, the sustainable development
index (SDI) is being used. The econometric model is augmented by includ-
ing a proxy for tourism development (TOUR), and FDI in tourism (FDI
T), FDI non-tourism sector (FDI NT), Human Capital (HC), and Trade
Openness (T0).

The model will take the following functional form:

Model: SDI= f (TOUR, FDI T, FDI NT, HC, TO) @.1)

The above model is used to analyse the impact of tourism FDI on sustaina-
ble development for the case of Mauritius over the period 1990 to 2019. SDI
measures the ecological efficiency of human development while recognising
that development must be achieved within planetary boundaries. The SDI
was created to update the Human Development Index (HDI) by incorporat-
ing the ecological factor in computing the index. Hence, SDI is computed
by taking the country’s human development score which is made up of life
expectancy, education, and income components and dividing it by their eco-
logical overshoot. The ecological component measures the extent to which
consumption-based CO, emissions and material footprint exceed per-capita
shares of planetary boundaries. Countries which have high human develop-
ment and remain within or near planetary boundaries rise normally to the
top.
The SDI formula is as follows:

SDJ = Development Index

B Ecological Impact Index

The base formula of the Human Development Index is used with a suffi-
ciency threshold on income. The formula and its components can be de-
scribed as follows:

Life E 1 *E jon 1 *
Development Index = 8 ife Expectancy Index* Education Index
Income Index

The ecological impact index is described as follows:

eA0 _ ,l

Ecological Index = 1+ﬂ
where A0 represents the Average Overshoot and is calculated as the ma-
terial footprint and emissions values divided by their respective per-capita
planetary boundary (which varies by year depending on population size)
to determine the extent of boundary overshoot (or undershoot). This also
standardises the units. If the result of either division is less than 1 (un-
dershoot) it is rendered as 1. Then the results are averaged using the ge-

ometric mean. This method ensures that a country cannot compensate for
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overshooting one boundary by undershooting the other. Overshoot of either
boundary will yield average overshoot of greater than 1.3

The variable of interest for this paper is FDI in the tourism sector. The ex-
tent of foreign presence in the tourism sector is measured by FDI T and the
proxy used is FDI in the tourism sector as a percentage of real GDP. Data
for FDI flowing in the tourism sector for Mauritius is extracted from the
Balance of Payments reports as provided by the Bank of Mauritius. There
are several benefits that a country derives from foreign companies. For in-
stance, it can boost the country’s economic growth as foreign tourism com-
panies act as a promoter for the injection of fresh capital in the host country
and also help in attracting foreign tour operators and tourists (Yunis, 2008).
Other scholars such as Dwyer et al. (2003) argue that foreign investment and
know-how are considered to be of paramount importance in creating and
upgrading tourism-related infrastructure and also foreign investment can
give rise to more investment in tourism in total.

In order to investigate the impact of non-tourism FDI (FDI NT) on
sustainable development, FDI in the non-tourism sector is included in
the model. Furthermore, tourism development as proxied by the number
of tourist arrivals is incorporated in the model. For instance, considering
the tourism-led growth hypothesis, the papers by Durbarry (2004), Louca
(2006), Noriko and Mototsugu (2007), and Gani (1998) support the positive
relationship between international tourism and economic growth for small
island economies using co-integration and causality tests. Hence, by includ-
ing this variable it will help to detect whether tourism development also
contributes to sustainable development. The data was extracted from the
Statistics Mauritius database.

Furthermore, Human capital (HC) as a measure of education level is
added in the model. A population which is more educated will be better
able to contribute towards a sustainable world. A good education system
is of paramount importance to promote sustainable development. Educa-
tion for sustainable development contributes towards the development of
the knowledge, skills, understanding, values, and actions required to create
a sustainable world, which ensures environmental protection and conserva-
tion, promotes social equity, and encourages economic sustainability (UN,
2002). Hence, secondary enrolment ratio has been included in the study and
the data has been extracted from Statistics Mauritius. In addition to that,
scholars have been arguing that trade policies remain a focal point for both
direct and indirect relations with sustainable development. On one hand
side, trade can generate economic growth, create employment opportuni-
ties as well as ensure efficient resource allocation required for economic
development. Trade has been recognised as a tool to promote sustainable
development (Balassa, 1986). As argued by GATT Director-General Arthur
Dunkel and reported by Weiss (1992), trade is not an end to environmentally
sustainable economic development, but rather a powerful enabler or engine.
Hence, to investigate the impact of trade on sustainability in Mauritius, the
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variable trade openness (70) is included in the model. Trade openness is
measured as the sum of imports and exports to GDP.

In order to ease interpretation of the results, the natural logarithm of the
variables has been employed. The model is therefore rewritten as follows:

InSDI, =, InFDIT, +» InNFDINT, + 3inTOU, + B4InHC, + BsTO, +11, (4.2)

where ¢ denotes the time dimension and /n represents the natural logarithm
and the variables are as previously defined.

Estimation Issues

Applying regression on time series data may generate spurious results
(Granger and Newbold, 1974; Philips, 1986) due to the possibility of non-
stationarity data. Hence, checking the stationarity of data is a prerequi-
site for applying co-integration test. As a result the Phillips-Perron test
(Phillips and Perron 1988) was applied. Once the variables are stationary
of the same order, the second step is to check for co-integration test or long
run co-integration relationship amongst the variables. The Johansen Co-
integrating Test (Johansen 1988; Johansen and Juselius, 1990), which uses
maximum likelihood testing process, is applied, to investigate the number
of Co-integration vectors in the Vector Auto Regressive (VAR) setting.

Actually, the static single equation often fails to take into account the
presence of dynamic feedback among relevant variables. Accordingly, a
VAR approach to study the relationship between FDI in tourism and sus-
tainable development is chosen. Such an approach does not impose a priori
restriction on the dynamic relations among the different variables. It resem-
bles simultaneous equation modelling, whereby several endogenous varia-
bles are considered together.

The common form of VAR is given as follows:

Zi= A+ VZigt++ VL +E 4.3)

Where Z is an (n % 1) vector of k variables having integrated of order 1 that
is 1(1), 2 is a (n x 1) vector of intercepts, y,, ... -, are parameters and ¢, is
a normally distributed residual term. The common VAR based model in
equation (4.3) may also take the form of the VECM as follows:

AZ,=A+TAZ_+ 11 Z_ 1+ & @.4)
Z, =[InSDI,, InFDIT,,InFDINT,, nTOU,, InHC,, InTO,]
Where Z is an (n % 1) vector of k variables having integrated of order 1 that

is I(1), 2 is a (n x 1) vector of intercepts, ¢, is an (n x 1) vector of residuals.
Further, A is the difference operator and I' and [] are coefficient matrices.
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I is also known as the impact matrix as it explains the long run equilib-
rium relationship of the variables; while I" explains the short run effect. The
VECM linking short term and long term causality between Tourism FDI
and sustainable development is set as follows;

The coefficient of the error correction term (ECT,—;) indicates whether
there exists a short run relationship among the time series variables. The
sign and value of the coefficient provides information about the speed of
convergence or divergence of the variables from their long run co-integrating
equilibrium. A negative and significant coefficient of ECT,_; is favourable
for the stability of long run equilibrium.

Findings

The Phillips-Perron (PP) (1988) unit-roots tests were employed and the re-
sults of the stationarity tests suggest that all our variables are integrated of
order 1 and stationary in first difference. The Johansen Maximum Likeli-
hood approach is subsequently used to test the presence of co-integration
in a VECM. Trace statistics ;5. and maximal eigenvalue are used to check
the number of co-integrating vectors. These statistics test the null hypothe-
sis of no co-integrating equations against the alternative of co-integration.
The trace statistics either reject the null hypothesis of no-cointegration
among the variables or do not reject the null hypothesis that there is a co-
integration relation between the variables. The results show the presence
of co-integrating vectors and we thus conclude that a long run relationship
exists between the dependent variable and the control variables.

Empirical Results

Vector Error Correction Model, VECM

Since there is the presence of co-integration, and hence a long run equilib-
rium relationship among the variables has been established, the next step is
to specify and estimate a VECM including the error correction term to in-
vestigate the dynamic nature of the model. The VECM specification forces
the long run behaviour of the endogenous variables to converge to their
co-integrated relationships, which accommodates short run dynamics. In
this study, the VECM is estimated using an optimum lag length of 1. The
long run coefficients are reported in Table 4.1.

The long run equation provides very stimulating results. Analysing Table
4.1, the impact of FDI in tourism on SDI in Mauritius, it is observed that it
has indeed contributed to sustainable development in the economy as sup-
ported by the positive and significant coefficient of the variable. In fact a
10% increase in FDI in tourism raises sustainable development by 0.24%.
This result is in line with Aust et al. (2020). FDI in the tourism sector in
Mauritius started to increase from the year 1995. AHRIM (Association of
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Table 4.1 Long run coefficients

Co-integration equation 1 t statistics

InSDIt 1.00000

InFDITt 0.024235%** 3.55840
InFDINTt —0.173178%** —9.74548
InTOUt 0.626688*** 3.89444
InHCt 0.542908*** 1.83892
InTOt 1.007327%** 7.22126
Constant 14.96997

*** represents significance at 1%.

Hoteliers and Restaurants in Mauritius, 2017: https:/www.ahrim.mu/pub-
lications/annual-report/), pointed out that entrepreneurs in the tourism
sector have realised that competitiveness and sustainability of the tourism
industry work together as the quality of tourist destinations is highly influ-
enced by their natural and cultural environment and their integration into
the local community.

Interestingly it is noted that tourism development has contributed to
sustainable development in the country. More precisely, a 1% increase in
tourism development has led to 0.363% increase in sustainable development.
Importantly Mauritius has achieved the “GSTC-Recognized Standard” sta-
tus as announced by the Global Sustainable Tourism Council (GSTC). The
Mauritian Standard on Sustainable Tourism (MS 165:2019) was established
to guide the sustainable development of the tourism industry in Mauritius.
It targets tourism business and non-tourism related activity in order to pro-
mote its sustainability performance. The aim of the Sustainability Tourism
Standard is to address requirements of the environmental impacts and its
effect on land, air, water, and other organisms and ecosystem of the island.*

The results further support the view that education has contributed to
sustainable development. As highlighted by Bourn et al. (2017), secondary
education ensures that learners have free access, equitable, and quality ed-
ucation promoting the Sustainable Development Goal (SDG) 4. In fact, ed-
ucation does promote the development of knowledge, skills, understanding,
values, and actions which are all necessary for a sustainable world, hence
ensuring the protection of the environment above all. Moreover, Mauritius
strives to have an education system that promotes the holistic development
of all citizens. In addition to that, the aim is to achieve 100% MID (Maurice
Ile Durable (Mauritius Sustainable Island)) literacy by 2020 and be an in-
ternationally recognised knowledge hub for sustainable development in the
region by 2020.°

Finally, focusing on the trade openness result, it can be found that even
this variable is positive and significant as per the current study. Similar re-
sults have been reported by Antweiler et al. (2001) and Frankel and Rose
(2005) who found that trade is not necessarily bad for the environment.
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This result is, however, against environmentalists and dependency theorists
who claim that trade openness is in contradiction to sustainable develop-
ment. It is also in contradiction to the study of Sheikh et al. (2020), who used
an autoregressive lag (ARDL) model and investigated the impact of trade
openness on sustainable development for India. Their results shows that
trade openness is distorting and detrimental to future generations.

However, referring to the non-tourism FDI results, it is seen that it deteri-
orates sustainable development in the country. In fact, Mauritius is actively
working towards implementing the SDGs and recognises them to be a key
to development. In a mapping exercise that the country did in 2016, 222 in-
dicators were identified and integrated in the national policy. However, the
country is still working towards a permanent national structure to monitor
continual progress for SDGs.®

Hence, in line with the results, it can be confirmed that tourism FDI has
contributed to sustainable development and the study confirms the presence
of sustainable tourism development in the country. More so, education as
well as trade openness has contributed to sustainable development. However,
non-tourism FDI does not contribute towards sustainable development.

Conclusion

Based on the VECM framework adopted in this study, the main objective
is to investigate the relationship that might exist between tourism FDI and
sustainable development in Mauritius over the period 1990-2019. Referring
to the results, it is observed that tourism FDI does result in sustainable de-
velopment in Mauritius in the long run. Actually, the government of Mau-
ritius has adopted liberalising policies to boost FDI in the tourism sector.
Significant amount of foreign investment has been registered in key tour-
ism activities such as restaurants, yachts, and travel agencies among others.
These investments have contributed towards the development of the country
as there have been important spillover effects in terms of capital flows, con-
struction of world-class hotels and villas, as well as creation of employment.
This argument can partially explain the results obtained for tourism FDI
and sustainable development.

Also, the results show that the island has sustainable tourism develop-
ment and both education and trade openness have contributed to the sus-
tainable development of the country. However, non-tourism FDI is noted
to be detrimental to sustainable development. Overall, this study provides
new evidence in the field of tourism FDI and sustainable development for
the case of Mauritius using a recent co-integration approach in a dynamic
framework. However to further boost sustainable development in Mau-
ritius, there are various actions that can still be taken. For instance, it is
noted that there is bad governance of natural resources in the tourism sec-
tor. Large scale developments are being approved for smart cities and IRS
(Integrated Resort Scheme) on areas rich in flora and fauna. Also, there is
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a significant amount of pollution generated by the tourism sector through
massive water sports investment and sea activities invading animals in their
natural habitats. It is important therefore to come up with eco-conscious
policies to counteract the damages to the island. Water activities and other
sea sports need to be done in a more conscious and eco-friendly manner.
The 2016 Conscious Travel Sustainability Assessment greatly helps to attain
these objectives but constant effort is needed to further improve sustainable
investment in the tourism sector.

Notes

1 https://wttc.org/Research/Economic-Impact.

2 https://unctad.org/system/files/official-document/diaepcb2017d9_en.pdf.

3 https://www.sustainabledevelopmentindex.org/.

4 https://www.gstcouncil.org/the-mauritian-standard-on-sustainable-tourism-is-
gstc-recognized/.

5 https://sustainabledevelopment.un.org/content/documents/1109215
Mauritius%20National’%20Report.pdf.

6 https://sustainabledevelopment.un.org/memberstates/mauritius.
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5 Institutional Influences on
National Tourism-Related
Foreign Direct Investment

(TFDI) Policies and
Programmes

Kyrgyzstan, Central Asia

Nicola J. Palmer

Introduction

This chapter critically examines tourism-related foreign direct investment
(TFDI) in the context of Kyrgyzstan, Central Asia through an evolution-
ary lens. The chapter focuses on the case of the Pinara-Bishkek Hotel, one
of the first foreign hotels to be established in the republic following the
dissolution of the USSR in 1991. It is intended that this chapter will pro-
vide insights into the way in which a TFDI develops and evolves over time
acknowledging the dynamic nature and complexity of this type of invest-
ment. Secondary data has been collected from a range of publicly available
online sources and qualitative document analysis is applied to enable pro-
cess tracing. The evolutionary path of a TFDI in Kyrgyzstan is explored
and consideration is given to how this might inform wider understanding
of sustainable tourism development, particularly in a post-Soviet Central
Asian context.

Within the context of national development strategies, foreign direct
investment (FDI) has received considerable attention from policymakers
and academics. Policies and programmes relating to FDI require decision-
making and the involvement and cooperation of a range of formal (and
informal) institutions. This is particularly noted in respect to TFDI — see
for example, Dwyer’s (2014) consideration of power and influence between
TFDI “players”. His analysis draws attention to the directional tendencies of
globalisation, economic interdependence and the multidimensional process
involved in increased global connectivity and global consciousness that com-
bines society, economy, and culture. The relevance to sustainability — viewed
traditionally as “an economic phenomenon associated with the development
of the global market” (Parliamentary Assembly, 2003: 1) —is clear.

With respect to globalisation, the potential of FDI to facilitate host coun-
try integration into international tourism networks, increasing tourist flows
and income from tourism-related activities has been noted by Endo (2006).
Peri¢ and Radi
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(2011: 263) argue:

Developing countries, if they wish to promote sustainable development
in the context of tourism, should be extremely cautious in attracting
FDI in this sector. It is necessary to attract sustainable FDI.

Research on FDI and TFDI has often overlooked or neglected the random
or fortuitous nature of political, economic, and social outcomes. It has also
failed to appreciate the challenges faced by transitional economies with lim-
ited development options, fragile geopolitical ties (Elhawary et al., 2010),
and the influence of the past.

According to the Organisation for Economic Co-operation and Develop-
ment (OECD, undated: 7):

Foreign direct investment (FDI) is a category of investment that reflects
the objective of establishing a lasting interest by a resident enterprise in
one economy (direct investor) in an enterprise (direct investment enter-
prise) that is resident in an economy other than that of the direct inves-
tor. The lasting interest implies the existence of a long-term relationship
between the direct investor and the direct investment enterprise and a
significant degree of influence on the management of the enterprise.

It is interesting to explore the evolution of TFDI in a transitional economy
and the potential implications for sustainable tourism development.

Literature Review

Much of the research that exists on TFDI focuses on quantitative meas-
urement studies. It adopts a structured approach, often directed along the
guidelines of financial policy “headlines” and is focused on investment im-
pacts. Drope et al.’s (2014) exploration of the political economy of FDI, for
example, identifies three key impact themes: tax reforms; trade agreements;
industry regulation. However, there is merit in returning to Dwyer’s (2014)
ideas and exploring the socio-cultural and power aspects of TFDI beyond
the obvious economic relevance (Long, 1997; Lucke and Eichler, 2016; Don-
aldson and Forssman, 2020). There is also value in considering the institu-
tional and historical context of TFDI and the boundaries of time and space
that influence the trajectory of development when examining the sustaina-
bility implications of TFDI at a national level.

The Institutional and Cultural Context of TFDI

Institutional and cultural characteristics have been recognised to be influ-
ential factors in quantitative analyses of TFDI. There have been some inter-
esting propositions made about the relationships between investor country
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and host country culture with respect to “cultural proximity”. Lucke and
Eisler (2016: 935), for example, have claimed that:

institutional and cultural distance is important and that FDI has a pre-
dominantly regional aspect. FDI to developing countries is positively
affected by better institutions in the host country, while foreign inves-
tors prefer to invest in developed countries that are more corrupt and
politically unstable compared to home. The results indicate that foreign
investors prefer to invest in countries with less diverse societies than
their own.

The work of Lucke and FEisler (2016) draws attention to the agency of foreign
investors. Less attention has been paid to both host government and investor
actors. Moreover, quantitative analyses seeking to produce generalisations
have dominated academic discourse on TFDI. Qualitative studies offer an
opportunity to gain a richer picture of TFDI relations. Those studies have,
however, to date, tended to concentrate on societal impacts, often focusing
on resident perceptions and experiences. They have also tended to provide
“snapshot” pictures rather than exploring lasting interests.

There is scope to learn from policy and planning analyses of tourism re-
lationships and changes over time. In their analysis of tourism institutions,
Mellon and Bramwell (2018: 42) argue that “a fuller understanding of tour-
ism processes should include analysis of historical influences, legacies and
the sequencing of change.” They bring together the theories of Historical In-
stitutionalism (linked to Institutional Theory and Evolutionary Economic
Geography) and Cultural Political Economy to understand institutional
change via a process tracing methodology. Evolution may also be seen to
hold relevance to achieving deeper insights into TFDI within the context of
national-level development.

One of the most common approaches to examining evolution in the
context of tourism studies and destination development is Evolutionary
Economic Geography (EEG) (Brouder and Eriksson, 2013). Brouder and
Eriksson (2016:385) argue that, “Tourism scholars who engage with EEG
will discover fertile ground for inquiry by addressing the roles of enterprise,
networks, and the state in shaping regional evolution.” Boschma and Mar-
tin (2010) outline three major theoretical frameworks for EEG: General-
ized Darwinism — drawing on concepts from modern evolutionary biology;
Complexity Theory — concerning aspects of “far-from-equilibrium” adap-
tive systems; Path Dependence Theory — based on the role of contingency
and self-reinforcing (autocatalytic) dynamics (Ma, 2013). EEG draws atten-
tion to “bounded rationality” and “routines” (Simon, 1955) in the explora-
tion of the behaviours of organisations. This approach may offer a means of
gaining insight into both host government investment economy and foreign
investor behaviours and actions over a sustained time period. As Brouder
and Eriksson (2016: 384) acknowledge, “understanding how the economy
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evolves enhances our ability to question the nature of that evolution with,
for example, growth-oriented models often challenged as unsustainable in
tourism (Butler, 1999).”

Pike et al. (2016: 127) purport that Geographical Political Economy
(GPE) is a useful approach to political-economic and evolutionary thinking
and “contingency and particularity generated by agency and context can be
handled through the techniques of ‘following the path’ and ‘deep con tex-
tualisation.” They advocate consideration of how and why “specific paths
unfold in particular ways over time and space” (Pike et al., 2016: 131) and
this requires consideration of cultural aspects of institutional context rec-
ognising the existence of beliefs, values, and practices surrounding agency
in decision-making.

Development Paths and Challenges Faced by Transitional
Economies

EEG, Historical Institutionalism, and GPE are concerned with develop-
ment paths. Brouder and Eriksson (2013: 378) note that:

path dependence is the term used to reflect the inertial trajectory of a re-
gion as a result of long-term processes, a state which will only be altered
by either major intervention, some external shock, or the embedding of
new seeds of structural change in the hope that they will germinate and
grow in the long-term.

(Neffke and Svensson Henning, 2010)

Debates on the ability of places to change path dependence have raised
question marks over the influence of historical processes on the develop-
ment of alternative paths (Henning et al., 2013) and the constraints that af-
fect agency and the ability to break with path trajectories. As Brouder and
Eriksson (2016: 379) identify, there is a need for wider understanding, not
least in terms of sow tourism development is “introduced to regions which
were previously reliant on different sectors, e.g., resource-based economies
in peripheral regions” as is the case with Kyrgyzstan.

The concept of “inclusive sustainable development” and, arguably, sus-
tainable tourism development is dependent on a global policy environ-
ment that is “conducive to cross-border investment” (UNCTAD, 2019:
6). This environment is challenged by differing levels of development be-
tween countries and a need for external assistance has been acknowledged
(Edwards et al., 1999; Mitlin et al., 2007). Slocum and Backman (2011:
281) have argued that, “good governance is a prerequisite in achieving
sustainability objectives.” In relation to this Nergaard (2000) has iden-
tified the significance of external interventions in the democratic reform
of post-communist countries, noting “the virtuous and vicious circles of
emerging institutions.”
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The role that conflict and contestation (Mahoney and Thelan, 2009; Con-
ran and Thelen, 2016) play in macro-level TFDI agreements at national level
has been acknowledged. There are certainly specific challenges to globalisa-
tion faced by developing and transitional economies and value can be attrib-
uted to the interventions of external actors. Werner’s (2003) exploration of
tourism development in Central Asia highlights the importance of tourism
mediators in the face of a lack of well-developed tourist infrastructure and
acknowledges their role in “cultivating a positive image of Central Asia as a
new tourist destination, developing tourist accommodations, and lobbying
government institutions to support and regulate tourism” (Werner, 2003: 141).

In terms of “developing tourist accommodations”, comprehensive re-
search by the United Nations Conference on Trade and Development
(UNCTAD, 2004) highlights that hotels and restaurants dominate TFDI
activities in both developed and developing countries. A heavy focus on the
accommodation sector in TFDI has been noted (Endo, 2006; Barrowclough,
2007; UNCTAD, 2010) and the employment of tourism as a political tool
(Henderson, 2003, 2011) has also been noted in this context (Khoshnevis
etal., 2017).

One reason for dominance of the accommodation sector in TFDI in devel-
oping and transition countries relates to FDI development strategy advice
from international organisations (Peri¢ and Radi¢, 2011) and international
production factors relating to ownership advantages, location advantages,
and internalisation advantages (Dunning and Mcqueen, 1981).

TFDI Decisions and Investment Opportunities

The issue of who is in the host economy space in terms of influencing devel-
opment decisions, linked to investment opportunities, certainly warrants
attention. Development decisions are not solely determined by national
governments.

As Endo (2006) and Peri¢ and Radi¢ (2011) acknowledge, determinants of
TFDI do not differ from those of other industries and include:

cultural/historical/geographical distance, political and/or economic
risks, level of economic development, socio-economic environments,
privatization of the industry, liberalization of FDI regime, taxation, in-
vestment incentives, availability and quality of hard and soft infrastruc-
tures and corporate strategies or company-specific factors.

(Endo, 2006: 601)

Political regimes have been noted to be influential in the attraction of TFDI
and the specific nature of TFDI relationships. From a host country perspec-
tive, Khoshnevis et al. (2017) acknowledge the presence of hope and fear
surrounding TFDI and its offerings versus its potential economic, cultural,
community, and environmental impacts.
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Much research relating to FDI and TFDI is grounded in political econ-
omy. Revisiting Britton’s (1982) seminal work on the political economy of
tourism is useful in relation to the tourism aspect of TFDI. Conceptualising
international tourism as “a product of metropolitan capitalist enterprise”
(Britton, 1982: 331) it is important to reflect on the low level of control that a
nation has in a global system. The destination area as an attractor has sus-
tained attention in the tourism literature (Plog, 1974; Butler, 1980; Hu and
Ritchie, 1993; Hu and Wall, 2005; Crouch, 2011; Andrades and Dimanche,
2017, Nazmfar et al., 2019). Inevitably, TFDI is driven by investors’ perceived
potential for tourism revenues to be generated within the destination area.

Conversion of tourism promotion activities to investment and visitation
can be difficult in lesser-known tourist destinations. Fauzel et al. (2017: 1044)
acknowledge the potential contribution that one foreign investor in tourism
can make to the overall TFDI in a country: “foreign tourism companies also
often act as catalysts for the injection of fresh capital in the host country and
help in attracting foreign tour operators and tourists.” Baidoo (2018) has
also emphasised the potential for foreign tourist arrivals to increase FDI
inflows due to a discovery of investment opportunities during visitation.
The destination experiences of initial inward investors and inbound visitors,
particularly in the context of Central Asia (Lee et al., 2012) characterised
by lesser-known tourist destinations, appear to offer reputation-building
benefits to assist wider national economic growth. Looking at percep-
tions of Turkish investors on the tourism market in Central Asia, includ-
ing Kyrgyzstan, Kantarci (2007: 828) noted the importance of developing
“country-specific investment strategies and incentives to attract more for-
eign investment in tourism industries.” He suggested that “the officials of
...[Central Asian] countries could use currently active companies in their
respective countries to encourage them to team up with other companies to
further attract more investment capital” (Kantarci, 2007: 827). This may be
an important strategy given Copeland’s (1991) caution that excessive trust
and a high risk to the host community may result from too much FDI.

Cultural distance and risk reduction strategies have been acknowledged
in relation to international tourism visitor flows (Litvin et al., 2004; Ahn and
McKercher, 2015) as well as TFDI inward investment decisions (Sanford and
Dong, 2000; Quer et al., 2007; Deng et al., 2019). These link to cognitive and
behavioural issues in finance (Dincer et al., 2016) and the importance of con-
sidering both structure and agency when considering the impacts of tourism
investment flows on tourism development (Bianchi, 2003; Meyer, 2013).

The Institutional-Historical Context of Kyrgyzstan

Located in Central Asia, Kyrgyzstan is a land-locked, lower middle-income
transition economy (Briick and Esenaliev, 2018).

The country gained independence from the USSR in 1991 alongside
neighbouring Commonwealth of Independent States (CIS) countries,
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Kazakhstan, Tajikistan, and Uzbekistan. Geographically, the country is
distinctive from other parts of Central Asia due to its size, topography, and
approach to democratic reform. Ranked as one of the poorest Central Asian
countries, the country has an area of 198,500 km? (76,641 mi?) and with an
estimated 6.5 million population in 2019 (World Bank, 2020b), it is one of
the world’s most sparsely populated countries. The traditional nomadic cul-
ture of the Kyrgyz has shifted towards settlement and it has been reported
that 35.6% of the population now reside in urban areas, namely Bishkek in
the north and Osh in the south (Worldometer, 2021).

Over 90% of the land area in Kyrgyzstan is mountainous and the scenery
has repeatedly prompted the accolade “the Switzerland of Central Asia”.
However, lack of ease of accessibility, under-developed infrastructure to-
gether with ongoing political and economic instability, ethnic tensions,
threat of religious extremism, and volatile borders restrict international
tourism growth (Palmer, 2014).

The country’s capital city Bishkek (formerly named Pishpek and Frunze)
was formally established as the country’s political and administrative centre
in 1936 during the final stages of the national delimitation (razmezhevanie)
in the Soviet Union. It holds economic significance and is second to Lake
Issyk-Kul (Ysyk-Kol) in terms of tourism importance. Bishkek, located ten
miles from the border with Kazakhstan and 25 km (16 miles) south south-
west of Manas International Airport is home to the country’s only interna-
tional hotels and two Western-style supermarkets. The city may be identified
as the locus of international trade in Kyrgyzstan.

Kyrgyzstan’s Trading Context
Allayarov et al. (2018: 95) have claimed:

Kyrgyzstan, being a less developed economy, even by Central Asia
standards, can only achieve its goals of reducing poverty and becoming
more developed by increasing its overall trade with the rest of the world.

In terms of wider economic dependence, the country has been consistently
reliant on gold mining since independence from the USSR, the removal of
Soviet subsidies, and the transition to a market economy. The country’s re-
liance on Kumtor, a Canadian-owned gold mine accounting for approxi-
mately 8% of GDP (with worker remittances equating to approximately 28%
of GDP in 2019) (World Bank, 2020b) has been well-documented, and not
without controversy (European Commission, 2003; Satke, 2015; The Guard-
ian, 2016; McGee, 2020). In 2013 it was reported that the Kyrgyz President
in power, Almazbek Atambayev, was considering nationalising the econom-
ically vital Kumtor mine following a long-running dispute between joint
venture partners, the Canadian based company Centerra and the Kyrgyz
government, over mine ownership (BBC News, 2013).
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Prior to 1991, under the central planning decisions of the USSR, Kyr-
gyzstan’s production specialisations included the raising of sheep and pro-
duction of wool, the cultivation of low quality grades of cotton, and the
production of electrical energy in hydroelectric plants and of certain com-
ponents for the defence industry (Dabrowski et al., 1995). Thompson and
Foster (2003: 171-172) have documented that:

Prior to the disintegration of the Soviet Union, Kyrgyzstan was already
among the poorest of the Soviet regions with a gross national product
per capita of US$1550 in 1991 compared with US$2470 in Kazakhstan
(Anderson, 1999). The creation of the new Kyrgyz Republic, combined
with the state of emergency declared in 1990 as a result of fighting on
the Kyrgyz—Uzbek border, led to the onset of economic crisis in Kyr-
gyzstan. The level of inflation jumped from 200% in 1991 to 900% in
1992 (Anderson, 1999). As economic reform progressed and external
investment and assistance increased, tourism was identified as an im-
portant industry sector and potential means of attracting revenue from
the developed world.

Selm and Wagener (1993) report that Kyrgyzstan’s share of foreign trade
(i.e., trade with areas outside the republic’s borders) represented 46% of
GDP in 1988, comprised of 40% trade with other USSR republics and 6%
trade with countries outside of the USSR. Hence, the country was heavily
dependent on post-colonial trade relationships.

Examining post-colonial trade between Russia and the former Soviet
republics, Mazhikeyev and Edwards (2020: 1) have reported that improve-
ments in the global economy and international economic ties have contrib-
uted to “sharp recoveries in GDP levels for both Russia and many of the
Central Asian Countries.” However, Kyrgyzstan’s loss of foreign markets
during initial economic reform has been noted (Abazov, 1999; Dana, 2000)
and it must be acknowledged that the country remains challenged by po-
litical instability. Indeed, Verdier (cited in Burgess, 2017) noted that Kyr-
gyzstan has had more than 20 presidents/prime ministers in 25 years and
two revolutions. At the time of writing, in 2021, the latest Prime Minister,
Sadyr Japarov, was appointed as head of government in Kyrgyzstan in No-
vember 2020, following a contentious parliamentary election (Putz, 2020).

Current events perhaps distract from the efforts of the country to develop
positive international attention and integrate into the world market since
independence (Guttman, 1999). It is notable that Kyrgyzstan was amongst
the first former Soviet republics to implement economic reforms and tran-
sition towards a market-based economy (Price, 2018). It was also the first
of the CIS countries to commit to programmes of international coopera-
tion, joining UNESCO in 1992, the World Tourism Organization in 1993,
and the World Trade Organization in 1998. A wide range of inter-regional
tourism events have been hosted by the country and there is evidence of
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collaboration in tourism initiatives with countries from within and outside
of Asia. Attempts at international engagement are apparent. As noted by
Thompson and Foster (2003: 177),

By early 1993, only 2 years after gaining independence from the Soviet
Union, it was reported that Kyrgyzstan had been recognized by 120
nations and had established diplomatic relations with 61 of them.

(The Library of Congress, 1996)

One of the key national development policy objectives introduced by Presi-
dent Askar Akayev, in office from 1990 until the 2005 Tulip Revolution (Ol-
cott, 2005), focused on stimulating foreign investment to promote economic
reform (Thompson and Foster, 2003). It is interesting to note that between
1997 and 2000, foreign investment worth approximately US$368 million was
attracted to Kyrgyzstan; 43% of this was shared between banking, farm-
ing, trade, tourism, and services (Interfax, 2000). Post-Soviet independence,
Spector (2008: 164) has acknowledged that the country continued to op-
erate through a highly centralised regime, describing “a system in which
the president holds significant formal political power and control over eco-
nomic assets” and businesses were able to “receive preferential customs or
tax treatment...not via legislation, but by gaining access to top customs or
tax officials who can informally arrange deals.” Mateeva (2010) has argued
that there are few signs of stabilisation in the political trajectory of the state.

Kyrgyzstan’s Tourism Context

Despite continual changes in political leadership and periods of instability,
tourism has been continually identified as a national development priority.
There have been seven national government tourism development strategies
during independence but reductions in state budgets for tourism have af-
fected policy implementation (Palmer, 2014).

Most recently, tourism has been included in the government strategy until
2040 as a top four priority sector of the economy (Fingar, 2018) and travel
and tourism accounts for approximately 3.8% of GDP, showing a tendency
to fluctuate but, overall, decrease between 2000 and 2019 (Knoema, 2020).

Tourism in Kyrgyzstan predates Soviet rule and post-communist inde-
pendence. There are many historical accounts of travels across Central
Asia, heavily influenced by the Silk Road network of trading routes running
between Rome in Italy and China before the Ottoman Empire boycotted
trade with China.

In terms of modern tourism, the conditions under Soviet rule (1917-1991)
have received academic attention. Werner (2003) has documented the devel-
opment of tourism in Central Asia, noting the strict control of foreign tour-
ists during the Soviet period, particularly those from capitalist countries.
She has also identified a dearth of hotels designated for foreign tourists and
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the restrictions on Western tourist stays in Bishkek beyond one night due
to the presence of Soviet military facilities. This highly regulated approach
placed the state as a key tourism actor, operating the foreign tourism agency
“Intourist” that operated tour packages and hotel management. The com-
mand economy provided little or no space for the influence of other tourism
actors. Initial transition to a market economy saw a gradual, conservative
move towards privatisation, favouring alliances with “known” countries in
line with Lucke and Eisler’s (2016) observations about familiarity and cul-
tural proximity but also reflecting internal disintegration within the USSR.

Indeed, examining the Issyk-Kul region, Kyrgyzstan’s most lucrative tour-
ist destination in terms of all tourism income, Palmer (2009: 186) has noted:

Post-Soviet privatisation of the economy has resulted in many resort
accommodation establishments being bought by persons linked to the
former body or organisation to which the establishments previously
belonged (during the Soviet era). This has resulted in establishments
belonging to organisations based in a particular post-Soviet republic
being acquired by entities within that republic (Nusorov, 2001 as cited
in Allen, 2006). For example, three of the largest north shore resort ac-
commodation establishments - the Karaganda, Hotel Kazakhstan and
the Royal Beach - are now owned and operated by corporations based
in Kazakhstan.

Zhukov (2001) observes that, outside of the tourism sphere, foreign firms,
largely firms located in the CIS, have purchased Kyrgyz state facilities con-
sidered to be “non-essential”. To date, the main tourism investment has
come from Russia (59.7% of FDI in Kyrgyz tourism).

The observations of Koenker (2003) and Gorsuch and Koenker (2006)
highlight the importance of Soviet-era tourism as an integral part of so-
cialist ideology and acknowledge mass domestic tourism as a deliberate
strategy (Koenker, 2003). Sustainability was not an immediate considera-
tion. Reporting in 2003, based on first-hand experience of the destination,
Thompson and Foster (2003: 172) commented:

Accommodation facilities in Bishkek dating from the Soviet era, and
the sanitoria on the northern shore of Lake Ysyk-Kol, are badly de-
signed and constructed and environmentally unsympathetic to their
surroundings, while other areas remain entirely undeveloped.

However, a desire by the Kyrgyz Government to privatise existing tourism
resources and encourage the development of new products and services to
stimulate tourism growth has been apparent and there have been clear ef-
forts to encourage both foreign investment and indigenous entrepreneurship
within the process of transferring ownership from the state to the private
sector in the tourism industry.
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Turdumamketov (2014) has argued that a positive balance of international
tourism in Kyrgyzstan may be identified as one of few “effective” forms of
international economic activity. Baxtishodovich et al. (2017) have identified
the important interest and potential of unique cultural, historical, archae-
ological, and natural attractions to attract international tourists. However,
Claytor (cited in Jasek, 2005) has argued that foreign tourist businesses are
challenged by bureaucracy, high taxes, bad roads, and a cumbersome visa
process, impacting on the country’s ability to develop as an international
tourist destination.

FDI and TFDI in Kyrgyzstan

The trajectory of development in Kyrgyzstan has been heavily impacted on
by the emergence and shift in political governance structures and institu-
tions. Institutional influence, over time, may be identified as a key variable
affecting the formulation and implementation of policy. This includes TFDI
policy, primarily the concern of central government, aligned to broader fis-
cal planning.

The OECD (2017) has noted how the Central Asian republics started sign-
ing international investment agreements (ITAs), including BITs, right after
they gained independence. The speed at which this materialised and the
transitional nature of political and economic development impacted on the
ability of the newly independent republics to provide sound investment cli-
mates. The OECD (2017) has noted that a common tactic of layering differ-
ent investment provisions covering the same country relations has prompted
the bringing of claims by private investors against host governments. Legal
objections have been raised based on the realisation that some investors
have secured more favourable treaties. FDI has not occurred without con-
flict and contestation.

Indeed, a report by Knottnerus and Satke (2017: 3), focusing on the Kyr-
gyz Republic’s experience with investment treaties and arbitration cases,
stated that:

The Kyrgyz Republic currently faces investment claims in the prox-
imity of 1 billion USD, arising out of investment dispute settlement
cases. If these have to be paid out, this will have a serious impact on
the public budget of a country where 32% of the population lives below
the poverty line.

Many analyses of Kyrgyzstan draw on the politico-economic history of the
country and the trajectory of development in terms of why particular deci-
sions were made rather than specifying why particular paths were not taken
or how pathways were affected or interrupted due “critical junctures” —
“situations of uncertainty in which decisions of important actors are caus-
ally decisive for the selection of one path of institutional development over



82 Nicola J. Palmer

other possible paths” (Capoccia, 2016: 95). In the words of Zappettini and
Krzyzanowski (2019: 382):

junctures are regarded as ‘critical’ because they set in motion path-
dependent processes — in other words self-reinforcing trajectories — that
become difficult to reverse as they eventually consolidate into one spe-
cific dominant institutional setup. At the same time, in a critical junc-
ture, the contingent context in which choices are debated and made can
also be seen as the result of institutional, cultural, and political trajec-
tories which are reliant on antecedent conditions.

The sequencing of change and the idea of development options is pertinent
when examining the Central Asian context. The region has endured a cheg-
uered past, characterised by periods of dictatorship. The economic shock of
post-Soviet independence in 1991 still endures — “The economic fallout of
independence was significant. The economy collapsed with USSR, as almost
all of its exports were for the Soviet Union” (Burgess, 2017: online). How-
ever, the trajectory of economic development for Kyrgyzstan differs from its
CIS neighbours. Recent data on balance of payments for Kyrgyzstan (World
Bank, 2020a) indicates a negative overall trade balance (—11.2) in 2019 in
contrast to Kazakhstan (=3.6), Tajikistan (=2.3), and Uzbekistan (=5.8).

Since the break-up of the Soviet Union, Russia, China, and the USA have
been noted to be in competition for political and military influence in Cen-
tral Asia. Kyrgyzstan remains notably dependent on Russia, approaching
30 years since Soviet independence. It has been identified to be “Russia’s
most loyal ally in Central Asia” (Mikovich, 2020). Overall, international
trading links are low. Yet, an economic relationship between Kyrgyzstan
and Turkey, albeit asymmetric, has also been observed (Yiiceer, 2014) and
Turkey has been described as a key partner of Kyrgyzstan (Murzaeva, 2014).

Vela (2011) has explored an increase in Turkish trade in Kyrgyzstan
post-independence and has noted that cultural bonds and historical ties ap-
pear to underpin the developments. These appear to facilitate the building
of trust and create aversion to the reported risks. The historical ties be-
tween Kyrgyzstan and Turkey are interesting, reflecting, at least to some
extent pre-communist heritage and perceptions of cultural proximity. As
a modern-day host destination for TFDI, questions may be raised over the
desire for Turkish tourism companies to pursue outward investment in Kyr-
gyzstan. Jenish (2017: 22), for example, remarks that, “Kyrgyzstan pales in
comparison with Turkey, a major rival in attracting Russian and Kazakh
tourists in the ‘Sun, Sand and Sea’ vacation market”.

It is perhaps notable that one of the first bilateral investment treaties
established post-Soviet independence was between Turkey and the Kyr-
gyz Republic (dated 28 April, 1992 — ICSID, 2020). This treaty was signed
at the same time as BITs between Kyrgyzstan’s Central Asian neighbours:
Turkey-Kazakstan; Turkey-Tajikistan; Turkey-Uzbekistan. Wheeler (2013: 1)
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has acknowledged that “the Central Asian states maintain a special place
in Turkish foreign policy given ethno-linguistic Turkic ties.” By 2018, Invest
China (2018) was reporting Kyrgyzstan to have bilateral investment treaties
with the USA, Armenia, Azerbaijan, Belarus, China, Finland, France, Geor-
gia, Germany, India, Indonesia, Iran, Kazakhstan, the Republic of Korea,
Lithuania, Malaysia, Moldova, Mongolia, Pakistan, Sweden, Switzerland,
Tajikistan, Turkey, the UK, Ukraine, and Uzbekistan. The country’s open-
ness to FDI is noted although its investment climate is described as char-
acterised by “considerable risk” (Invest China, 2018). Notably, the country
ratified its membership of the International Center for the Settlement of In-
vestment Disputes (ICSID) in 1997 and joined the New York Convention on
the Recognition and Enforcement of Foreign Arbitral Awards in 1997.

Kyrgyzstan has relied heavily on technical assistance and civil
society-building support from NGOs since the early 1990s. By the early
2000s, the country had become noted for having the highest NGO den-
sity in Central Asia (Garbutt and Heap, 2002). In 2020, Kakeev (cited in
Imanaliyeva, 2020: 1) stated that “According to the government, there are
26,000 NGOs in Kyrgyzstan.” Satke (2017) has noted that their presence is
not without contention arguing that Kyrgyzstan’s dependence on foreign
aid brings risks to the country’s social-economic development.

Research Approach

Following on from the review of literature and research context, two re-
search questions were identified, relating to gaining a deeper understanding
of TFDI in Kyrgyzstan:

»  Are there key influences that have affected the path of a TFDI over time
in Kyrgyzstan, Central Asia?

*  How might exploring an evolutionary approach to analyse the path of a
TFDI over time inform a wider understanding of tourism development?

Taking a qualitative approach will enable a more critical insight to be gained
into TFDI in the context of Central Asia, a region that has an interesting
and eclectic development past. The approach will allow for the temporal
dimension to be acknowledged, pertinent to the situation of Kyrgyzstan as
a designated “economy in transition” (Briick and Esenaliev, 2018).

The focus is on the evolutionary path of one TFDI case where a lasting in-
terest “by a resident enterprise in one economy (direct investor) in an enter-
prise (direct investment enterprise) that is resident in an economy other than
that of the direct investor” (OECD, undated: 7) is recognised to be most ap-
parent in Kyrgyzstan. The Pinara-Bishkek Hotel was one of the first foreign
hotels to be established as a joint venture in the republic following the dis-
solution of the USSR in 1991. The researcher is familiar with the destination
area from her visits to Kyrgyzstan in the mid- to late-1990s. This first-hand
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experience was deemed to hold value given the challenges of being able to
locate a broad spectrum of case information from authenticated secondary
sources in the context under investigation and UK academic ethics com-
mittee restrictions affecting the employment of mixed methods during the
unprecedented events of 2020.

The research took place during the COVID-19 global pandemic. This re-
stricted the researcher’s ability to engage first-hand with research partic-
ipants based outside of the UK in a secure environment. A decision was
made to focus on secondary data analysis. Desk research was undertaken to
identify and systematically collate secondary qualitative data from publicly
available online sources, including academic articles/theses, news media,
and IDO/NGO reports. University ethics approval was granted.

Bennett and Elman’s (2010) focus on process-tracing rooted in a realist
epistemology was identified to be of interest and relevance. Furthermore,
their earlier ideas (Bennett and Elman, 2006: 250) were recognised to offer
value to the research approach:

Within-case process tracing has also been identified as advantageous
in addressing the complexity of path-dependent explanations and criti-
cal junctures — as for example with the development of political regime
types —and their constituent elements of causal possibility, contingency,
closure, and constraint.

The data collected existed in the format of text. Adopting an evolutionary
lens, key eventsin the TFDI case example alongside the institutional context
were identified over a 25-year period (1992-2017), through documentary
analysis. Process tracing is used as a single case research method to make
within-case inferences about the presence/absence of causal mechanisms
as part of a theory-building approach, linked to the research questions
presented in this chapter. These causal mechanisms are conceptualised to
act as a system of interlocking parts that transmits causal forces between
X and Y (Beach, 2016). In this study, the system of interest is referred to
as “institutional context”. Conceived as a system, it is made up of parts.
These parts are viewed as “entities” that engage in “activities” and it is the
activities or actions that may be recognised to be influential as “producers
of change”, transmitting “causal forces” or “causal possibilities”.

Thus, causality is viewed as a dynamic, interactive influence of causes
upon outcomes and a mechanism concerns agency by which an effect may
be produced (Hernes, 1998).

“Institutional context” is defined in this study as “a set of institutional
characteristics such as rules, regulations, policies, cultural factors and so
on” (Ates, 2021: 41). The case under consideration is the Pinara-Bishkek Ho-
tel as an example of TFDI. “Key events” are defined as notable or remarka-
ble actions in the case example.

Figure 5.1 provides a visual summary of the findings to assist the discus-
sion of “the evolutionary path of the Pinara-Bishkek Hotel TFDI”.
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Figure 5.1 Processtracing the Pinara-Bishkek Hotel TFDI, Kyrgyzstan (1992-2017).
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The Evolutionary Path of the Pinara-Bishkek Hotel TFDI

Each of the key events highlighted in Figure 5.1 is now examined and dis-
cussed, in turn, with consideration paid to the ‘surrounding’ institutional
context and reference to literature presented earlier in this chapter.

Registration of the Hotel as a Turkish Joint Venture, 1992

The investment was established in Bishkek in 1992 through a joint venture
between two Turkish entities, Sistem Miihendislik Insaat Sanayi ve Ticaret
A.S. (SISTEM) and Ak-Keme (Jus Mundi, 2007). This followed on from
the signing of a BIT between Turkey and Kyrgyzstan in 1992. The Turk-
ish Government and the Kyrgyzstan Government as entities may be seen
to have acted as ‘producers of change’ to produce a causal force that en-
abled the investment to be established. In terms of the wider institutional
context changes in the regulatory context (instability and fragility within
Kyrgyzstan — Mateeva, 2010), the policy context (market economy aspira-
tions and a desire to forge international economic ties — Mazhikeyev and
Edwards, 2020) and a legacy of Turkic-Kyrgyz cultural points of reference
(Silk Road links during the Ottoman Empire and ethno-linguistic Turkic
ties — Wheeler, 2013) may be recognised.

If we consider the assessment of the investment climate by the two Turkish
companies, the potential for tourism development and the lack of facilities
at an international standard (determinants of destination and investment
attractiveness — Plog, 1974; Butler, 1980; Hu & Ritchie, 1993; Hu and Wall,
2005; Crouch, 2011; Andrades and Dimanche, 2017; Nazmfar et al., 2019;
Kantarci, 2007) may also have influenced the perceived competitive en-
vironment and decision by the two Turkish investors to collaborate in an
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overseas hotel project. However, it is possible to view the establishment of
the joint venture and the path taken at this stage — registration of the venture
focused on the development of a hotel in Kyrgyzstan — as being enabled by
institutional context as well as the actions of entities.

Construction of the Hotel, 1993

The construction of the hotel was assisted by the provision of a US
$75 million loan from Turkish Eximbank to the National Bank of Kyr-
gyzstan. This enabled a credit line of US $6 million to be provided from
the National Bank of Kyrgyzstan to SISTEM and Ak-Keme for the ho-
tel project and may be recognised to be an action intended to support
the stimulation of economic development in the Kyrgyz economy in line
with expense calculations in submitted feasibility studies provided by
the Turkish hotel investors to the Kyrgyz Ministry of Economics and Fi-
nances, State Committee on Foreign Economic Affairs, and the National
Bank of Kyrgyzstan.

Here, we can note that the initial financing of the hotel development was
fundamentally supported by a loan from public sector funds held by one
state-owned national bank to another (Turkey to Kyrgyzstan). Construction
of the hotel by the private investors was enabled through the two national
banks and the two consecutive actions of providing a loan and providing a
credit line. The influence of the state banks as entities and their actions on
the path of the TFDI — enabling progress towards the build of the hotel —
is apparent. The institutional context is perhaps less clear. The cultural
context and historical ties between Turkey and Kyrgyzstan during a “New
Great Game” of geostrategy and resource-competition may explain the ac-
tion (Vela, 2011).

At this stage, the path to hotel construction may be acknowledged to
be essentially caused by the availability of the finance (linked to the part-
nering of Turkey and Kyrgyzstan — Murzaeva, 2014) and the control given
to a Kyrgyz state agency (operating through a highly centralised regime —
Spector, 2008) to award the finance to the investor and directly manage the
credit-debt financing process.

Ownership Dispute, 1995-1998

The Pinara-Bishkek Hotel was opened in August 1995 (Structurae, undated).
It gained significance in the 1990s as the location for international political
meetings. In 1999, the Indian newspaper The Tribune reported that the hotel
had been the venue for a one-day political summit between Russian Pres-
ident Boris Yeltsin and Chinese leader Jiang Zemin focused on increasing
stability along China’s border with Russia and three Central Asian nations
(The Tribune, 1999). However, the stability of the investment was threatened
by conflict between the two Turkish investors.



TFDI in Kyrgyzstan 87

Jus Mundi (2007) reports how, in December 1995, according to SISTEM,
“Ak-Keme’s armed men invaded the Hotel” and Ak-Keme informed SIS-
TEM that it would no longer take responsibility for the safety of the lives of
SISTEM’s Turkish employees. A dispute between the two Turkish investors
was apparent. It centred on the relative contributions of the two investors and
culminated in the revoking of SISTEM’s investment licence by the Kyrgyz
government whilst Ak-Keme began to negotiate with alternative investors.

The original “Ak-Keme Pinara Joint Kyrgyz-Turkish Enterprise” was
liquidated in 1998. SISTEM argued that the bankruptcy arose from Ak-
Keme’s failure to pay its debts, including debts to the Government of the
Kyrgyz Republic, based on the loans from the Turkish Eximbank.

A new joint venture, “the Joint Kyrgyz Malaysian Venture” (JKMYV), was
created by Ak-Keme and a Malaysian investor (“Biznes Fokas Sdn. Bhd.”)
and ownership of the hotel was in dispute.

The actions of the Kyrgyz Government and the two Turkish investors,
SISTEM and Ak-Keme, as entities may be seen to be a causal force in the
outcome of the dispute — continued conflict — at this stage. Competing inter-
pretations of the legal situation of the investment are apparent. The extent
to which these reflect different levels of experience of foreign investment
relations and the relative inexperience of Kyrgyzstan in working within the
rules of an international treaty might be questioned. Mateeva (2010) has
identified Kyrgyzstan in crisis, suffering from protracted periods of insta-
bility and a fragile state. From the perspective of the investors, the appeal of
investing in countries that are “more corrupt and politically unstable com-
pared to home” (Lucke and Eisler, 2016: 935) as a means of acquiring power
and influence (Dwyer, 2014) may hold relevance.

Single Investor Operation of the Hotel, 2002-2005

SISTEM continued to operate the Pinara-Bishkek Hotel under a new regis-
tered enterprise, “Pinara Bishkek Ltd”. SISTEM rejected the interpretation
of the Kyrgyz Government, arguing that, despite revocation of its invest-
ment licence, many official documents recognised it as an investor. The in-
vestor occupied and operated the hotel from 1999 until 2005

This operation was not without difficulties. There were allegations from
the Kyrgyz authorities that the construction of the hotel was defective and
that it lacked the necessary licence. However, eventually in 2002 the Kyrgyz
State Approval Committee officially approved the hotel for operation and
the assets and debts of the original joint venture were formally transferred
to SISTEM.

This action was however over-turned driven by a change in political
climate in Kyrgyzstan (instability that culminated in the 2005 Tulip Rev-
olution), shifting the attitude towards foreign investors. The Legislative
Assembly of the Republic of Kyrgyzstan determined that hotel owner-
ship should be transferred to a new company formed by Ak-Keme and a
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Malaysian investor, JKMV. SISTEM continued to ignore these decisions
and in 2005, following an armed takeover of the hotel by men claiming to
be the Public Prosecutor and the General and police acting on behalf of Ak-
Keme, the Kyrgyz Acting President and Prime Minister became involved,
requesting that the hotel be returned to SISTEM. However, the hotel was
not returned.

SISTEM appealed to the Government of the Kyrgyz Republic outlining
the dispute and recalling the terms of the Main Agreement and the dis-
pute settlement provisions of the BIT and requesting that employees of the
JKMYV be removed from the hotel. But the response was that the dispute lay
between SISTEM and non-governmental people. SISTEM referred the case
to ICSID for dispute arbitration.

These events draw attention to the role that conflict and contestation
(Mahoney and Thelan, 2009; Conran and Thelen, 2016) play in macro-level
TFDI agreements at a national level. Once again, the actions of the Kyrgyz
Government and the two Turkish investors, SISTEM and Ak-Keme, as en-
tities may be seen to be a causal force in the outcome of the dispute at this
stage. Berdikulova and Soave (2020) note that the armed takeover of the
hotel was possible because law enforcement in Kyrgyzstan was weakened
during the 2005 revolution.

The agency and enacted power of one of the Turkish investors, SISTEM,
in relation to continuing to pursue the development path of the hotel may
be highlighted. Here, the work of Lucke and Eisler (2016) in relation to the
agency of foreign investors may be seen to hold relevance alongside Dwyer’s
(2014) analysis of power and influence between TFDI “players”.

Official Recognition of Hotel Ownership, 2007-2009

The referral of the ownership dispute by SISTEM to the ICSID was
prompted by the Kyrgyz Government’s view that it was not part of the dis-
pute “between non-governmental people”.

The arbitration tribunal decision was, however, categorical that the dis-
pute arose directly out of SISTEM’s investment and identified the Kyrgyz
Republic, represented by its Government, a party to the dispute in its failure
inits duty to protect SISTEM’s investment under the Turkey-Kyrgyzstan BIT
and determined that the Kyrgyz Government’s actions were “tantamount
to expropriation” (Invest China, 2018: 1). ICSID concluded that SISTEM’s
ownership of the hotel should be officially recognised and SISTEM should
be provided with financial compensation from the Kyrgyz Government.

The actions of ICSID as an entity concluded the ownership dispute relat-
ing to the TFDI in favour of SISTEM. The failure of the Kyrgyz Government
to act in accordance with the BIT supports Spector’s (2013) observations of
conflicts over securing property in Kyrgyzstan and other post-Soviet con-
texts, reflecting authoritarian regimes. Reports that the Kyrgyz Govern-
ment has failed to provide compensation to SISTEM (Invest China, 2018;
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U.S. Department of State, 2020) draw attention to resistance to interna-
tional laws and the bypassing of legislation (Spector, 2013).

Indeed, despite the decision of the ICSID, by 2014 reports were circu-
lating that the Kyrgyz courts had endorsed Ak-Keme’s ownership of the
hotel, ignoring SISTEM’s ownership as determined by ICSID. It is difficult
to trace this process but, looking at Trip Advisor reviews, by 2010 it is evi-
dent that the hotel had been re-named Ak Keme Hotel, Bishkek. SISTEM’s
involvement in the investment had terminated but the existence of the hotel
as a TFDI had not ended.

Transfer to State Ownership, 2017

In 2017, it was reported that, following a contended independent appraisal
of the value of the hotel, ownership of the property had been transferred to
the state (Levina, 2017). Mainstream media news reports acknowledge that
the “seizure” of the hotel from the President of the hotel Mr. R. Sarymsakov,
noted as the original representative of Ak-Keme, had created animosity be-
tween the investor and the Kyrgyz Government. The investor claimed that
alternative suggestions about the future of the hotel were presented to the
Kyrgyz Prime Minister. However, Kostenko (2017: 1) has reported that “po-
lice officers cordoned off the hotel complex on June 22 early in the morning.
All the employees of the hotel were taken out of the building.”

The Ak-Keme Hotel remains listed at the original address of the
Pinara-Bishkek Hotel and is advertised as open for bookings in 2021, indi-
cating that it is still in operation as a 4-star, 170-room hotel.

The Kyrgyz Government as an entity may be recognised to have enacted
a change in ownership of the hotel. The action may be seen to reflect author-
itarian rule and is reminiscent of the former Soviet political regime of the
country pre-independence.

Reflections on the Evolutionary Path of the Pinara-Bishkek
Hotel TFDI

It may be identified that there are key influences that have affected the path
of a TFDI over time in Kyrgyzstan, Central Asia. In particular, the rela-
tionship between the two Turkish investors who collaborated in the joint
venture appears to be directly influential on the sequencing of change and
the disruption of the development of the hotel as initially planned.

Additionally, the actions of the Kyrgyz Government must be recognised
to have impacted upon the selection of one development path over another.
Its responses to the dispute between the two investors highlight the entity as
a key producer of change. The agency of the investors involved in the TFDI
is apparent and it is evident that there has been resistance to the causal
forces transmitted by the Kyrgyz Government. SISTEM’s refusal to cease
operating the hotel is a clear example of this.
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The continuation of the hotel as a TFDI despite a protracted period of
conflict is interesting. Although the hotel continues to operate, “closure”
as a critical juncture may be recognised to have occurred when state own-
ership of the hotel ended its status as a TFDI. It is perhaps remarkable that
“closure” does not appear to have been a decision taken by the investors or
an outcome prior to 2017.

The issue of sovereignty as a risk attached to the signing of invest-
ment treaties (Knottnerus and Satke, 2017) appears to be relevant to the
Pinara-Bishkek Hotel TFDI example. Reversion to nationalisation may be
observed to be a typical control strategy employed by the Kyrgyz state when
foreign investor relations break down.

Conclusions

The chapter set out to explore TFDI in the context of a transitional, post-
Soviet economy through an evolutionary lens. It has demonstrated the
scope to gain insights into both host government investment economy and
foreign investor behaviours and actions over a sustained time period. This
is important in terms of being able to
“question the nature of that evolution with, for example, growth-oriented
models often challenged as unsustainable in tourism”.
(Brouder and Eriksson, 2016: 384)

It is important to reflect on how the application of an evolutionary approach
to explore the path of a TFDI over time might inform wider understanding
of tourism development.

From a host country perspective, Khoshnevis et al.’s (2017) acknowledge-
ment of the presence of hope and fear surrounding TFDI and its offerings is
worthy of consideration. The relevance of contingency and risk associated
with TFDI in Kyrgyzstan may be recognised through the case example of the
Pinara-Bishkek Hotel, Kyrgyzstan. Issues of governance, political stability,
and institutional capacities (Price, 2018) are highlighted as being highly influ-
ential for the development trajectory of a TFDI alongside collaboration and
negotiation processes. This observation might inform wider understanding
of tourism development by reinforcing Slocum and Backman’s (2011) identi-
fication of the importance of “good” governance in achieving sustainability
objectives alongside relationship skills. This is particularly pertinent in the
context of less developed and transitional economies where increasing trade
with the rest of the world is seen to be a pre-requisite of achieving sustain-
ability goals (Allayarov et al., 2018) yet the historical legacy of centralised,
authoritarian regimes has restricted relationship-building capacity. In the
case of Kyrgyzstan, the speed at which foreign investment has occurred
post-independence has restricted the ability of the state to develop “neces-
sary policy space to harness investment to serve sustainable development”
(Knottnerus and Satke, 2017). This indicates that the introduction of FDI
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and TFDI in transitional economies does not solely depend on opportuni-
ties but requires capability analysis, foresight, and planning.

The value of exploring an evolutionary approach to investigating TFDI
has been highlighted. It has assisted identification of issues pertinent to
the lasting interest (OECD, undated) of a TFDI in Kyrgyzstan and it has
provided a fuller understanding of tourism processes underpinning devel-
opment (Mellon and Bramwell, 2018). The approach has facilitated consid-
eration of both structure and agency in tourism investment.

However, the difficulty in tracing the process beyond the internationally-
reported arbitration tribunal decision in 2009 highlights the limitations of
relying solely on secondary data analysis and indicates the potential for fur-
ther research to gain a deeper understanding of how and why “specific paths
unfold in particular ways over time and space” (Pike et al., 2016: 131).
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Introduction

Traditionally, the tourism industry has received a lower priority of policy-
makers than the manufacturing or agriculture sector since it has not been
recognized as an appropriate and significant source of growth (UNCTAD
2007). Progressively, nonetheless, the tourism sector is being valued for its
contribution to economic growth, employment, poverty reduction, earning
exports revenues, consumer demand, capital formation, tax income, pro-
motion of economic diversification, and a more services-oriented economy,
helping to stimulate urban areas and cultural activities in decline (Endo
2006; UNCTAD 2007). But given that the tourism industry needs capital
(some tourism activities are relatively capital-intensive), knowledge, infra-
structure, and access to global marketing and distribution chains, FDI is
often considered the most effective way to access these critical success fac-
tors (UNCTAD 2007:6).

Notwithstanding the importance of FDI in the tourism industry, the
dynamics of FDI and their impacts on tourism have been relatively little
studied (Endo 2006; UNCTAD 2007). Endo (2006) and Song, Dwyer, Li,
and Cao (2012) refer to the lack of comprehensive FDI data in the hospi-
tality industry as the main inhibiting factor. Few studies have investigated
the country-specific location determinants of FDI activity in the hospital-
ity industry (e.g., Dunning and Kundu 1995; Kundu and Contractor 1999;
Johnson and Vanetti 2005; UNCTAD 2007; Assaf, Josiassen and Agbola
2015; Kristjansdottir 2015; Falk 2016; Niksi¢ Radi¢ 2018). The studies can
be divided into two distinct lines of investigation. The most recent stud-
ies investigate the country-specific location determinants of hospitality
FDI industry using regression analysis (e.g., Assaf et al. 2015; Kristjans-
dottir 2015; Falk 2016; Niksi¢ Radi¢ 2018), while previous studies using
mostly questionnaire surveys to know the opinion of hotel investors or
hotel managers/owners about the main location factors (e.g., Dunning
and Kundu 1995; Kundu and Contractor 1999; Johnson and Vanetti 2005;
UNCTAD 2007).
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As mentioned above, the compilation of standardized FDI statistics in
tourism is practically impossible. France is perhaps the only country that
provides publicly available bilateral stock FDI data in tourism segmented
by industry and investor country. According to the French Ministry of
Foreign Affairs and International Development, France is the world’s top
tourist destination, with 83 million foreign tourists and accounting for
7% of French GDP,! and is among the top 10 most attractive countries for
FDI.? Nevertheless, the FDI in hotels and restaurants (that will be used
by us as a proxy of FDI in tourism) represented only 2.5% of total FDI
in France in 2014. The importance of the tourism industry in the country
and the availability of FDI data in the tourism sector are the reasons why
France has been selected by us.

A generalized panel gravity model is estimated to update the determi-
nants of bilateral inward FDI stock in the French hospitality industry. Re-
sults show that bilateral inward FDI stocks between France and investor
countries are positively affected by their income and are inversely propor-
tional to the distance between them. It is also found that differences be-
tween France and the investing countries in terms of taxes, labour costs, the
abundance of skilled labour, the supply of public goods, and total FDI stock
also play a significant role in understanding the foreign location decisions.
Finally, the results show that France is particularly successful in attracting
FDI in the hospitality industry from French-speaking countries with a com-
mon border and cultural proximity with France.

The present research and our previous empirical study (Cr6 and Mar-
tins 2020) differ from previous studies in two ways. First, as Falk (2016) we
use a gravity model to study the determinants of FDI activity in the hos-
pitality industry. As mentioned by Morley, Rosselld, and Santana-Gal-
lego (2014) the gravity models have the advantage of taking into account
the source country characteristics and the geographical distance. But our
study differs from Falk (2016) to the extent that we use French bilateral in-
ward FDI stock in the hospitality industry disaggregated by 19 countries
and Falk (2016) uses a database of 2,420 FDI projects in 104 host coun-
tries. On the other hand, we include in our analysis three different meas-
ures of tax rates, agglomeration economies, and supply of public goods
variables which were not considered in the Falk (2016) model. Second, by
focusing on France, we can provide new insights into the determinants of
FDI stocks in the hospitality industry, given the special characteristics
of the country—the world’s top tourist destination and one of the most
attractive countries for FDI.

The structure of the remaining chapter is as follows. Section “Literature
Review” provides some conceptual background and a review of previous
studies while section “Methodology for Estimating FDI in Tourism” pro-
vides the empirical model. Data are presented in section “Data”, and section
“Empirical Results” reports and discusses the results. Section “Conclusion”
concludes the paper.
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Literature Review

Eclectic Paradigm and Modes of Entry into Foreign Markets

The question of why a given country has been successful in attracting FDI
can be answered regarding the Eclectic Paradigm or OLI Paradigm Theory
(Dunning 1977, 1981; Dunning and McQueen 1981; Markusen 1995). The
Eclectic Paradigm merges various theories (e.g. Trade Theory, Theory of
Industrial Organization, and Theory of the Firm) and asserts that the firm’s
FDI activities will be determined by its advantages related to ownership,
internationalization and location. Each of these theories are now explained
in detail. Ownership advantages—among other factors, the size of the firm
and its capacity to obtain economies of scale, strategic brand development
and international experience, and level of technological development of the
firm. Location-specific advantages—among other factors, the growth, size,
and level of development of the overall tourism market in the host coun-
try, the number and type of attractions, general infrastructure for tourism,
the policy of government towards FDI, the stability of the country, and the
physical and cultural distance between the host and home countries. Inter-
nalization advantages is the most abstract of the three—among other fac-
tors, economies of interdependent activities, that given the diversity in the
tourism and the difficulties in organizing intermediary product markets, it
is a factor for hotel firms to internalize their operations (for more details see
Dunning 1977, 1981; Dunning and McQueen 1981; Markusen 1995; Johnson
and Vanetti 2005).
According to IMF and OECD definitions, direct investment

reflects the aim of obtaining a lasting interest by a resident entity of
one economy (direct investor) in an enterprise that is resident in an-
other economy (the direct investment enterprise). The “lasting interest”
implies the existence of a long-term relationship between the direct in-
vestor and the direct investment enterprise and a significant degree of
influence on the management of the latter.

“A direct investment relationship is established when the direct investor has
acquired 10% or more of the ordinary shares or voting power of a company
abroad” (Duce 2003: 2-3). Therefore, FDI investment in a foreign country
can take the form of mergers and acquisitions (sole-venture or joint-venture)
or greenfield investment (Endo 2006; Falk 2016). However, the major type
of foreign entry in the tourism industry is non-equity participation—leasing
agreement, management contract, and franchise agreement or some form
of the marketing agreement, instead of equity modes such as FDI (see for
example Dunning and McQueen 1982; Contractor and Kundu 1998; Altinay
2005; Endo 2006). According to the literature, the entry modes into foreign
markets vary across host country characteristics. In high-income countries,
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franchising is the preferred way of entry into foreign markets (Dunning and
McQueen 1981). On the other hand, Contractor and Kundu (1998) argue
that equity investment contracts are quite common in developing countries,
whereas non-equity models such as management and franchising contracts
are preferred in high-income countries. Finally, in risky markets or coun-
tries, the preferred way of entry are non-equity modes such as management
and franchising contracts to the extent that ways of entry are commonly
regarded as less risky models of the entry (Chen and Dimou 2005).

Determinant Factors of Hotel FDI Attraction Process

Dunning and McQueen (1981) based on the Eclectic Paradigm were the first
to make a deep attempt to explain the forms of Transnational Corporations’
(TNCs) involvement in the international lodging industry. The authors re-
port three reasons for internationalization in the lodging industry related
to the Eclectic Paradigm: Ownership, Location, and Internalization (OLI)
Advantages. The purpose of the subsequent studies was to identify the de-
terminant factors of FDI attraction in the tourism industry. But as noted by
Song et al. (2012: 1669) the lack of comprehensive data has bewildered re-
searchers. Consequently, the studies about FDI in the tourism sector remain
quite low compared to FDI in other sectors. Endo (2006: 600) argues that a
wide range of activities that tourism covers (e.g., transportation, restaurants
and hotels, tour operators, tour guides, travel agents, marketing and sup-
ply of souvenirs, and financial services for tourists) make the compilation
of standardized FDI statistics in tourism at an international level almost
impossible. As mentioned by Endo (2006) surprisingly, the relevant data are
scarce even among developed countries. Despite these limitations, Table 6.1
presents a summary of the main studies carried out within the hotel sector
about determinant factors of the hotel FDI attraction process. Our study is
particularly interested in country-specific location factors.

As can be seen from Table 6.1, the literature has identified several loca-
tional factors for FDI in the hotel industry. However, except Falk (2016),
none of the mentioned studies have used bilateral FDI flow data to inves-
tigate the determinants of FDI flows in the hotel sector. Falk (2016), based
on the fDi Markets database which contains a register of cross-border in-
vestment projects from around the world (2003 onwards), analysed the bi-
lateral FDI flow of 2,417 FDI projects in the hotel industry related to the
construction of new and expansion of existing hotels by an international
investor. Given the limitations in obtaining data, we use a panel gravity
model to study the bilateral inward FDI in tourism—using stock data on
FDI in hotels and restaurants as a proxy—for France. France is perhaps
the only country that provides FDI stock data publicly available segmented
by industry (with data for the hotel and restaurant industry) and investor
country, and for that reason has been selected. The FDI gravity model is
explained in detail in the next section.
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Table 6.1 Summary of location factors of hotel FDI attraction process

Author(s)

Location factors for FDI

Additional information

Dunning and
Kundu
(19995)

Kundu and
Contractor
(1999)

Johnson and
Vanetti
(2005)

Endo (2006)

UNCTAD
(2007)

Snyman and
Saayman
(2009)

Steiner (2010) Business regulations and host-market
growth with a highest influence in
tourism FDI than violent political

Market size

Growth rate

Tourism opportunities
Availability of infrastructure
Political and economic stability

Market size proxied by GDP and tourism
revenues has the main location factors

Other explanatory variables:
Population

Ratio of exports to GDP
Country FDI rating

Total inward FDI into nation
Home-country proximity
Market size and growth

Infrastructure and tourist attractions

Perception of region reputation
Government incentives

Historical, cultural, and geographical

distance
Level of economic development

Cost-based factors (taxation and labour

costs)
Political and/or economic risks

Industry privatisation and FDI regulation

Investment incentives
Socioeconomic environment
Infrastructures quality

Tourism demand from developed countries

Economic growth
Market size

FDI incentives

FDI related regulation

Geographical and cultural proximity
Health and safety (crime, HIV/AIDS,

malaria)
Political stability
Cost factors and skills
Infrastructure (roads, airports)

Market size (international tourism

demand, GDP)

Tourism-specific amenities and assets
(e.g., beaches, cultural sites, and natural

environment)

unrest

Application of Eclectic
Paradigm on the
international Hotel
industry

Field study

Data on FDI flow in the
hotel sector for 67 host
countries

Examines location choices
for equity investment

Questionnaire survey for
global hotel chains

Questionnaire survey for
leading chains, framed
around an eclectic
paradigm

Study for hotel operators in
five countries in eastern
central Europe

The author analyses the
impact of FDI on host
countries using inward
FDI data

Determinants of FDI in
tourism are virtually the
same as the other sectors

Questionnaire survey to
identify the host-country
determinants of FDI in the
hotel industry

Questionnaire Survey send
to estate agents in South
Africa that specialise in
dealing with foreign direct
investors

List of 42 host-country
characteristics that may
affect FDI in tourism
industry

Time-series data for Egypt

(Continued)
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Author(s)

Location factors for FDI

Additional information

Guillet et al.
(2011)

Zhang et al.
(2012)

Assafet al.
(2015)

Kristjansdottir
(2015)

Falk (2016)

Li et al. (2017)

Nikgi¢ Radié
(2018)

Government policies

Presence of local entrepreneurs
Mega events

Market potential

Market size and demand measured
by total inbound tourists and
average inbound tourist spending

Actual FDI

Business environment measured by
GDP per capita

Policy and mega-events

Most important factors:

Welcomeness

Infrastructure

Socioeconomic factors (crime rate
and corruption)

Other factors:

Opportunities for tourism

Quality of human resources

Political stability

Restrictions and regulations

Cultural and development
proximity

Price advantage

Economic and market size

Taxes

Skilled labour

Cultural distance

Market size
Common language
Business regulations
Tax rates

Minimum wages

Investment environment

Outbound tourism scale to host
country

Tourism economy scale

Trade level

Innovation capability

Terrorism

GDP growth

International tourist arrivals
Political stability
Corruption

Business start ease index

Data from secondary sources using
keyword research

Outlook on the future of the
investments proposed by
multinational hotel corporations
in China

Time-series data for Chinese
provinces

The authors analyse the factors that
determine the location strategies
of multinational hotel groups into
Chinese provinces

Random effects panel data model
for more than 120 host countries
for the period 2007-2011

The authors identify 23 factors that
matter most for international
hotels when selecting host
destinations

The authors make a ranking of
these factors

OLS estimations for the
determinants of FDI inflows in
the hospitality industry into the
OECD countries with special
emphasis on Nordic countries

The author study the determinants
of hospitality FDI industry using
a Gravity Model

Database of 2,420 FDI projects
carried out by 50 parent countries
in 104 host countries from 2005
to 2011

The authors investigate the factors
that influence China’s outward
foreign direct investment in
tourism

They employ a panel dataset
involving 21 host countries for 10
years (2004-2013)

The author studies the determinants
of FDI in Tourism Industry for a
list of 50 countries in the period
2000-2016

The study uses system-GMM
estimator for dynamic panel data
models
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Methodology for Estimating FDI in Tourism

The Gravity Model

The gravity model applies Newton’s universal law of gravitation to study the
trade or economic flows between countries and assumes that bilateral flows
between any two countries are positively affected by their income (mass) and
inversely proportional to the distance between them. Developed during the
1960s, with the pioneering studies of Tinberg (1962) and Linneman (1966),
the gravity models were criticized due to this lack of theoretical background
for the gravity equations (in this respect see Fratianni, Marchionne, and Oh
2011; Morley, Rosselld, and Santana-Gallego 2014). For this reason, “the
gravity models were neglected in the tourism literature during the eighties
and the nineties. An illustration of this abandonment can be found in the fact
that surveys on tourism demand do not explicitly cite gravity models” (Mor-
ley et al. 2014: 2). However, recent studies explore the validity of the gravity
model to explain tourism flows, and the empirical evidence supports the ap-
plicability and robustness of traditional gravity factors to the flow of trade
and FDI flows and stocks in general (Keum 2010; Blonigen and Piger 2014).

The basic gravity model can be expressed in the following logarithmic
form:

In [7[./ =ﬁ+ OclnGDP/ +AIHGDP‘/ +511’101:5’f// +E&17 (61)

where Fjyis the international flow between the country 7/ and J; GDP denotes
the gross domestic product of each country; Dist refers to the distance be-
tween the country 7 and J; £7; is a normal error term; and g, @, 4, and & are
parameters to be estimated. The GDP captures the market dimension and
given that large countries have a greater potential than small countries for
investing abroad, a positive effect is expected for this variable. In turn, Dist
(which is a proxy for transaction, transportation, or, more generally, infor-
mation costs) is an important determinant of FDI flows. It is expected that
FDI activity decreases with the geographical distance between pairs of coun-
tries. However, geographic distance also stands for information and transac-
tion costs and cultural distance. Among other authors, Rodriguez (2002) and
Ivanov and Ivanova (2016), demonstrate that hotel chain managers have a
higher propensity to invest in countries whose cultural profile is closer to the
cultural profile of its home country because they will be more familiar with
the cultural environment for doing business there than in other countries.

Finally, in line with several studies using gravity models, Kogut and Sin-
gh’s (1988) cultural distance index® and two dummies—common border and
common language—are included in the analysis. These variables are intro-
duced to catch cultural factors and information and transaction costs that
significantly contribute to FDI activity linkages between countries, for in-
stance through network externalities (e.g., Kristjansdottir 2015; Ivanov and
Ivanova 2016; Falk 2016).
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Extended Gravity Model

We also test the impact of taxation in tourism FDI activity by adding to our
baseline model three different tax rates: (i) statutory corporate income tax
(STAT); (1) bilateral effective average tax rates on corporate income (beatrs)
and (iii) bilateral effective marginal tax rate on corporate income (bemtrs). A
majority of the studies use the statutory corporate income tax as a measure of
the corporate tax burden on FDI (deMooij and Ederveen 2003).* From a con-
ceptual and empirical point of view beatrs or bemtrs should be used, because
effective tax rates reflect tax incentives correctly when compared to statutory
taxes and are better candidates to measure the impact of taxation on FDI activ-
ity (Devereux and Griffith 2002, 2003; Devereux, Griffith, and Klemm 2002).

Some other empirical studies have raised the question of incorporating
agglomeration economies jointly with taxes into the analysis of FDI flows
or stocks. Wheeler and Mody (1992) show that agglomeration economies
are an important determinant for US multinationals’ investment-location
decisions. They use three different measures of agglomeration economies—
degree of industrialization, infrastructure quality, and existing stock of
FDI—and find that agglomeration-related factors seem to clearly dominate
the decision where to invest. They also show that infrastructure quality
arises to be an especially important factor in developing countries. Bénas-
sy-Quéré, Fontagné, and Lahréche-Révil (2005) in their study about invest-
ment-location decisions between 11 OECD countries find that their measure
of agglomeration—market potential, together with taxes is an important
determinant of bilateral FDI flows. Finally, Hansson and Olofsdotter
(2013) study the impact of tax differentials and agglomeration economies
on FDI. The authors use four agglomerations variables—market potential,
host-country stock of FDI, country’s population density, and expenditure
on research and development (R&D)—and find that “the impact of taxes is
sensitive to the estimation method and the inclusion of agglomeration econ-
omies and there is some evidence of agglomeration mitigating the negative
effects of taxes on FDI flows” (Hansson and Olofsdotter 2013: 2654).

Moreover, Bénassy-Quéré et al. (2005) and Falk (2016), among other au-
thors, show that low labour costs in the host country have traditionally been
an important factor in the decision to invest in other countries. Falk (2016)
argues that labour cost differentials between a pair of countries play an im-
portant role in hotel FDI, particularly for cost-saving vertical FDI. On the
other hand, Kristjansdottir (2015) in her research of FDI in the hospitality
industry in Iceland and Norway, in comparison to the Nordics and a range
of other OECD countries, includes a measure for skilled labour abundance
in the country. The empirical results show that skilled labour is a key factor
to attract FDI into the hospitality sector.

Finally, as stated by Bénassy-Quéré et al. (2005) and Hansson and Olofs-
dotter (2013), countries have the possibility of compensating for high tax-
ation by the provision of public goods. We use the government investment
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expenditure (in % of GDP) to measure the impact of public investment in
FDI. We expect a positive effect on FDI, as this proxy is likely to be closer
to the building of public goods (Bénassy-Quéré et al. 2005).

We follow previous studies on FDI, and we employ a gravity frame-
work (see, e.g., Bénassy-Quéré et al. 2005; Hansson and Olofsdotter 2013)
where inward FDI stock for the French hotel and restaurant industry is de-
termined by standard gravity variables as well as taxes, labour costs, and
skills, agglomeration economies, country-pair-specific effects, and a time
dummy (Egger and Pfaffermayr 2003). The model applied is a generalized
panel gravity model, with the following log-linear specification as our base-
line estimation:

In 7D7 stocky, = By InGDE, + B, InGDP; + B3 In Disty,
+PaXyy + BsZy+ BV i +vi oy +Ey 6.2)

where InFDIstock;;, is the log of the stock of hotel and restaurant FDI from
home country i to host country j in year 7; InGDP;; and InGDPj; are the
log of the investing and host country’s GDP, respectively; InDist;; is the
log of the distance between country i and j; Xj; are location factors which
vary between country-pairs and over time (taxes, skilled labour, labour
costs, market potential variables); Z;; are location factors which vary over
country-pairs only (common border and language dummies and Kogut and
Singh’s (1988) cultural distance index); Wj; are location factors which vary
over time and host countries (government expenditure); ¥t are time dummies;

o are country-pair-specific effects; and g, is the remainder error term.

Data

To study the key determinants of French inward FDI in the hospitality
industry, we collect data on bilateral FDI stock between France other 19
countries® between 2000 and 2019. French inward FDI stock activity (in
millions of EUR) data from the Central Bank of France are used, and the
OECD industry classification of “Hotels and Restaurants” is applied as
a proxy of FDI in tourism (an identical proxy was used by Endo 2000).
We use inflow FDI stock data instead of flow data because the first one
reflects better the long-term investment incentives of the firms (see, e.g.,
Endo 2006, in this regard). The total of French FDI stock in the Hotels
and Restaurants industry in 2019 was 2,527 million EUR. European coun-
tries accounted for 61% of the total value followed by the US with 22%. In
Europe, the UK, Netherlands, and Luxembourg, with 25%, 17%, and 11%
of total FDI stock in the Hotels and Restaurants industry in 2019 are the
main investor countries.

The GDP data in purchasing parity standards were obtained from the
World Bank. Data on distance and dummies for countries with common
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language and border are drawn from Mayer and Zignago (2006). Distance
is measured in kilometres between the principal cities of countries weighted
by population size. In addition to geographical distance, the importance
of cultural distance is taken into account. Cultural distance is calculated
according to Kogut and Singh’s (1988) formula that is based on Hofstede’s
five cultural dimensions: Power distance, masculinity, individualism, uncer-
tainty tolerance, and long-term orientation.

Data for corporate tax differentials are calculated as simple differences
between the tax rates in the host country (France) and the investing country.
Three tax variables are used in the study: (i) Statutory tax rates, (ii) aver-
age effective tax rates, and (iii) marginal effective tax rates. All of them are
taken from the Oxford University Centre for Business Taxation. We also
test the effects of agglomeration variables on FDI decisions. We consider
two proxies of agglomeration economies in our study. The first measure is
the differential between host-country market potential and the investor. The
variable is defined as the ratio of the GDP of the host country to its average
internal distance. The second measure is the differential between total FDI
stock in the host-country and investor country. As stated by Hansson and
Olofsdotter (2013), it is expected that countries with a larger stock of FDI
will have an advantage in attracting new investment. Data for total FDI
stock are sourced from the World Bank.

Moreover, two measures are included relating to labour costs and skills.
Labour costs data are taken from the OECD. Relative unit labour costs are
computed as the difference in the (natural logarithm of) unit labour costs
in the host country against the investor country. The data on abundance of
skilled labour variable are obtained from the World Bank.

Finally, to explore the possible compensation of high taxation by the sup-
ply of public goods, we include in the analysis the difference in government
investment expenditures (% of GDP) in the host country relatively to inves-
tor country, collected from the OECD. All of these variables and further
data description are presented in Table 6.2.

Empirical Results

The empirical results are reported in Table 6.3. The results are based on 299
observations (data of 81 observations are missing) for the period 2000-2019.
Six specifications are presented. The statutory tax rate on corporate income
simple differences between the tax rates in France and the investing country
as a proxy of tax rates is used along with the dummies common language
and common border and cultural distance index in the first specification.
In specifications (3) and (4) we use bilateral effective average tax rate simple
differences and in (5) and (6) the bilateral effective marginal tax rate simple
differences, as proxies of tax rates. We exclude the dummies common lan-
guage and common border, in the specifications (2), (4), and (6) given the
strong correlation of both variables with Kogut and Singh’s (1988) cultural
distance index.
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Table 6.2 Data description
Variable Definition Source Mean  SD
Inward FDI  French bilateral inward FDI stocks, in ~ Central Bank of 251.6 595.6
stock “Hotels and Restaurant” industry, France (Www.
million euro. banque-france.
fr/leconomie-
et-statistiques/
base-de-
donnees/
investissements-
directs.html ).
GDP Gross domestic product at market World Bank 599,456 488,233
prices, millions of PPS (Purchasing
Power Standards)
Distance Bilateral distance in kilometres between CEPII 2,596 3,037
the largest cities in country i and (www.cepii.fr).
country j, weighted by population
size.
Common Dummy that takes the value of one CEPII 0.202 0.403
Language when countries use the same language  (www.cepii.fr).
(in this case French).
Common Dummy that takes the value of one CEPII 0.399 0.491
Border when countries have a common (www.cepii.fr).
border.
Cultural Kogut and Singh’s (1988) cultural Hofstede Centre.  8.188 4.898
Distance distance index calculated from (http://geert-
secondary data, using the five hofstede.com/
Hofstede’ cultural dimensions. national-culture.
html). (Own
calculations)
Statutory Statutory tax rate on corporate income Oxford University 0.059 0.069
Tax Rates simple differences between the tax Centre for
rates in the host country and the Business
investing country. Taxation
Effective Net present value (NPV) of tax (www.sbs.ox.ac. 0.029 0.060
Average payments as share of NPV of total uk/faculty-
Tax Rate pre-tax income simple differences research/tax/
(beatrs) between the tax rates in the host publications/
country and the investing country. data ). (Own
See Devereux and Griffith (2003). calculations)
Effective The proportional difference between 0.006 0.058
Marginal the pre-tax and post-tax required
Tax Rate rates of returns simple differences
(bemtrs) between the tax rates in the host
country and the investing country.
See Devereux et al. (2002).
M?’i)l(tfa:ltial For country i: ZGDPk/ Distancey, , W%r]g)ﬁa(?) 1\(7\;n 1,296 1,467
fe#i calculations)

million euro. We use the difference
between host country and investor
country.

(Continued)
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Variable Definition Source Mean  SD
Total FDI Total stock of FDI, million euro. World Bank 682,366 955,657
Stock We use the difference in the (natural

logarithm of) total stock FDI in the
host against the investor.
Unit Labour Relative unit labour costs are computed OECD, (own 3,456 12,012
Costs as the difference in the (natural calculations)
logarithm of) unit labour costs in the
host against the investor.
Skilled Skilled labour abundance in the World Bank 3.666 18.012
Labour investing country, relative to the
host. The variable skilled labour is
presented by the measure “School
enrollment, tertiary (% gross)”.
Government Government investment expenditures as OECD 25.542  5.555
Investment  a share of GDP. We use the difference
of government investment in the host
against the investor.

This table present the definition, source and two statistical descriptive measures — mean and standard
deviation (SD), of the variables included in the Gravity Equations.

The results show that differences between France and the 19 investor
countries in terms of taxes, labour costs, the abundance of skilled labour,
the supply of public goods, and total FDI stock play a significant role in
understanding the foreign location decisions.

The three measures of tax rates used in the estimations show a negative
and statistically significant impact on FDI stock as expected. Identical
result was obtained for labour cost differential. These results are not sur-
prising since positive differences between France and the foreign investors
in terms of taxes or labour costs are a signal of lower competitiveness of
France in terms of costs, with a consequent negative impact on the ability of
FDI attraction. A similar result was obtained by Falk (2016: 229) who writes
that “cost-based considerations such as wages and taxes are important for
FDI activity in the hotel sector”. In turn, Bénassy-Quéré et al. (2005) find a
positive relationship between labour costs and FDI, which is most likely at-
tributable to an omitted variable problem. The authors themselves refer that
labour costs may account for the impact of skill differentials across host
countries. Following Kristjansdottir (2015), we include a proxy of skilled
labour abundance in the analysis. Like Kristjansdottir (2015) we find a pos-
itive and statistically significant result.

Hansson and Olofsdotter (2013) use four measures of agglomeration to
investigate if agglomeration economies mitigate the downward spiral in the
tax rate. Two of these agglomeration measures are market potential and the
total stock of FDI. Both were used by us in this study. The authors argue
that it is expected that countries with a larger market potential and total



'sanjea-d 01 s19jo1 d "A[2A110adSaI ‘040 PUB 046 ‘0] 1B 20UBIYIUSTIS [BINISIIBIS JOUAP  puk  *  "S}O)dRIq
ur paruesord o1e SONSIRIS-1 [OPOW AIARIS [oukd PISI[EIOUAS & 081 O "0T0T—LO0T JO SIBOA — SISLID [BIOUBUIL 91} JO SIBAK 3y 10J OUO JO AN[BA 3y SaNE) 1By} AWwunp & st N~ AN LL "A17uN05 101s0AUT
0] K[9AIB[21 90URI] JO J(O JO IYS © SE SoIn)Ipuadxa JUSWISOAUT JUSWUIOAOS UM 9IUAIIJIP oY) ST [BNUIIJIP IXA AOD AIIUN0D J01SIAUT 0] A[9AIIB[OI 9OURI] UI 9dUBPUNQE INOqR] PI[[IYS
Q) AINSLAW [BNUIIJIP GV T NS 101S2AUI 2} JsuleSe 90UBIL] UI $JS00 INOQR] J1UN (JO WILILSO[ [RINJRU) 3Y) UI 2OUIYJIP 2} St paInduod §150 IN0qe[ J1un dA1R[21 ) ST [ENUIRIIP VT NNUT
{(swy)rreso] ur) A1UN0d FUNSIAUL OY) PUB dOURI] JO J00IS (I [BI0) USIMIOQ OUIIIIJIP Y} ST [BNUIIJJIP Y20)S [ AUT (A1UN0D SUNSIAUT 9Y) PuL 90URI] JO [BIIUI0d JOYIRW UIIM)Oq 9IUAIJJ
-JIp oY} ST [BDUAIIJIP LOJd JA {£11Un0d SUISoAUT Y} PUL 20URI] UI SOJRI XB) o) Ud0M]0q $90UIJJIP o[duils o)l Xe) [RUISIRW 0A1)09]J0 [BI0IR[Iq JY) ST [BRUIIJIP ~SY LT ‘A11unod Sunsoaul
9} puB OUEBIL UI S2IBI XB] OU) USAM]2q $2OUAIRJIP 2[dwiis o)l xB) 9FBIOAR JAIIIQJJQ [RIIR[Iq A) SI [BNUIIINIP §YLF TG K1UN0D SUIISOAUL 3Y) PUEB OURI] UI SAJBI XB) ) USIM)Q SAOUAIJIP
orduwts owoout 9)e10dI0d WO 9T XB) £101N)R)S OY) ST [BNUIIRIJIP X VL LVLS SUOISUIWIP [BIN)NO JPIISJOH 9AY 9Y) Fulsn ‘Bjep AIRPUOOIS WOIJ PAIRINO[ED XOpUI dOURISIP [RININO (886]) S.US
-uig pue 1ngoy £q parnseowr ST [SIA~LTND 29URI] UM IOPIOQ UOWWO B IARY SILIJUNOD UAYM dUO JO an[eA oy} soye) jey) Awwnp © st qYOd JNO)D (Youar oses siy) ur) afenSuey owes oY)
yeads SOLIIUNOD UAYM dUO JO AN[BA ) saye) Jey) Awwnp & st HNVT JNOD ozis uonendod £q pajySiom / £1junod pue (1 £1)UN0J) UL UL SO JSATIB[ Y UIOMIAQ S2IJAWO[IY Ul 2OUBISIP
[e1a1e]Iq Jo Sof oyl ST LSIAUT {(Spiepuels 1omod Juiseyoind) Sdd Jo suorfiur ‘saorrd joyrew je jonpoid onsowop ssoid jo Sof oyl st JAOUT (IAA ¥P0IS MUTUT) 6107 PUL 0007 UaMIdq A1)
-SnpUl JUBINEISOY PUR S[QIOH,, UT ‘S)Y00)s [ PIeMUl [Id)R[Iq Youal] Jo So] oY) st d[qerrea juapuadop oy *(z'9) uonenba uo paseq suolssaIfor XIs Jo s}[Nsal uonewr)ss ay) sprodor a[qe) sIy [,

1S9 IN'T
0000l =4 seees looool=d §z068 [0000] =4 ¢rL18  looool=d st9s8  [000°0] =4 soc1g8  [ooool=4 10598 ueged-yosnaig
looool=¢  ovL9z  [ooo0l=d  9pg1e  [0000)=¢ 0069C [0000l=d  9¢¢c [ooool=d 120tz [0000l=9d  +66°1€ 1891
looool=¢ o1 [ooool=d  speog  [ooool=d  9ps1e  [1oo0l=d  ¢zr6c  [ooool=d  oszve [1000l=d  00¢'6C 189) UBRWSNRH
€€9°0 0€L°0 ¥£€9°0 10L°0 7€9°0 00L0 d pasnlpy
66C 66C 66T 66T 66C 66T SUOT}BAISqQ JOqUINN
(STLT-)  «SPE0- (68T°T-)  #xL95°0— (ST8'T-)  +88¢°0- (PEI'T-)  #+9LS°0— (SP8T-)  +86CT°0— (TT1'T-)  #£661°0— NNA dILL
(SE6'1)  %x+081°0 (9TT'9)  4x61T°0 (120°S)  ##xI8T°0 (L9S°S)  %#+881°0 (€TT°S)  ##xS9T°0 (SPL'S)  +#x61T°0 [enuaIdJIP dXd AOD
(SPEP)  #£x9£0°0 (TTTE) #4000 (F69°€)  #%5£0°0 (S66'0) %0200 (9€TH)  +%+9€0°0 (866'0)  %#+CC00 [enuaIoyIp~ gV S
(€T8'T-)  «bSTO- (EPI'T-)  %x69€°0— (T1L'1-)  +CTT0- (PPE'T-)  ssxECH0— (0TTT-)  #+66T°0— (LT8T-)  410€°0—  TenuaIdfIp v NNUT
(666'7)  #x+59T°0 (8860  ##+5ST°0 (F80°€)  #x+L8T0 (SPT'E)  ws+LLTO (8L6'T)  #x+661°0 (TOT°E)  ##+LSTO  [BNULIIIIP NO0IS™ [AAUT
(ITI'T-)  #x68€°0— (698°T-)  +60€°0— 6SL'T-)  «I8T0— (Sp€°1-) 661°0— (L9S°1-) SYT0- (005°0-) 180°0— [enuaroyip” LOd” N
(EVE'T-)  #49SL'L— (STO'E-)  #449St'8— - - - - - - - - [enuaIolIp SYLINALG
- - - - (888°T—) #x9S8'L— (PETE-) wuab€T8— - - - - [BNUSIIP” SYLVAL
- - - - - - - (€T1°¢-) #x01TS— (666'T-) sx+£€€Y—  [BIUAIPIP X VI LVLS
(1027 %1900 (L95°0) ¥10°0 (ITTT)  %xT80°0 (669°0) LT0°0 (€200 #0500 (662°0) 0200 ISIa L1ND
- - (SPEY)  wxL9S'T - - (6SL'Y)  sanbSLT - - (ITEE)  wxsTOV'T ado0d WoD
- - (954°S)  4xxS9LT - - (SEE'S)  wxxL9ST - - (E€0°9)  #44855°C DNVT INOD
(IPT°S—) ##SS8'T— (TTT9-) #4000 (9S7°S—) sx+T0L T— (TS6'9-) %x598'T— (PETS—) ssex€TE T (SPT'9-) ##488%'T— LSI1auT
(TI8°E)  ##4¥S6°0 (S99°6)  wsxSPE'T (SPEE)  #%86L°0 (T00°S)  %%£9S0°T (PET'E)  +%+88L°0 Frhy) w1101 HOLSIANIg O U
(ESF°S)  #x00T'9 (81S°9)  sxsb¥T'S (SS'S)  4#4€TT°9 (6V7'S)  wxsPE€T9 (9S7°S)  #4xL86°S (TTUL)  #4x11T°9 HONVEd gqou
(P0T'S—) #2958 T— (EPL'9-) ##+ET6'T— (169°S-) s#+66L T— (8TT'S—) ##4b88°T— (800°9-) ##xSTE'T— (90L'9-) 4x4STL'T— jdaorejuy

(9) (s) (¥) (€) ), (1)

A11SNpuT JUBINEISAI PUB S[O0Y UI [(J A JO0IS PIeMUI YOUSI] JO SJURUIWINA £'9 Jgn]



114 Antonio Miguel Valente Martins and Susana Cro

stock of FDI will have an advantage in attracting new investment. Our re-
sults show a significant and positive relationship for the total stock of FDI.
On the other hand, like Hansson and Olofsdotter (2013), no significant re-
sults are found for market potential.

Furthermore, a positive and statistically significant effect is found for the
measure of government investment expenditures. This result is in line with
the literature on tax competition that underlines the possible compensation of
high taxation by the provision of public goods (e.g., Bénassy-Quér¢ et al. 2005).

The results also show that France is particularly successful in attracting
FDI in the hospitality industry from French-speaking countries with a com-
mon border and cultural proximity with France. Specifications (1), (3), and (5)
do not support the conclusion that cultural proximity is an important factor
of FDI attraction to the extent that this variable does not show statistical sig-
nificance. This result may be due to the strong correlation of common border
and common language dummies with Kogut and Singh’s (1988) cultural dis-
tance index. As can be seen in the other specifications, when the two dummies
are not included in the estimation the cultural distance measure shows a sig-
nificant and positive signal as expected. This result seems to support the idea
that foreign investors have a greater propensity to invest in countries whose
cultural profile is closer to the cultural profile of their home country. Similar
results were found by Rodriguez (2002) and Ivanov and Ivanova (2016).

Looking at the gravity factors, the results show that bilateral inward FDI
stocks between France and investor countries are positively affected by their
income and are inversely proportional to the distance between them. Falk
(2016) argues that a positive signal exhibited by host country GDP indi-
cates that market-seeking considerations are relevant for hotel FDI. With a
larger market, there is a higher probability that TNCs will be able to recover
the costs of their FDI. We also include the French country size as another
market-related variable and as expected, find a significant and positive sig-
nal. The geographical distance, which is a proxy for the transaction, trans-
portation, or more generally, information costs, shows a significant and
negative signal as expected.

Finally, we use a time dummy that takes the value of one for the years
2007-2010, to study the impact of the financial crisis on bilateral inward
FDI stock. The coefficients of the time dummy present a negative and sig-
nificant signal. Given that in these years of widespread financial crisis, in-
vestors’ confidence levels experienced a strong shock, it is normal to register
a decrease in foreign investment levels.

Conclusion

Our study aims to investigate the determinants of French inward FDI stock
in the hospitality industry. A panel gravity model is applied to bilateral in-
ward FDI stock between France and 19 investor countries in the Hotels and
Restaurants industry over 2000-2019.
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We conclude that bilateral inward FDI stocks between France and in-
vestor countries are significantly and positively affected by their income
and are inversely proportional to the distance between them. A key find-
ing of the study is that France is particularly successful in attracting FDI
in the hospitality industry from French-speaking countries with a com-
mon border and cultural proximity with France. Furthermore, taxes and
labour costs have a considerable negative impact on bilateral inward FDI
activity. This result shows that cost-based considerations such as labour
costs and taxes are an important determinant factor of FDI activity. The
total FDI stock and market potential differential, two measures of ag-
glomeration economies, reveal different results. The first one presents a
positive and significant signal while the second measure does not seem to
affect FDI stock. Other factors such as differences between France and
the investing countries in terms of abundance of skilled labour and sup-
ply of public goods and the financial crisis are also relevant for hospitality
FDI activity. Overall, we find that the most significant determinants of
FDI in the hospitality industry are virtually the same as those obtained
for total FDI stock.

These results have two important implications for tourism policymakers.
First, given that FDI activity showed to be sensitive to cost factors such
as labour costs and taxes, it is crucial to control these costs for countries
to remain competitive. Second, the results show the possible mitigation of
adverse effects of high taxation by the provision of public goods. This may
be an alternative solution for countries like France, which has a high tax
burden to remain competitive, given that the country utilizes a part of its
high taxes for public infrastructure.

While this paper is a step towards a better understanding of FDI stock
determinants, there are several limitations to our analysis. First, it fo-
cuses solely on one country—France—and hence, we ought not to draw
generalized conclusions for all countries. It will be important in the fu-
ture to extend this study to more countries as soon as there is a compi-
lation of standardized FDI statistics on tourism. Second, and related to
the previous point, we use FDI in hotels and restaurants as a proxy of
FDI in tourism. This solution is adopted among others by Endo (2006)
and Falk (2016). However, it excludes other activities related to tourism
such as transportation, tour operators, tour guides, travel agents, the sup-
ply of souvenirs and marketing, and financial services for tourists, which
may lead to some biases in the results obtained. However, the alternative
solution would be the lack of studies on FDI in the tourism sector. Third,
given that non-equity participation is the major common mode of foreign
entry into the tourism industry instead of equity modes (in which FDI is
included), again our results could suffer from some type of bias. Finally,
future studies should examine the evolution of FDI in the hospitality sec-
tor with the arrival of the COVID-19 pandemic and the harmful effects
caused by this.
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Notes

1 Please see http://www.diplomatie.gouv.fr/en/french-foreign-policy/economic-
diplomacy-foreign-trade/facts-about-france/one-figure-one-fact/article/
france-the-world-s-leading-tourist.

2 Please see http://www.diplomatie.gouv.fr/en/french-foreign-policy/economic-
diplomacy-foreign-trade/facts-about-france/one-figure-one-fact/article/
france-back-among-the-top-10-most.

3 For further details about cultural distance measures, including Kogut and Sin-
gh’s (1988) cultural distance index, and its impact in the tourism industry, see
for example Ng et al. (2007). The authors refer that Kogut and Singh’s (1988)
cultural distance index is the most popular way to measure cultural distance in
which three-quarters of the studies used this approach to measure the cultural
distance.

4 For more details about the definition and construction of the three tax rates see
DeMooij and Ederveen (2003), page 677.

5 The countries included in the sample are Belgium, Brazil, Canada, China, Den-
mark, Germany, India, Ireland, Italy, Japan, Luxembourg, Netherlands, Russia,
Spain, Sweden, Switzerland, Turkey, the UK, the USA, and the host country,
France. These countries are the only countries included in the sample because
are the only ones for which data on FDI stocks in the hospitality industry is
available.
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7 Why Croatia Still Needs
FDI in Tourism? Insights and
Evidence

Maja Niksi¢ Radi¢

Introduction

The role tourism plays in the Croatian economy is incomparable with any
other part of its economy. Given the fact that it generates as much as a quar-
ter of its GDP, that role is almost intimidating. Of course, fear is not unrea-
sonable when there is an awareness of the very nature of tourism. Tourism is
by nature very volatile, sensitive to numerous external stimuli... it recovers
quickly, but also stumbles quickly. It may suffice to recall its reaction to the
global financial crisis of 2008, the sporadic terrorist attacks that hit many
European metropolises during the second decade of the 21Ist century, the
situation with COVID-19 that hit the world in early 2020 and still strongly
affects the overall world economy, and immeasurably on tourism itself. On
the other hand, tourism is part of the benefits of globalization and its im-
portance will only grow in the future. It is well known that, according to the
UNWTO (2015), the number of worldwide international tourist arrivals will
increase by an average 3.3% a year from 2010 to 2030 and reach the level of
1.8 billion international tourist arrivals by 2030. As for Croatia, and quoting
Orsini and Ostoji¢ (2018) regarding the role of tourism in the Croatian econ-
omy, tourism will “remain a key sector of the Croatian economy.”

What Croatia imposed as a challenge (of course with the necessity of
strengthening the power of other parts of the economy) is to realize the
greatest possible benefits from such a strong role of tourism. The current
model of Croatian tourism development has certain weaknesses that affect
the possibility of achieving even greater benefits. High seasonality, limited
range of services and low average consumption are its most common weak-
nesses (Ministry of Tourism, 2013) whose reason certainly lies in the struc-
ture of Croatian accommodation capacities that significantly deviate from
those at the EU level. The second challenge, and no less important, is to en-
sure the sustainability of Croatian tourism development. This sustainability
came into question in 2019 when Croatia and Dubrovnik appeared on the
World’s Top 3 for Overtourism per Capita Map (Vivid Maps, 2019).

Additionally, attraction of FDI in Croatian tourism, especially ho-
tels, has a significant opportunity to correct the Croatian structure of
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accommodation capacities. Although the issue of new hotels may provoke
debate, given the fact Croatia faced over-tourism in the summer months
before the COVID-19 situation, limiting the number of hotels and similar
accommodation could further aggravate the situation with over-tourism.
According to Vorkinek (2020), restricting hotels and similar accommoda-
tion increases the number of accommodation facilities on Airbnb. Consid-
ering that over-tourism is closely connected with high seasonality, which is
a major problem of Croatian tourism, the presence of global hotel brands
would help to correct it. Hotel accommodation in Croatia has a much lower
seasonality compared to the dominant private accommodation.

It has been proven that there is a positive relationship between the num-
ber of transnational corporations in tourism and the level of tourism rev-
enues in the country (UNCTAD, 2007). Croatia has attracted a relatively
modest level of FDI in tourism so far and still cannot boast of the presence
of some global hotel brands such as Hyatt. Given the above, Croatia could
gain additional financial benefits by attracting additional foreign capital to
tourism. Previous research indicates how FDI in tourism has affected the
productivity of tourism, the number of international tourism arrivals, but
also the overall level of FDI in Croatia (Niksi¢ Radi¢, 2014; Peri¢ and Niksi¢
Radi¢, 2016a; Bezi¢ and Niksi¢ Radi¢, 2017). Finally, global hotel brands
show greater resilience to sudden market instability, which would be of mul-
tiple benefits to Croatia, as a country living off tourism.

After the Introduction, the second section Positioning of tourism in the Cro-
atian economy indicates the importance of tourism in the Croatian economy,
but also its need to further attract foreign capital. The section on Theoretical
considerations — What are the benefits from FDI in tourism? shows a theoret-
ically grounded background of potential positive impacts that may result in
the presence of foreign capital in tourism with an emphasis on hotels. The
third section FDI in Croatian economy and Croatian tourism shows the cur-
rent presence of foreign capital in the Croatian economy with special empha-
sis on the presence in tourism. Achieved effects of FDI in Croatian tourism is
the title of the fourth section, which evaluates the previous positive effects
that foreign capital has brought to Croatian tourism. The fifth section, Croa-
tia still needs FDI in tourism but is it attractive to foreign investors? assesses the
potential attractiveness of Croatian tourism to further attract foreign capital.

Positioning of Tourism in the Croatian Economy

Croatia is a country that is historically oriented towards tourism. The her-
itage of tourism dates back to the time of the Habsburg Monarchy. Spas for
the wealthy elite emerged in the late 18th century, and flourished in the 19th
century at a time when the development of transport (railways and steam-
ships) connected the Viennese metropolis with the outlying territories (All-
cock, 1991). The tradition of organized tourism in Croatia is about 150 years
long, although even before that, at the beginning of the 19th century, there
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were phenomena similar to tourism (such as going on pilgrimages or treat-
ment), so the first inns, lodgings, hotels and spas were built for this purpose.
It is interesting to emphasize that the first beginnings of tourism in Croatia
are associated with the continental part of the country. It was not until the
end of the 19th century that tourism began to be linked to the coastal part
of the country (Grzini¢, 2019).

The “Hygienic Society” founded in 1869 on Hvar and large hotels such
as “Kvarner” in Opatija and “Imperial” in Dubrovnik founded in the next
three decades enhanced the reach of this early form of health tourism (Pir-
jevec, 1998). The tourists continued to come in these former Habsburg re-
sorts during the first Jugoslav state and The Ministry of Trade and Industry
has established a Department for the Traffic of Foreign Visitors (Ballinger,
2003). After World War II tourism in Croatia is increasingly gaining im-
portance, and achieved strong momentum with an average of one million
tourist arrivals per year (Vukoni¢, 2005). The JUG Tourist Association,
founded in 1927, also sought to promote winter tourism in places that were
previously outside tourist circles (Vasilevska, 1998).

Croatian tourism was already significantly developed while it was still
part of the former Yugoslavia and accounted for over 90% of the Yugoslav
Adriatic coastline. Croatia, like ex-Yugoslavia, recorded a special boom in
tourism in the period from the 1960s to the 1980s. Yugoslavia focused on
attracting tourists from Western Europe (Cattaruzza and Sintes, 2012). In
19835, Croatia had 41 million or 82% of all overnight stays by foreign tourists
in Yugoslavia (Gosar, 1989). The relative openness to the West enabled the
arrival of European tourists and led to a form of mass tourism (Grandits
and Taylor, 2010). After the disintegration of Yugoslavia and the end of the
Homeland War, Croatia very quickly successfully branded itself on the for-
eign market and became a recognizable tourist destination.

A relevant indicator of the development of the tourism sector of a par-
ticular country is the number of international tourist arrivals. The number
of international tourist arrivals in Croatia in the period from 1965 to 2020
is shown in Figure 7.1.

Yet as a member of ex-Yugoslavia, Croatia recorded strong growth in in-
ternational tourist arrivals, when already in 1985 could boast of more than
ten million international tourist arrivals. With the disintegration of Yugosla-
via and the beginning of the Homeland War, tourism in Croatia lost its con-
tours until the repeated establishment of security. Croatian tourism reached
such a level from the last century in 2010, when the number of international
tourist arrivals exceeded a record ten million international tourist arrivals
for the second time in its history. The global financial crisis briefly stopped
the expansion of international tourist arrivals, but Croatian tourism contin-
ued to grow at a gallop, reaching more than 19 million international tour-
ist arrivals in 2019 and questioning the sustainability of Croatian tourism.
With the onset of the pandemic in 2020, Croatian tourism achieved, given
the circumstances, a satisfactory seven million tourist arrivals.
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Figure 7.1 International tourism arrivals (in 000) in Croatia.

Table 7.1 Role of tourism in Croatia

2019
Croatia EU World
Contribution of travel & 25% of total 9.5% of total 10.3% of total
tourism to GDP economy economy economy
Contribution of travel & 25.1% of total ~ 11.2% of total 1 1in 10 jobs
tourism to employment employment employment around the
world
International visitor impact 38.6% of total ~ 6.2% of total ~ 6.8% of total
exports exports exports

Source: Adapted from World Travel & Tourism Council (2021). Economic Impact Reports.
Available at: https://wttc.org/Research/Economic-Impact (Accessed: 5 May 2021).

According to Dwyer et al. (2017) “in terms of tourism, Croatia is a rising star.
Although occupying only 1.3% of EU territory, and accounting for less than 1%
of the total EU population, it realizes 61 million of tourist nights or 5.1% of EU
total. When the number of tourist nights is put in proportion to the population
size, Croatia is the most popular destination in the European Union, alongside
Malta and Cyprus.” The fact that Croatia is a very developed tourist desti-
nation but also a country whose economy is strongly dependent on tourism,
especially if compared to the global level, is confirmed by the data in Table 7.1.

While globally the contribution of travel and tourism to GDP is equal to
10.3% of total economy and at EU level 9.5% of total economy, in Croatia
this contribution reaches a 25% of total economy. A very similar situation
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exists with contribution of travel and tourism to employment. The strength
of tourism in Croatia is even more pronounced if one looks at international
visitor impact. At the global level, international visitor impact amounts to
6.8% of total exports, at the EU level of 6.2% of total exports, while at the
level of Croatia it amounts to a high 38.6% of total exports.

A meaningful assessment of the tourism sector of a particular country
requires a brief overview of the structure of accommodation capacities as
well as the capacity utilization of accommodation capacities.

Croatia has a very unfavourable structure of accommodation capacities.
At the EU level, the share of beds in hotels and similar accommodation in
the observed period is the standard 44%, while at the Croatian level it de-
clines and fell from 35% in 2011 to 15% in 2019.

It is very interesting to compare the capacity utilization in the EU in re-
lation to Croatia.

A comparison of the capacity utilization shows that Croatia lags far be-
hind the rest of the EU. While at the EU level the total capacity utilization
in the observed period increased from 13.35% in 2011 to 14.49% in 2019, at
the Croatian level it decreased from 2.42% in 2011 to 1.67% in 2019. Ana-
lysing capacity utilization of hotels and similar accommodation, growth is
visible at both the EU and Croatian levels. At the EU level, it was 18.30%

50%

40%
30%

20%

- I I I I I I I I I
0%
2011 2012 2013 2014 2015 2016 2017 2018 2019

European Union - 28 countries
s Croatia
------- Linear (European Union - 28 countries )

Linear (Croatia)

Figure 7.2 Share of bed in hotels and similar accommodation in total accommoda-
tion, EU vs. Croatia (2011-2019).

Source: Author’s calculation according to EUROSTAT Data Browser (2021a). Net occupancy
rate of bed-places and bedrooms in hotels and similar accommodation (NACE Rev. 2, I, 55.1)
by size class. Available at: https://ec.europa.eu/eurostat/databrowser/view/tour_occ_anor/de-
fault/table?lang=en (Accessed on: 15 April 2021); EUROSTAT Data Browser (2021b). Number
of establishments, bedrooms and bed-places. Available at: https://ec.europa.eu/eurostat/data-
browser/view/tour_cap_nat/default/table?lang=en (Accessed on: 15 April 2021).
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in 2011, while in 2019 it reached a level of 19.57%. At the level of Croatia,
it amounted to 4.27% in 2011, while in 2019 it reached the level of 4.40%.
Looking at figures it is quite clear how hotel and similar accommodation
achieves higher utilization of accommodation capacities and confirms the
existence of an unfavourable structure of accommodation capacities in Cro-
atia. The disadvantage of the structure of accommodation capacities is even
more evident from Figure 7.4.

Hotels participate with only 13.3% in the total accommodation capacity.
Despite this, hotels account for 28.3% of all overnight stays. Back in 2010 Hor-
wath HTL (2010) pointed out that in Croatia there is a high share of comple-
mentary types of accommodation, i.e., capacity with a lower average price than
hotels, which has an adverse effect on income. Ten years later, it is possible to

Capacity utilization of hotels and similar
accomodation
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Figure 7.3 Capacity utilization, EU vs. Croatia (2011-2019).

Source: Author’s calculation according to EUROSTAT Data Browser (2021c). Nights
spent at tourist accommodation establishments. Available at: https://ec.europa.cu/eurostat/
databrowser/view/tour_occ_ninat/default/table?lang=en (Accessed on: 15 April 2021).
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Figure 7.4 Structure of accommodation capacities and structure of overnight stays
by types of accommodation facilities in 2019.

Source: Author’s calculations according to Bureau of Statistics. Available at: https:/www.dzs.
hr/Hrv/Covid-19/turizam.html (Accessed: 14 April 2021).
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Figure 7.5 Number of hotels by category, Croatia (2011-2019).

Source: Author’s calculation according to Ministry of Tourism (2018). Tourism in numbers
2017. Available at: https://mint.gov.hr/UserDocsImages/AA_2018_c-dokumenti/180608_HTZ-
TUBHR_2017.PDF (Accessed: 14 April 2021); Ministry of Tourism (2020). Tourism in numbers
2019. Available at: https://www.htz.hr/sites/default/files/2020-07/HTZ%20TUB%20HR _%20
2019%20%281%29.pdf (Accessed: 14 April 2021); Ministry of Tourism (2016). Tourism in numbers
2015. Available at: https:/mint.gov.hr/UserDocsImages/arhiva/TUB201SHR .pdf (Accessed: 14
April 2021); Ministry of Tourism (2014). Tourism in numbers 2013. Available at: https://www.htz.
hr/sites/default/files/2016-11/Turizam-u-brojkama-2013.pdf (Accessed: 14 April 2021).

conclude that this situation at the Croatian level has worsened because, despite
the absolute growth in the number of hotels, the share of accommodation in
hotels and similar accommodation has halved compared to 2010.

Additionally, it is interesting to look at the number of hotels according to
the categorization in Croatia.
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Observing the number of hotels according to the categorization in Cro-
atia, it can be seen that in the observed period the number of 5- and 4-star
hotels increased, while the number of 3- and 2-star hotels decreased. This
unequivocally indicates an improvement in the quality of hotel accommo-
dation in Croatian tourism. In the observed period, the number of 5-star
hotels increased by 58.5%, and the number of 4-star hotels by 95.35%. In
the same period, the number of 3-star hotels decreased by 2.18%, while the
number of 2-star hotels practically halved and decreased by 51%.

Figure 7.6 shows the accommodation capacities according to the catego-
rization of hotels in Croatia.

The observation of accommodation capacities according to the catego-
rization of hotels shows an identical trend, the number of accommodation
capacities increased in 5- and 4-star hotels, and decreased in 3- and 2-star
hotels. In hotels with 5-stars, it increased in the observed period by 19.6%,
and in 4-star hotels by 54.4%. In 3-star hotels the number of accommoda-
tion capacities decreased by 21.8%, and in 2-star hotels by 55.7%.

In the context of every tourist destination, including Croatia, it is impor-
tant to observe the dynamics of the arrival of guests throughout the year.
Given the specific structure of accommodation capacities in Croatia, it is

Accommodation capacities by hotel category
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Figure 7.6 Accommodation capacities by hotel category, Croatia (2011-2019).

Source: Author’s calculation according to Ministry of Tourism (2018). Tourism in numbers
2017. Available at: https:/mint.gov.hr/UserDocsImages/AA_2018_c-dokumenti/180608_
HTZTUBHR_2017.PDF (Accessed: 14 April 2021); Ministry of Tourism (2020). Tourism in
numbers 2019. Available at: https://www.htz.hr/sites/default/files/2020-07/HTZ%20TUB%20
HR_%202019%20%281%:29.pdf (Accessed: 14 April 2021); Ministry of Tourism (2016). Tour-
ism in numbers 2015. Available at: https:/mint.gov.hr/UserDocsImages/arhiva/TUB2015HR.
pdf (Accessed: 14 April 2021); Ministry of Tourism (2014). Tourism in numbers 2013. Available
at: https://www.htz.hr/sites/default/files/2016-11/Turizam-u-brojkama-2013.pdf (Accessed: 14
April 2021).


https://mint.gov.hr
https://mint.gov.hr
https://www.htz.hr
https://www.htz.hr
https://mint.gov.hr
https://mint.gov.hr
https://www.htz.hr

TFDI: Why Croatia Still Needs It 127

Total accomodation Hotels and similar accomodation
30000000 180000

25000000 160000
140000

20000000 120000

15000000 100000
80000
10000000 60000

5000000 40000
20000
0 0

o
&

e e <
& S FEFES
W LIRS
& & ¢
& &

N A
& & & @

&
& N
< W@

Figure 7.7 Number of tourism arrivals by months, 2019 — total accommodation vs.
hotels and similar accommodation.

Source: Adapted from Bureau of Statistics. Tourism, 2019. Statistical Reports. Available at:
https://www.dzs.hr/Hrv_Eng/publication/2020/S1-1661.pdf (Accessed on 15 April 2021).

very interesting to observe seasonality at the level of total accommodation
capacities, but also separately for hotels and similar accommodation capac-
ities, as shown in Figure 7.7.

The presented figures clearly indicate the problems caused by the specific
structure of accommodation capacities of Croatian tourism. It is possible to
notice, by observing the number of guest arrivals at the level of total accom-
modation capacities, that Croatian tourism is characterized by high sea-
sonality related exclusively to the summer months. If the number of guest
arrivals is observed at the level of hotels and similar accommodation, it is
evident that this seasonality is significantly reduced and that this type of ac-
commodation operates at the same level for a full seven months of the year.

Finally, it seems useful to point out the differences in the occupancy of
permanent beds that occur when comparing the total accommodation ca-
pacity with hotels and similar accommodation.

The occupancy of permanent beds also speaks in favour of hotel accom-
modation, which throughout the observed year recorded a far higher occu-
pancy compared to the occupancy of total accommodation capacity.

In addition to all of the above, it is not surprising that Croatia’s Master Plan
and Strategy for the Development of Croatian Tourism until 2020 focused on
the scenario of opening to larger development investments, and the strategic
priority of attracting investors has been set. Emphasis was placed on the inten-
sified construction of large 4- and 5-star hotel facilities, greater opening to for-
eign capital, greater dependence on foreign mainstream tour operators and an
orientation towards internationally standardized tourist products. Neverthe-
less, although the number of 4- and 5-star hotels has grown, relatively speaking,
the share of hotel accommodation in total accommodation has deteriorated.

Theoretical Considerations — What Are the Benefits from FDI
in Tourism?

Tourismis a global phenomenon of today whose further development requires
continuous investment of every tourism-oriented country. FDI imposes itself
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Figure 7.8 Occupancy of permanent beds (%), 2019 — total accommodation vs. ho-
tels and similar accommodation.

Source: Adapted from Bureau of Statistics. Tourism, 2019. Statistical Reports. Available at:
https://www.dzs.hr/Hrv_Eng/publication/2020/SI-1661.pdf (Accessed on 15 April 2021).

as a significant factor contributing to the further development of tourism, de-
spite the fact that the share of global FDI in tourism is less significant (Endo,
2006; UNCTAD, 2007). FDI creates the preconditions for the integration of
host countries into international tourism networks, which in turn can result
in increased tourism flows and generate higher revenue from tourism-related
activities (Endo, 2006). It should also be emphasized that FDI in tourism
largely consists of investment in hotels (UNCTAD, 2007).

A review of previous studies examining the effects of FDI on tourism on
the host country suggests that global FDI has a significant impact on tour-
ism itself. As with foreign investments in any other part of the economy, and
as far as tourism is concerned, the degree of development of the country also
plays a major role in the effects.

Given the fact that Croatia lags behind the amount of hotel accommo-
dation compared to the level of Europe, Table 7.2 shows the most common
effects that can lead to the presence of global tourism brands.

One of the most important quantitative effects is the inflow of new capital
and the removal of capital constraints. Further development of tourism in
developing and less developed countries often requires long-term assets that
are not available in sufficient quantities in these countries. These countries
often lack their own long-term capital, and FDI through transnational cor-
porations can help remove capital constraints (Dwyer et al., 2010).

Transnational corporations typically allow for an increase in employee
personal income because they pay higher wages there are better employers.
It should also be emphasized that the more mature the market, the smaller
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the pay gap between domestic and local hotels (UNCTAD, 2007). In gen-
eral, foreign corporations pay 40% more than the average wage than local
ones, and the difference is larger in low-income countries in Asia and Latin
America (OECD, 2008). Foreign takeovers have led to higher average wages
in companies, with very little impact in Germany, 5% in the UK, 8% in Por-
tugal, 11% in Brazil and 19% in Indonesia (OECD, 2008).

Hotels make a significant contribution to tax revenues, which can support
vital social programs and infrastructure investments that have important
effects on the development of individual economies. Hotels operating in
tourist-centred economies are likely to have higher direct taxes (IFC, 2016).
Hotels generate significant foreign exchange and tax revenues (e.g., payroll
tax, VAT, luxury tax, profit tax, property tax, import tax, exit tax, etc.).
In some developing countries, the importance of FDI in total tax revenues
is very high, which allows the development of measures aimed at reducing
poverty (De Schutter et al., 2013).

Of the quantitative effects, it is certainly important to point out the higher
number of international tourism arrivals in a tourist destination because
global hotel brands are connected to the global market and access to global
distribution networks (UNCTAD, 2007). Numerous studies to date have
shown that higher levels of FDI affect the higher number of international
tourism arrivals (Tang et al., 2007; Salleh et al., 2011; Selvanathan et al.,
2012; Samimi and Sadeghi, 2013; Peri¢ and Niksi¢ Radi¢, 2016a; Bezi¢ and
Niksi¢ Radié, 2017).

Consequently, with a larger number of international tourism arrival,
there is an increase in employment and income, i.e., the multiplier effects
of tourism (Dwyer et al., 2010). It is also important to point out the estab-
lished pattern of employment by transnational corporations: in the initial
years, foreign workers usually hold management positions, and only when
the country becomes more experienced in running hotel business can some
of the more important positions be taken by domestic workers (Dunning
and Kundu, 1982).

Foreign-owned hotel complexes record higher utilization of hotel capac-
ities. In general, the occupancy rate of foreign hotels is 5-20% higher than
domestic hotels, but in mature tourist destinations it may be lower (UNC-
TAD, 2007). Their strength is particularly important during periods of eco-
nomic recession (O’Neill and Carlback, 2011).

Branded luxury hotels are important because in addition to raising the
image of the country, they promote the destinations in which they are lo-
cated which automatically increases interest in foreign investment in other
sectors of the economy, and encourages the arrival of FDI in other sectors.
Given the fact how sensitive tourism is, the arrival of hotel brands is a kind
of safety signal to other investors as well.

The qualitative effects of hotel brands are also visible through the trans-
fer of so-called best practices, and it is possible to conclude that there is a
transfer of technology, knowledge and skills. One of the main arguments for
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(and benefits from) FDI is technology transfer including managerial exper-
tise. Foreign companies can make a “demonstration effect” on domestic en-
trepreneurs. In developing destinations, an increased level of management
skills has been crucial to meet the demands of foreign tourists and to main-
tain the international competitiveness of the local product (ESCAP, 1994).
Training programs conducted by foreign-owned companies may be treated
as a form of “technology transfer,” creating the benefits of spillovers to do-
mestic companies due to a more skilled workforce within the tourism sector.

The negative effect that is very often attributed to FDI is the occurrence
of foreign exchange outflows. The issue of outflows must be analysed in the
context of the potential that tourism development leads to, which is the gen-
eration of higher income and employment in the host country (UNCTAD,
2007). Managerial fees and profits associated with FDI are leaving the host
country by reducing the economic contribution of tourism expenditures,
i.e., there is a repatriation of profits. This is often treated as a “outflow” from
the host country due to FDI whereby the net use for the country from tour-
ism is reduced by an appropriate amount. Nevertheless, such a view rests on
a misconception because these profits are not “lost” for the host country in
any significant sense, given that the profit would not even exist if the investor
did not first bring in capital to invest (Dwyer et al., 2010).

Qualitative effects of transnational corporations in tourism are certainly
positioning the destination on the global tourism map and raising the image of
the destination because the involvement of corporations in marketing and
promotional activities can increase awareness of the destination (UNC-
TAD, 2007). The role of well-known marketing brands with a global mar-
keting reach can be particularly important for less developed countries that
have limited resources or opportunities to promote their destinations. Well-
known hotel brands of a certain quality may provide additional security for
potential tourists.

An important effect of FDI in hotels is also the fact that foreign hotels are
characterized by a larger connection with local suppliers than domestic hotels.
Global hotel brands sometimes make greater efforts than domestic hotels
to connect with local suppliers (UNCTAD, 2007). Such hotels conduct on-
going procurement locally, especially of food products, whenever there is
an adequate and secure supply of the correct quality at a competitive price
(UNCTC, 1992).

Effects on business standards include the application of business rules that
apply in the international market and include the introduction of interna-
tional accounting and financial reporting standards as well as the improve-
ment of fire and safety standards. TNCs use more advanced management and
financial systems, and in this field there is a significant difference between
TNCs and domestic hotels even in mature destinations (UNCTAD, 2007).

TNCs can affect both social and living standards. Global hotel chains set
high standards of social responsibility by donating goods and services to the
local community (Abdo and Mann, 2010) and are involved in successful best
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practice community-linked businesses, driven by social service (Davidson
and Sahli, 2015). They are also often credited with influencing cultural iden-
tity as an inevitable consequence of globalization.

As a final point, it is certainly necessary to emphasize the importance of
environmental effects, especially due to the fact Croatia is a full member of the
EU. Buildings (including hotels) account for 40% of total energy consumption
in the EU (Directive 2010/31/EU). The EU has adopted a climate and energy
package that sets ambitious energy and climate targets for a 20% reduction in
CO, emissions, a 20% reduction in energy consumption and a 20% increase
in renewable energy by 2020. This will require the installation of expensive
renewable plants in hotels as well. Many hotels in the EU have already sig-
nificantly reduced energy consumption by becoming partially or completely
independent of conventional energy resources (Hotel Energy Solutions, 2011).
The same procedure awaits hotels in Croatia, and the entry of international
brands would be a guarantee of sustainable development, because such in-
vestors have the financial resources and experience in introducing alternative
energy sources. They are also more aware of new global environmental stand-
ards, introduce environmentally friendly systems and have a high environ-
mental ethic (UNCTAD, 2007; Davidson and Sahli, 2015).

The negativity that accompanies global hotel chains is the need for large
spatial areas, which leads to environmental degradation. However, the de-
struction of the valuable natural environment and the alienation of the
local population is contributed by large-scale enclave-type facilities, both
foreign-owned and domestically owned. In Croatia, the uncontrolled devel-
opment of private accommodation also contributes to the destruction of the
environment. The above leads to the conclusion that the problem lies not
so much in the origin of property but more in the nature of planning and
urban laws that allow such construction. TNCs may be even more aware of
the need to build and operate content that will comply with international
and local environmental standards than domestically-owned enterprises
(UNCTAD, 2007).

FDI in Croatian Economy and Croatian Tourism

Geographically, historically and culturally, Croatia is an integral part of
Europe, is an official member of the EU and in its development seeks to ap-
proach the level of development of developed Western countries.
Theinflow of FDIin the period from 1993 to 2011 was influenced by various
factors: the Homeland War in Croatia, entry into the World Trade Organi-
zation, involvement in European integration processes such as the Stability
Pact, the Stabilization and Association Agreement with the EU, CEFTA
membership and the opening of EU membership negotiations. Involvement
in European integration processes was also reflected in an increase in FDI
inflows. Then in 2009, when the global financial crisis hit Croatia, there was
a drastic drop in FDI. In the observed period, until 2008, a rapid increase
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Figure 7.9 Total FDI in Croatia.

Source: Author’s calculation according to Croatian National Bank Data. Available at: https:/
www.hnb.hr/statistika/statisticki-podaci/sektor-inozemstva/inozemna-izravna-ulaganja (Ac-
cessed: 4 April 2021). and Kersan-Skabi¢, 1. and Zubin, C., 2009. The influence of foreign
direct investment on the growth of GDP, on employment and on export in Croatia. Ekonomski
pregled, 60(3—4), pp.119-151.

in FDI inflows was recorded, but one of the reasons for this is the financing
of the state budget deficit. The state sold its ownership stakes in individual
companies, but did not use the money to encourage new investments but
to save the budget due to the problem with deficit. The signing of acces-
sion negotiations with the EU in 2011 again boosted FDI growth, albeit in a
minor way. Croatia ended 2013 with the lowest FDI inflow since 1995. The
weak inflow of foreign capital in the period from 2008 to 2013 determines a
prolonged period of stagnation of the Croatian economy in an environment
of uncertainty in the global financial markets. This is a consequence of the
globally high aversion to risk, unfavourable investment environment, but
also the absence of privatization processes that greatly contributed to the
inflow of foreign capital in pre-crisis times. In 2015, Croatia fell to war levels
of FDI inflows because of circular FDI in 2014 and negative retained earn-
ings (consequence of value adjustments of assets in 2015). After that, in 2015,
Croatia again recorded the growth of FDI until 2020, when the entire world
market was hit by the COVID-19 situation, and UNCTAD (2020) expects
that the decline in FDI at the global level will be some 40%.

Looking at FDI by activity orientation, the largest amount of investments
in Croatia in the period from 1993 to 2020 was directed to financial interme-
diation (except for insurance and pension funds). The orientation of invest-
ments by activities is shown in Table 7.3.
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Table 7.3 FDI by activities (in millions of euros), 1993-2020

Activities Total % in total
Financial service activities, except insurance and pension 7345276  22.23
funding
Wholesale trade, except of motor vehicles and motorcycles 2845.832 8.61
Equity investments in real estate 242212 7.33
Real estate business 2162.017 6.54
Retail trade, except of motor vehicles and motorcycles 2037.78 6.17
Telecommunications 2017.288 6.10
Accommodation 1501.187 4.54
Manufacture of coke and refined petroleum products 1265.997 3.83
Construction of buildings 1177.803 3.56
Manufacture of basic pharmaceutical products and 1115.822 3.38
pharmaceutical preparations
Other activities 8626.313  27.70
Total 33044.78  100.00

Source: Author’s calculation according to Croatian National Bank Data. Available at: https:/
www.hnb.hr/statistika/statisticki-podaci/sektor-inozemstva/inozemna-izravna-ulaganja (Ac-
cessed: 4 April 2021).

Most investments were made in financial intermediation, except for in-
surance and pension funds (EUR 7.3 billion or 22.2%), wholesale trade and
trade intermediation (EUR 2.8 billion or 8%, 6%), real estate (EUR 2.4 bil-
lion or 6.5%), retail trade, except motor vehicles and motorcycles (EUR 2.0
billion or 6.2%), telecommunications (EUR 2.0 billion or 6.1%), accommo-
dation (EUR 1.5 billion or 4.5%), production of coke and refined petroleum
products (EUR 1.3 billion or 3.8%), construction of buildings (EUR 1.2 bil-
lion or 3, 6%), manufacture of basic pharmaceutical products and pharma-
ceutical preparations (EUR 1.1 billion or 3.4%) and other activities (EUR
8.6 billion or 27.7%); 72.3% of total investments are accounted for by the ten
activities listed.

Figure 7.10 shows the inflow of FDI into Croatian tourism, which in
fact refers to the inflow of foreign capital into the tourism and hospitality
industry.

Most of the FDI in Croatian tourism in the first half of the 1990s was
related to the takeover and/or creation of ownership portfolios from exist-
ing companies, i.e., to the speculative acquisition of large land areas in the
coastal zone in the period from the end of war operations to 2000. FDIs
were mainly concentrated on the reconstruction of existing capacities be-
cause they are mainly located in the most attractive and acceptable urban
locations and their reconstruction seeks to maximize the location advan-
tage (Druzi¢, 2010). Looking at FDI in tourism in the period from 2001 to
2012, it is possible to conclude that such investments were very sporadic in
the observed period, and in particular took on negative characteristics after
2008 with the onset of the economic crisis. The average growth rate of FDI
in tourism in the period from 2001 to 2011 was 2.3%.
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Figure 7.10 FDI in tourism of Croatia.

Source: Author’s calculation according to Croatian National Bank Data. Available at: https:/
www.hnb.hr/statistika/statisticki-podaci/sektor-inozemstva/inozemna-izravna-ulaganja (Ac-
cessed: 4 April 2021).

At the end of 2012, the Master Plan and Strategy for the Development of
Croatian Tourism was adopted, which set the vision that by 2020 Croatian
tourism would be recognized and acknowledged as a priority economic
activity (Government of the Republic of Croatia (2013).). In the mentioned
study, one of the development scenarios was set, and that is the opening
to larger development investments, which put more emphasis on the con-
struction of new accommodation and other luxury capacities of the tourist
offer, especially in larger cities on the coast, but also in larger complexes
outside existing urban units. Thus, the need for greater opening of Croa-
tia to foreign investors and increased construction of large new hotels and
other major tourist accommodation facilities was clearly emphasized. With
the adoption of these decisions, FDI in Croatian tourism in relation to
total FDI increased from 3.6% (period from 1993 to 2012) to 7.6% (period
from 2012 to 2020).

The numbers are more than clear and government initiatives aimed at
attracting FDI to tourism have been identified as important for its further
tourism development (Hospitality, 2012). However, if one looks at how many
renowned hotel brands Croatian tourism can boast of today, it is clear that
it lags far behind the Mediterranean competition. The presence of global
hotel brands is very modest. For example, Croatia still cannot boast of the
presence of a single Hyatt. It is possible to conclude that the efforts made so
far to attract renowned hotel brands have resulted in limited results.
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Achieved Effects of FDI in Croatian Tourism

The effects of previous FDIs in tourism can be summarized as a result of
mapping the effects from the micro level to the macro level. Research on the
economic effects of FDI in Croatian tourism, following the example of the
International Financial Association, starts from the micro level (Abdo and
Mann, 2010; ODI, 2012). Peri¢ and Niksi¢ Radi¢ (2016) chose as a research
object, the FDI in a hotel located in the area of small local government,
in the continental part of Croatia. Finding a foreign-owned hotel located
in a smaller municipality in which there is no presence of other hotels has
enabled a more precise identification of economic effects and more reliable
drawing of research conclusions. The analysis of the selected hotel showed
that a foreign-owned hotel, in a less developed country such as Croatia, has
a significant development effect on the local economy, which is in line with
previous research (Abdo and Mann, 2010; ODI, 2012). A summary of the rec-
ognized effects of FDI on tourism at the micro level is shown in Figure 7.11.

Although in the observed case a loss of domestic ownership occurred,
the entrance of a foreign investor brought many positive effects. The small
municipality developed in the midst of the financial crisis. The new owner

: -

Figure 7.11 Impacts of FDI in tourism on micro level.

Source: Adapted from Peri¢, J. and Niksi¢ Radi¢, M., 2016b. Development Impact of FDI in
Hotel: Case Study of Terme Tuhelj in Croatia. Almatourism — Journal of Tourism, Culture and
Territorial Development, 7(13), pp. 66-78. doi:10.6092/issn.2036-5195/5983.
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initiated the development of tourism, the development of competitive and
complementary activities, preserved existing jobs, created new jobs and the
investor contributed in many ways to the local environment through nu-
merous sponsorships and donations. In addition to the direct effects of this
investment, there are also indirect effects in the form of consumption of
guests outside the hotel and the effects caused in the form of consumption
of hotel employees’ salaries.

Furthermore, it is logical to assume that there is a mapping of effects from
the micro level to the macro level as shown by the following scheme.

These effects of FDI on Croatian tourism have been proven empirically.
Peri¢ and Niksi¢ Radi¢ (2015) proved that FDI in tourism has a positive sig-
nificant effect on tourism productivity, i.e., that FDI in tourism influenced
the growth of tourism productivity in the observed period. Furthermore,
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Figure 7.12 Impact of FDI in tourism on Croatia tourism — Mapping effects from
micro level to macro level.
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Bezi¢ and Niksi¢ Radi¢ (2017) proved the causal link between FDI in tour-
ism and the gross value added of Croatian tourism both in the long run and
in the short run. It has also been proven that FDI in tourism influenced the
number of arrivals of foreign guests in Croatia (Peri¢ and Niksi¢ Radi¢,
2016a). FDI in tourism also affected the overall inflow of FDI into the Cro-
atian economy (Niksi¢ Radi¢, 2014).

Given that tourism in general plays a strong multiplicative role in the
economy, it is possible to conclude that FDI in Croatian tourism so far im-
proved the overall situation in the economy. FDI raised the overall well-
being of citizens, positioned the country on the global tourism map, raised
the image of the country as a desirable investment destination and improved
the structure of accommodation capacities (especially hotel ones). However,
this is still far from a satisfactory structure of accommodation capacities
and potential that Croatia has.

Croatia Still Needs FDI in Tourism but Is It Attractive to
Foreign Investors?

It is quite clear that the further development of Croatian tourism still needs
FDI, especially in terms of attracting global hotel brands.

The main competitors of Croatian tourism in the Mediterranean re-
gion are attracting more investment in the hospitality sector than Croatia
(Patricolo, 2019). The fact is that Croatia as a tourist destination is becoming
increasingly attractive. In 2018, Croatia appeared on Virtuoso’s 2018 Luxe
Report list of the top emerging destinations: Iceland, Croatia, Japan, Cuba
and Portugal (Virtuoso, 2017). In 2021, Virtuoso included Croatia on the
list of the world’s most desirable destinations alongside South Africa, Italy,
Australia, France, Japan, Great Britain, Greece, Argentina, Kenya, Bot-
swana, Spain, Iceland, Portugal, Mexico, New Zealand, Ireland, Tanzania
and Zanzibar, Thailand and California (Virtuoso Wanderlist). As a result,
“high-end hotel brands” are showing increasing interest in entering the Cro-
atian market (Patricolo, 2019). In the last few years, Croatia has thus become
extremely attractive to foreign investors in tourism. The first edition of the
Global Tourism Locations of the Future 2017/2018, fDi Magazine (Mullan,
2017), ranked Croatia as the seventh-largest destination with the greatest
investment opportunities in tourism. Two year later, Croatia is ranked as the
seventeenth-largest destination.

There are many investment opportunities in the Croatian tourism market,
still, given that the hotels’ supply does not match demand (Doggrell, 2018).
Nonetheless, the following should also be pointed out. According to Filip
Vucagic, director of Colliers Croatia, Croatia needs to attract greenfield in-
vestments, a huge potential for real estate investments in Croatia, especially
in tourism because “after the realisation of all brownfield investments —
which are the prime choice of investors and still available on the market — we
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will not have a lot of interest of investors in greenfield projects” (Patricolo,
2019).

What to do about it? In 2016, Peri¢ and Niksi¢ Radi¢ (2016¢) recognized
that political stability, stimulating macroeconomic business conditions (in-
cluding ranking at Doing Buissnes), removal of administrative and legisla-
tive barriers, removal of the country’s image as a corrupt destination and
educating tourism staff at all levels are of particular importance for FDI in
Croatian tourism. All of the above were the main obstacles to the entry of
foreign capital into the Croatian tourist market. High seasonality that dom-
inates the Croatian tourism market as well as poor positioning on the Doing
Business list (58th overall and 159th in dealing with construction permits)
are still the main barriers to entry of foreign investors (Horwath, 2019) and
the efforts of government officials in Croatia must be continuously focused
on improving such long-standing domestic issues.

Finally, it seems convenient to quote Fox (2014) and her view on Croatia:
“Invest in an unexplored destination and maintain it as a luxury property.
The investment is a good one whether you decide to sell or keep.”

Conclusion

The analysis of Croatian tourism in this chapter unequivocally points to the
poor structure of accommodation capacities in relation to other EU mem-
ber states and the extremely low representation of hotel accommodation.
In addition, Croatia is characterized by a very low presence of global hotel
brands in relation to other competitive tourist destinations, i.e., insufficient
attraction of FDI in tourism.

Even at the time of ex-Yugoslavia, there was a downward trend in over-
night stays by foreign tourists in hotels and a growing trend for overnight
stays in other types of tourist accommodation. “In 1965 51.1% of foreign
visitors stayed in hotels; ten years later only 47.3%, and, in the 1980s, only
41.9% of foreign tourists stayed in hotels” (Gosar, 1989).

In addition to such a legacy of the structure of accommodation capac-
ities, a problem arose during the development of Croatian tourism due to
the quality of hotel accommodation. During the Homeland War, many ho-
tel complexes on the Adriatic coast were abandoned, damaged and many
of them were owned by the state. Croatia, along with Slovenia and Bela-
rus, is the country with the highest number of state-owned enterprises in
Central and South-Eastern Europe. The number of state-owned enterprises
is about 260 enterprises per 1 million inhabitants (Richmond et al., 2019).
State-owned enterprises are not only present in natural monopolies, but are
also present in manufacturing for retail markets, construction and hotels
(EBRD, 2020). Poorly implemented privatization of such state-owned tour-
ist facilities and deindustrialization have led to a decline in competitiveness
and loss of achieved spatial planning standards (Kranj¢evi¢ and Hajdinjak,
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2019), which further affected the uncontrolled apartmentization of the Cro-
atian coast and poor accommodation structure.

The adoption of the Development Strategy of Croatian Tourism by 2020
officially determined the Croatian commitment to attracting FDI in tour-
ism, with special emphasis on global hotel brands. With such a political
orientation, Croatia has so far managed to attract a significant number of
hotel brands but still, not enough to be in line with the EU in the structure of
accommodation capacities. All previous research on the effects of FDI on
Croatian tourism only further emphasizes the need for such a commitment.
FDI in Croatian tourism affected its productivity, the number of interna-
tional tourism arrival and the overall level of FDI in the Croatian economy.

Today, Croatia is an established tourist destination with an over-tourism
burden on its back. This is a consequence of the poor structure of accommo-
dation capacities, which makes Croatian tourism extremely seasonal and thus
under the pressure of over-tourism in the summer months. Further, attracting
FDI to tourism, especially global hotel brands, Croatia could correct such a
situation because it is luxury hotel accommodation that has far less seasonal-
ity. It is a country that is very attractive both as a tourist and as an investment
destination, and in order to realize this potential, it is necessary to urgently
solve its long-standing problem — poor positioning on the Doing Business list.
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8 Foreign Direct Investment,
Tourism Development,
and Economic Growth

Evidence from
Sub-Saharan Africa

James Antwi

Introduction

The paper examines the causal link between foreign direct investment
(FDI), economic growth, and tourism in Sub-Saharan African (SSA) coun-
tries. The study investigates the short-run and the long-run effects of FDI
and economic growth on the development of the tourism industry using the
autoregressive distributed lag (ARDL) model.

Tourism is one of the largest and fastest-growing industries in the world
(Mustafa and Santhirasegaram, 2014). It has been an important contributor
to the export sector of SSA countries over the last 25 years. International
tourist receipts as a percentage of the total exports were 11.2% in 1998 and
averaging about 8.1% over the study period.1 The World Bank statistics show
that the annual average growth rate of international tourism arrivals in SSA
countries for the years 1995-2019 is about 5.9%. From 2016, Figure 8.1 shows
a steady decline of tourism receipt as a percent of export from 9.01% in 2016
to 8.09% in 2019. The maximum and minimum tourism receipts as a per-
cent of exports are 11.12% in 1998 and 5.76% in 2011, respectively. Over the
period 1995 to 2019, the total number of tourism arrivals increased from a
minimum of 14.24 million in 1995 to a maximum of 56.03 million in 2018
(see Figure 8.2 and Table 8.1). The average number of tourism arrivals is
approximately 33.3 million over the last 25 years in SSA.

FDI is a major stimulus to economic growth in developing countries
(Owusu-Antwi et al., 2013). According to the authors, FDI brings in needed
financial resources, technology, and human capital to grow the economics
of the destination countries; as a result, it has received the attention of poli-
cymakers in developing countries. Despite the importance of FDI, the flow
to SSA countries decreased from about US$45.23 billion in 2015 to nearly
US$31.71 billion in 2019, a decrease of approximately 29.9% (see Figure 8.3).
Middle African countries experience the worst decline of about 76.7% from
2015 to 2019. West African countries recorded a decrease of 42.6% over the
period 2015-2019. However, Southern African countries saw a rise in FDI
flow of about 59.5%. Figure 8.3 shows the trend in FDI inward flows for SSA
countries over the study period.
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The implication for the decline is that SSA countries need to compete to
attract FDI into the sub-region. SSA countries’ policymakers must create
the enabling environment necessary to bring in FDI. To reverse the declin-
ing trend, economic liberalization activities including trade openness nec-
essarily translate into significant FDI inflows into the destination countries.
FDI helps by adding to the resources available for investment and capital
formation (Owusu-Antwi et al., 2013).



TFDI & Economic Growth: Sub-Saharan Africa 147

Table 8.1 International tourism for SSA countries

Year International tourism, International tourism, International tourism,
number of arrivals (in  receipts (current US$  receipts (%6 of total
millions) in millions) exports)

1995 14.24 7,201.60 8.36

1996 16.10 8,010.82 8.50

1997 16.68 8,647.72 9.64

1998 17.80 9,142.86 11.12

1999 19.17 9,509.46 9.47

2000 19.46 8,536.85 7.31

2001 20.39 9,146.05 8.27

2002 22.03 10,135.05 8.95

2003 22.78 14,379.72 10.04

2004 24.55 16,702.40 9.12

2005 26.20 18,958.31 7.81

2006 29.58 21,231.55 7.69

2007 34.45 25,110.38 7.22

2008 35.52 25,423.46 5.97

2009 36.48 23,547.69 7.27

2010 40.09 26,210.21 6.34

2011 40.26 28,933.94 5.76

2012 42.69 31,320.18 6.34

2013 44.20 31,307.51 6.36

2014 45.96 32,471.95 6.96

2015 48.39 29,639.33 8.23

2016 50.61 29,944.07 9.01

2017 52.27 34,084.61 9.00

2018 56.03 36,068.86 8.52

2019 55.25 35,296.56 8.09

Source: World Development Indicators.
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Figure 8.3 The trend in FDI annual flow (US$ at current prices in billions) in SSA
countries during 1995-2019.
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The evolution of FDI inflows to SSA countries is generally positive from
$4.43 billion in 1995 to $31.71 billion in 2019. SSA’s FDI annual inward flow
reached a maximum of $45.23 billion in 2015 and declined to $31.71 billion
in 2019. Similarly, international tourism arrivals have also increased over
the study period from 14.24 million tourists in 1995 to 55.25 million tourists
in 2019. International tourism receipts as a percent of export marginally
decreased from 8.36% in 1995 to 8.09% in 2019 (see Table 8.2).

Empirical studies show that tourism and FDI promote economic growth
(Craigwell and Moore, 2008; Read, 2008). According to Tang, Selvanathan,
and Selvanathan (2007), FDI plays an important role in developing the tour-
ism industry. Tourism has contributed to economic development in many

Table 8.2 Foreign direct investment: inward flows, annual (US dollars at current
prices in billions)

Year Eastern Middle Southern Western Total SSA
Africa Africa Africa Africa
1995 0.68 0.36 1.53 1.86 4.43
1996 0.72 0.18 1.07 2.62 4.59
1997 1.24 0.31 4.02 2.72 8.29
1998 1.75 1.83 0.91 2.51 7.00
1999 1.56 2.96 1.69 2.34 8.55
2000 1.47 1.53 1.27 2.13 6.40
2001 1.58 372 7.24 2.07 14.61
2002 1.73 3.96 2.28 291 10.88
2003 2.02 6.25 1.28 3.36 12.91
2004 2.33 3.70 1.54 3.66 11.23
2005 2.54 0.72 7.29 7.12 17.67
2006 3.33 1.32 1.33 7.05 13.03
2007 6.22 4.30 7.88 9.56 27.96
2008 6.84 6.04 10.57 12.36 35.81
2009 7.49 7.54 8.71 14.76 38.50
2010 10.22 4.32 4.27 12.02 30.83
2011 11.14 2.41 5.52 18.34 37.41
2012 14.82 3.74 5.85 15.92 40.33
2013 15.49 -1.96 9.27 16.57 39.37
2014 14.49 8.46 6.85 12.12 41.92
2015 13.36 17.95 3.21 10.71 45.23
2016 12.42 4.87 2.93 11.96 32.18
2017 12.85 1.20 2.71 11.51 28.27
2018 12.94 2.53 6.06 13.72 35.25
2019 11.54 4.18 5.12 10.87 31.71
Mean* 6.83 3.70 4.42 8.43 23.37
Median* 6.22 3.70 4.02 9.56 27.96
Minimum* 0.68 -1.96 0.91 1.86 4.43
Maximum* 15.49 17.95 10.57 18.34 45.23
Growth rate 13.62% =76.71% 59.50% —42.64% —29.89%
2015-2019*

Source: United Nations Conference on Trade and Development.
*: Author’s calculations.
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countries (Cortes-Jimenez and Pulina, 2010). Khoshnevis Yazdi, Homa
Salehi, and Soheilzad (2017) find a positive relationship between tourism
and economic growth. Tourism contributes to foreign exchange income,
employment, and economic growth (Craigwell, 2007; Craigwell and Moore,
2008; Read, 2008; Samimi, Sadeghi and Sadeghi, 2017). Studies show a
growing interest in the link between FDI and tourism development (Kundu
and Contractor, 1999; Sanford Jr and Dong, 2000; Tang et al., 2007; Craig-
well and Moore, 2008; Selvanathan, Selvanathan and Viswanathan, 2012;
Fereidouni and Al-Mulali, 2014). Despite the importance of FDI and tour-
ism to economic development, to the best of my knowledge, no empirical
study has been done on the nature of their linkage for SSA countries using
the panel ARDL model.

Prior studies on FDI and tourism have mainly focused on a single coun-
try, e.g., Sanford Jr and Dong (2000) for the United States; Balaguer and
Cantavella-Jorda (2002) for Spain; Tang et al. (2007) for China; Cortes-
Jimenez and Pulina (2010) for Spain and Italy; Selvanathan et al. (2012) for
India; Alam et al. (2016) for Saudi Arabia; Khoshnevis Yazdi et al. (2017)
for Iran; Yu-Chi and Lin(2018) for Taiwan. Other studies have a focus on re-
gions outside SSA countries, e.g., Khoshnevis Yazdi et al. (2017) for EU. The
authors examine the relationship between FDI and tourism development
in EU countries; the link between FDI in real estate and tourism in OECD
countries (Fereidouni and Al-Mulali, 2014); FDI and tourism in Small Is-
land Developing States or SIDS (Craigwell and Moore, 2008); and FDI and
tourism in Asian countries (Salleh, Othman and Sarmidi, 2011).

Some studies have examined the link between tourism and economic
growth. Banday and Kocoglu (2015) report tourism as a long-run economic
growth factor in an empirical investigation for India using causality anal-
ysis; Kreishan (2010) examines tourism and economic growth for Jordan.
Mustafa and Santhirasegaram (2014) investigate the relationship between
tourism receipts and sustainable economic growth in Sri Lanka, and Oh
(2005) shows the contribution of tourism development to economic growth
in the Korean economy.

Most of the studies use time series econometric models (Oh, 2005; Tang
et al., 2007; Kreishan, 2010; Mustafa and Santhirasegaram, 2014; Banday and
Kocoglu, 2015; Alam et al., 2016; Samimi et al., 2017; Yu-Chi and Lin, 2018).

This research builds on prior studies in two important ways. First, this
study is the first to use a comprehensive data set from 1995 to 2019 to exam-
ine the link between tourism development, FDI, and economic growth for
SSA countries using the panel ARDL model. Second, I aim to add more evi-
dence to the causal effect of FDI on the tourism industry for SSA countries.

The structure of the paper is as follows. The next section discusses the rel-
evant literature, focusing mainly on the relationship between foreign direct
investment and tourism. The third section explains the methodology, while
the fourth section focuses on the empirical analysis and discussion of the
results. The fifth section provides conclusions and policy recommendations.
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Literature Review

Existing literature shows no consensus on the causal link between FDI and
tourism. Tang et al. (2007) examine the relationship between FDI and tour-
ism in China from 1985 and 2001 using a vector autoregressive (VAR) model.
The authors report that FDI positively impacts tourism. Samimi et al. (2017)
evaluate the causal link between tourism and FDI with data from 1995 to
2008 for some developing countries using the panel Vector Error Correction
Model (VECM) model. They record a bilateral long-run causality between
FDI and tourism. However, the authors did not find any short-run associa-
tion between FDI and tourism.

Sanford Jr and Dong (2000) study the association between tourism and
FDI in the United States. The writers use the TOBIT model in their study
and notice a positive and significant relationship between tourism and FDI
in the United States. The authors suggest that international tourism allows
potential investors to obtain first-hand knowledge of the environment of
the country being visited and, as a result, investment possibilities could be
identified (Craigwell and Moore, 2008).

Read (2008) examines the factors that contribute to FDI inflows in SIDS.
The results show that openness to trade, income levels, and broad regional
location positively impact FDI inflow in SIDS. In their study of the rela-
tionship between FDI and tourism in SIDS, Craigwell and Moore (2008)
find a bi-directional causal relationship between tourism and FDI inflows.
However, the causal relationship mainly runs from FDI to tourism, suggest-
ing that FDI provides the capacity for SIDS countries to grow their tourism
industry. Alam et al. (2016) examine the association between FDI and tour-
ism in Saudi Arabia using quarterly time series data from 2000 to 2013. The
findings indicate a positive bi-directional causal link between tourism and
FDI in the short run and long run.

A 2017 study by Khoshnevis Yazdi, Nateghian and Sheikh Rezaie shows
no causal link between FDI and tourist receipts for EU countries. The au-
thors study the effect of FDI, official exchange rate, and trade on tourism
development for 27 countries from 1995 to 2014. They employ the pooled
mean group model. The evidence suggests no causal association between
FDI and tourist receipt. However, the authors find a bi-directional causal
link between real exchange rate, trade openness, and tourist receipts.

Yu-Chi and Lin (2018) investigate the existence of causality relationships
among international tourist arrivals, foreign exchange income, foreign di-
rect investment, and economic growth (GDP) using Taiwan’s tourism data
from 1976 to 2016. The results suggest long-run relationships among the var-
iables. The Granger causality results indicate a bi-directional causality be-
tween tourism and GDP. The authors find no evidence that tourism causes
FDI or FDI causes tourism.

Using a data set from 1960 to 2000, Dritsakis (2004) studied the long-term
effects of tourism on the economic growth of Greece. The author used the
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VAR model. The result exhibits a bi-directional causality between tourism
and economic development. The study also finds a causal relationship be-
tween the real exchange rate and tourism. A 2002 study by Balaguer and
Cantavella-Jorda also shows that tourism promotes economic growth in
Spain over the last three decades. Oh (2005) observes that tourism impacts
positively economic growth in South Korea from 1975 to 2001 in the short
run. The author uses VAR model in the study. The finding, however, shows
no long-run association between tourism and economic growth.

A 2010 study by Kreishan records that tourism promotes economic
growth in Jordan in the long run. The author uses time series annual data
from 1970 to 2009. Mustafa and Santhirasegaram (2014) investigated long-
run and short-run relationships between tourism and economic growth in
Sri Lanka. Using data from 1978 to 2011, the findings exhibit a long-run pos-
itive tie between tourism and economic growth. According to Banday and
Kocoglu (2015), tourism is a major contributor to economic growth in the
short run and long run. The evidence is based on time series data from 1991
to 1991 in India using the co-integration test and VECM. Cortes-Jimenez
and Pulina (2010) state that tourism causes economic growth for Spain and
Italy using data from the 1950s and 1960s, respectively. Table 8.3 shows a
summary of literature review on the link between tourism and FDI.

Methodology

The objective of this section is to design an empirical model and estima-
tion techniques to examine the tourism-FDI-economic growth relation-
ship. Table 8.4 shows variable names, description, unit of measurement,
and sources. | use international tourism, number of arrivals to proxy tour-
ism. Empirical literature using tourist arrivals to measure tourism includes
Willem te Velde and Nair (2006), Tang et al. (2007), Salleh et al. (2011),
Fereidouni and Al-Mulali (2014), and Samimi et al. (2017).

I use FDI — annual inward flow to measure FDI; I use real GDP per cap-
ita to measure economic growth, and the real effective exchange rate to
measure the official exchange rate. Empirical literature using real exchange
rate includes Dritsakis (2004) and Khoshnevis Yazdi et al. (2017). I use real

Table 8.3 Summary of literature review

FDI causes tourism Tourism causes FDI No relationship

(Craigwell and Moore, (Sanford Jr and Dong, (Willem te Velde and Nair,

2008) 2000) 2006)
(Tang et al., 2007) (Craigwell and Moore, (Khoshnevis Yazdi et al.,
2008) 2017)
(Samimi et al., 2017) (Samimi et al., 2017) (Yu-Chi and Lin, 2018)

Source: Author’s compilation.
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Table 8.4 Overview of variables

Variable =~ Description Unit of measurement Source

TA International tourism, Number in millions World Development
number of arrivals Indicators

FDI Foreign direct USS at current United Nations
investment: Inward prices in billions Conference on Trade
flow, annual and Development

GDP GDP per capita USS$ at constant World Development

2010 Indicators

ExchRate Real effective Index (2010 = 100) World Development

exchange rate Indicators

variables based on the availability of data and whenever possible. The real
values remove the effect of inflation to obtain a more accurate picture of the
trends in the variables.

This research uses a panel of 41 SSA countries over 1995-2019 to examine
the relationship between tourism, FDI, and economic growth. Other stud-
ies have used panel data set to explain the link between tourism and FDI
(Khoshnevis Yazdi et al., 2017). The panel ARDL estimator controls for the
endogeneity concerns of FDI and international tourism. Empirical evidence
shows the existence of a bi-directional causal relationship between FDI and
tourism (Craigwell and Moore, 2008; Fereidouni and Al-Mulali, 2014; Alam
et al., 2016; Samimi et al., 2017; Yu-Chi and Lin, 2018).

This paper uses a panel ARDL model and the Pooled Group Mean
(PMG) estimator proposed by Pesaran, Shin, and Smith (1999) to examine
the effect of FDI and economic growth on tourism development. The data
is an unbalanced panel of 41 SSA countries over 1995-2019. Pesaran et al.
(1999) use the ARDL (p, ¢, ...., g) model as the empirical structure. The
PGM estimator permits the short-run coefficients to vary across countries
while restricting the homogeneity of long-term coefficients across coun-
tries (Pesaran et al., 1999). The base model for FDI, economic growth, and
tourism is as in equation (8.1). The base ARDL (1, I, 1, 1) model is shown
in equation (8.2). The lag order of the ARDL is based on the Akaike Infor-
mation Criterion (AIC).

V4 q q
InTA,= ) ByInTAi;+ D 8;FDI;_;+ D ¢;InGDPyj+FEys, (8.1
j=1 j=0 =0
In TA” = ﬁlj In TAit—l +(SIJFDIH + 5UFDI,[ +¢,’0 In GDI)” + ¢i0
INGDP,_; + FE, 8.2)

where InT4; is tourists arrival in year ¢ for country 7, InT4;_; is tourists

arrival in year ¢=j, FDI;, is country i FDIl in year ¢, FDI;;_; is country i FDI
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in year =j. The InGDPF; is country i GDP in year ¢, and InGDPF;_; is country
i GDP in year t—j, FE; is the unobserved country fixed effects, and g; is an
error.

The re-parametrized ARDL (1, 1, 1, 1) error correction model is specified
in equation (8.4), which is derived by adding equations (8.2) and (8.3) and
rearranging it.

~InTA,_ =InTA,_ +8, +¢ —¢ —¢ InGDP, 8.3)
AIHTA” =9[lnTA,-,,1 _A"i Xit]+r'i AX,'[ (84)
Notes:

* 0;=—(1-p;) is the group-specific speed of adjustment coefficient
(expected -2 < 6, <0).

e A =|:(5i0 ) Ifl’io i ]:| is a vector of long-run relationships.
- N 1-5;

* X', =[FDI; InGSDP;]

* [InTA4;_;—InGSDP;]is the error correction term.

o T';=—81¢1]is a vector of the short-run dynamic coefficients.

* Adis the first difference operator.

Another estimator, the mean group (MG), is consistent when the slope and
intercepts differ across countries (Pesaran et al., 1999). I use the Hausman
test to select between the PMG and the MG estimators based on their con-
sistency and efficiency properties (Pesaran et al., 1999). The PMG estimates
are consistent and efficient in a long-run link between stationary (i.e., 1(0))
and integrated (i.e., I(1)) variables (Pesaran et al., 1999). For the PMG esti-
mates to be consistent and efficient, the coefficient on the error-correction
term should be negative and greater than —2 (Loayza and Ranciere, 2004).

Empirical Results

This section presents the results of the link between tourism, FDI, and
economic growth. The results of estimating equation (8.4) are presented in
Tables 8.6 and 8.7. Table 8.5 shows descriptive statistics. The ARDL model
does not require pre-testing of the order of integration of the variables (Lee
and Wang, 2015). Tables 8.6 and 8.7 show the coefficient of the error correc-
tion term between —0.350 and —0.259 and are significant at the 1% level. They
also have the required negative sign, suggesting the speed of adjustment to-
ward the long run is between 25.9% and 35%. Table 8.6 shows the Hausman
test and the long-run and short-run coefficients for economic growth and
FDI. The Hausman test implies that PGM estimation is appropriate.
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Table 8.5 Summary statistics

Variable Obs.  Mean Std. Dev.  Minimum  Maximum

Dependent Variables

Log tourist arrivals 838 12.604  1.565 7.973 16.532

Explanatory Variables

Foreign direct investment 838 7124 1914 0.280 12.098

Log gross domestic 838 7.002  0.959 5.213 9.619
product

Table 8.6 The long- and short-run effects of foreign direct investment (FDI) on
tourism dependent variable: log tourist arrivals dynamic specification:

ARDL (111)
Estimator PMG MG Hausman test Robust OLS
Long-run coefficients
Log foreign direct 0.143***  1.450 Hy: PMG 0.469%**
investment (0.015) (1.095) H,: MG (0.021)
Log gross domestic 1.431%** 3967 Chi-square 0.40%**
product (0.087) (4.564) statistic = 0.65 (0.039)
[0.723]
Error correction —0.350%** —().588%**
coefficients: Phi (0.093) (0.069)
Short-run coefficients
A Log foreign direct —0.061 0.002
investment (0.098) (0.093)
A Log gross domestic 0.876%* 0.827
product (0.301) (0.589)
Constant 0.586%** —0.012 6.493%**
(0.133) (2.523) (0.284)
F-statistics 374.06%**
R-squared 0.484
Number of countries 41 41
Number of observations 772 838

Note: ¥** ** * significant at 1%, 5% or 10%, respectively. Standard errors in parentheses.

Findings from Table 8.6 means that FDI and economic growth positively
impact tourism development in the long run. The result implies that in the
long run, FDI and economic growth are vital for tourism growth in SSA.
Table 8.6 also shows a short-run positive effect of economic growth on
tourism.

According to Table 8.6, FDI and economic growth are statistically sig-
nificant at a 1% significant level. In the long run, the coefficient of FDI and
economic growth are 0.143 and 1.431, respectively. This means that a 1%
increase in FDI and economic growth will lead to a 0.143% and 1.431% in-
crease in tourism, respectively. In the short run, the coefficient of economic
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growth is 0.876 and it is significant at the 5% significant level. A 1% increase
in economic growth will result in a 0.876% rise in tourism in the short run.
Also, the results of a robust OLS estimation show a strong correlation be-
tween FDI and tourism as well as between economic growth and tourism.

Table 8.7 shows the results of estimating equation (8.4) for FDI, economic
growth, and tourism. I estimate six models that include model 1, which con-
tains only FDI as an explanatory variable. Model 2 adds economic growth,
and Model 3 adds real exchange rate to the equation. I also run three robust
OLS models. For all the six models, the coefficients of FDI are statistically
significant at a 1% level. Models 1, 2, and 3 show that FDI positively impacts
tourism in the long run. Moreover, models 4, 5, and 6 suggest a strong corre-
lation between FDI and tourism. The findings are in line with the works of
Tanget al. (2007), Craigwell and Moore (2008), and Samimi et al. (2017). The
positive link between tourism and GDP suggests that richer countries at-
tract tourists as compared to poor countries. This may be that richer coun-
tries are better able to provide better infrastructure including hotels and
better security that attract international tourist arrivals.

The results of this research are generally consistent with other empiri-
cal studies on the link between tourism, FDI, and economic growth. The
evidence suggests that FDI and economic growth are important drivers of
tourism in the long run. Also, economic growth positively affects tourism
in the short run. However, the finding of Table 8.7 shows that exchange rate
appreciation increases the price of goods and services and therefore causes
a fall in export including tourism, confirming the theoretical prediction of
exchange rate appreciation on export.

Conclusion and Policy Recommendation

Tourism has been an important contributor to the export sector of SSA
countries over the last 25 years. International tourist receipts as a per-
centage of the total exports were 11.2% in 1998 and averaging about 8.1%
over the study period. Tourism receipts as a percent of export have fallen
from 9.01% in 2016 to 8.09% in 2019. Over the period 1995 to 2019, the
total number of tourism arrivals increased from a minimum of 14.24 mil-
lion in 1995 to a maximum of 56.03 million in 2018. The average number
of tourism arrivals is approximately 33.3 million over the last 25 years in
SSA countries.

FDI is a major stimulus to economic growth in developing countries at-
tracting foreign exchange, technology, and human capital to grow the eco-
nomics of the destination countries. As a result, it has received the attention
of policymakers in developing countries. Despite the importance of FDI,
the flow to SSA countries decreased from about US$45.23 billion in 2015
to nearly US$31.71 billion in 2019, a decrease of approximately 29.9%. The
implication for the decline is that SSA countries need to compete to attract
FDI into the sub-region. SSA countries’ policymakers must create the ena-
bling environment necessary to bring in FDI. To reverse the declining trend,
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economic liberalization activities including trade openness are necessary to
translate into significant FDI inflows into SSA countries.

Empirical evidence shows that FDI and tourism are necessary for eco-
nomic growth. This study uses a panel data set of 41 SSA countries from
1995 to 2019. The results of the ARDL model suggest that FDI and eco-
nomic growth are key drivers of tourism growth in the long run in SSA
countries. The findings are consistent with the works of Tang et al. (2007),
Craigwell and Moore (2008), and Samimi et al. (2017). Policymakers should
implement programs that promote FDI with the attendant results of tour-
ism development and economic growth.

Note
1 The World Bank: World Development Indicators.
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9 The Relationship between
FDI and Tourism Growth

A Case Study of China

Eliyathamby A Selvanathan,
Maneka Jayasinghe and Saroja Selvanathan

Introduction

Tourism is one of the fastest growing industries and plays a significant role
in the global social and economic arena. According to the World Tourism
Organization (WTO), in 2019, the tourism sector generated US$1,733 bil-
lion in export revenue, which is around 7% of the world exports of goods
and services. During the same year, 1,462 million tourists travelled around
the world. With globalization, tourism has become a major export sector in
many countries. While the tourism sector generates income, taxes, foreign
exchange earnings and employment (Choi & Sirakaya, 2006; Dwyer & For-
syth, 2008; Jayasinghe & Selvanathan, 2021), it also creates the same multi-
plier effect on a number of other sectors of the economy, such as transport
and communication, construction, education, health, retail and services,
eventually leading to increased overall economic growth in most countries.
One of the key elements for a successful tourism sector in a country is hav-
ing good quality tourism related infrastructure, such as hotels, restaurants,
transport, communication, highways etc. Most countries, especially devel-
oping countries, do not have the resources to invest in tourism-related in-
frastructure and hence they heavily depend on Foreign Direct Investments
(FDI). Therefore, naturally, FDI plays a significant role in the growth of the
tourism sector.

When China started to open its economy to the outside world in 1979
there was almost no FDI inflow. However, this rapidly increased to US$235.4
billion in 2018 (1.7% of China’s GDP), with FDI stock totalling US$3,557 bil-
lion in 2019 over the period 1979 to 2019. During the initial period, most of
the FDI went into manufacturing. However, from the 1980s, when the Chi-
nese government introduced tax exemption policies on hotels constructed
by foreign investors, FDI received into China by the tourism sector slowly
started to gain momentum. This has resulted in China becoming the largest
FDI recipient over the last two centuries (Das, 2007).

The tourism industry in China has undergone rapid development since 1978
and at present it is considered as one of the world’s top 10 tourism destina-
tions (Arain et al., 2019; Tsang & Hsu, 2011). For example, in 2019 China was
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ranked as the fourth highest tourist destination, receiving 145 million inter-
national tourist arrivals, compatriots from Hong Kong, Macao and Taiwan,
and overnight visitors (Chinese Statistical Yearbook, 2019). Consequently,
during the past three decades, the tourism and hospitality industry in China
has developed from being small to large, and from rapid growth to maturity
(Tsang & Hsu, 2011; Tisdell & Wen, 1991). A detailed analysis of the evolution
of the Chinese tourism and hospitality industry can be found in Tsang and
Hsu (2011). While the relationship between FDI and tourism is quite intui-
tive, still there is a dearth of literature on this topic with respect to developing
countries, and in particular about China (for example, see, Tang et al., 2007).

The objective of this study is to examine the relationship between FDI
and tourism in China. For this purpose, we use two indicators to measure
tourism in China; international tourist arrivals and international tourism
receipts. While there is an emerging body of literature on this topic, some
authors have highlighted that published research which examined the em-
pirical relationship between international tourism and FDI is quite rare and
hence the need for further research (Katircioglu, 2011; Samimi et al., 2017).
To this end, the current study expands the existing literature on this topic.
This study differs from existing research on the link between FDI and tour-
ism in China in two ways. First, the current study uses the most recent data
available (up to 2019) for the empirical analysis (see for example, Tang et al.,
2007). Second, it uses two indicators to measure tourism — tourist arrivals
and tourism receipts (see for example, Tang et al., 2007; Chen, 2017). This
study provides a comprehensive and up-to-date analysis of the relationship
between FDI and tourism.

The organization of the paper is as follows. Section ‘Review of Litera-
ture’ presents a review of the literature on tourism and FDI. The follow-
ing section discusses the data used in the paper and presents a preliminary
analysis of the data. ‘Modelling the Relationship between Tourist Arrivals,
Tourism Receipts and FDI section presents the methodology to be used to
model the relationship between FDI and tourism and presents an econo-
metric estimation of the relationship. Finally, in section ‘Policy Implications
and Concluding Comments’, we discuss policy implications and present the
concluding comments.

Review of Literature

There is a growing body of literature on the relationship between tourism
activity and FDI, but publications are still scarce (Katircioglu, 2011; Samimi
et al., 2017). While some of the existing studies focus on the relationship
between tourism-related FDI, such as hotels and restaurants and tourism
growth, other studies focus on general FDI inflows and tourism growth. In
all of these studies, the number of international tourist arrivals has been
used as the indicator of tourism. Below we discuss the literature, with a spe-
cial emphasis on the literature regarding China.
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There are a number of studies that investigated the link between tour-
ism and FDI with respect to the hotel industry (see, for example, Dunning
and McQueen, 1981; Kundu and Contractor, 1999). Overall, these studies
revealed that rates of tourism growth, particularly business tourism, are
important determinants of FDI in international hotels. A majority of early
research on FDI and tourism was either based on qualitative research or
used a single equation approach. In addition, these studies did not focus on
examining the causal relationship between FDI and tourism. To overcome
this gap in the literature, some studies have highlighted the need for re-
search based on complete simultaneous equations models (see, for example,
Gupta, 1983; Witt & Witt, 1995; Lim, 1997; Shan & Wilson, 2001).

Sanford and Dong (2000) investigated the effect of tourism on FDI. The
study argued that incorporating tourism improves on existing research on
FDI. Empirical analysis based on a TOBIT model estimation showed a pos-
itive and significant relationship between tourism and subsequent new FDI
in the USA. The analysis, however, did not support the industry-specific ef-
fects, which suggest that tourism is associated with increased investment in
capital-intensive as well as service industries. The study does not investigate
the causal relationship between the variables of interest. Garcia-Flores et al.
(2008) examined the relationship between FDI, tourism development and
its impacts on the environment in Mexico from 1982 to 2007. The findings
showed that there is a positive relationship between FDI and tourism de-
velopment. Katircioglu (2011) employed the bounds test approach, Granger
causality tests and vector error correction modelling to examine the long
run equilibrium relationship between inbound tourism and FDI inflows in
Turkey between 1970 and 2005. Results suggested that both variables are in
a long-run equilibrium relationship only when FDI is a dependent varia-
ble under the Autoregressive Distributed Lag (ARDL) modelling approach.
The results revealed that international tourism is a catalyst for FDI in the
long run in Turkey. The study emphasized the need for Turkish authorities
to promote international tourism as FDI and thereby the economy would
be positively influenced by the development of this ‘foreign exchange’ earn-
ing sector. Using the quarterly data for the period 1995:2 to 2007:2, Selva-
nathan et al. (2012) investigated the causal relationship between FDI and
tourist arrivals in India. The study employed various time series econo-
metric techniques, such as unit root test and cointegration. The study also
employed the Vector Autoregressive (VAR) system in first-difference of the
two variables to investigate the causality between tourist arrivals and FDI.
The results revealed that there is only a one-way causal relationship from
FDI to tourism in India. Samimi et al. (2017) investigated the existence of
Granger causality and cointegrated relationships between tourism related
FDI and tourist arrivals in 20 developing countries using panel Vector Error
Correction Model (VECM) techniques from 1995 to 2008. The results indi-
cated the existence of a cointegrated relationship between variables in the
long run. In addition, the study found that there is a bidirectional long-run
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causality between tourism-related FDI and tourist arrivals and that there
is no short-run causality between variables. Bezi¢ and Niksi¢ Radi¢ (2017)
investigated the causal relationship between FDI in the tourism sector and
tourism gross value added in Croatia, using quarterly time series data from
2000:1 to 2012:4. The study employed various econometric techniques, such
as the unit root test, Johansen cointegration and the Granger causality test,
in a VECM, and the Toda—Yamamoto causality test in a VAR Model. The
results indicated the existence of a stable cointegrated relationship between
variables in the long term. A short-term relationship was also proven be-
tween FDI in tourism and gross value added, using the Toda—Yamamoto
causality test. Additionally, the study also found a causality between FDI
and tourism gross value added.

Amin et al. (2020) examined the relationship between FDI and tour-
ism receipts in Bangladesh using the annual time series data from 1972
to 2017. The study employed various econometric techniques, such as the
Augmented Dickey-Fuller (ADF), Phillips-Perron (PP) and Zivot Andrews
structural break augmented unit root tests, Johansen cointegration test,
Granger causality test, VECM, Dynamic Ordinary Least Square (DOLS)
and the ARDL estimation methods and Cumulative Sum (CUSUM) sta-
bility test for the analysis. The results revealed that there is a unidirec-
tional causal relationship running from FDI to tourism in the short run
and long run in the case of Bangladesh. The long-run estimation results
of DOLS indicated that a 1 million USD increase in FDI will increase
tourism receipts by 0.065 million USD, while ARDL results indicated that
a | million USD increase in FDI will increase tourism receipts by 0.062
million USD, respectively.

There are several studies that examine the relationship between FDI and
tourism in China. Tisdell and Wen (1991), in a qualitative study, discussed
various policy issues with respect to FDI inflows in the tourism industry in
China during the period 1979-1988. The study revealed that the fast growth
rate of the tourism sector in China is one of the driving forces of foreign
investment in China’s tourism industry. Tang et al. (2007) investigated the
causal link between FDI and tourism in China, using the Granger causality
test under a VAR framework. For this purpose, the study used quarterly
time series data for the period 1985:1 to 2001:3. The results showed a uni-
directional causality running from FDI to tourism. Chen (2010) analysed
the influence of FDI within China’s tourism industry considering the im-
balance of the development process across coastal and inland regions from
1978 to 2008. The results demonstrated that impacts of FDI on the tourism
industry in the coastal regions are greater than those of inland regions.
The study concludes that the coastal regions have experienced rapid eco-
nomic and tourism development followed by the inflow of FDI and political
preferences.

Chen (2017) examined the relationship between inbound tourism and FDI
in China over the period 2000-2014, using the dynamic panel approach.
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The empirical results showed that growth of inbound tourism promotes
FDI into the tourism industries as well as to other sectors in the econ-
omy. The study concluded that the flourishing inbound tourism may have
spillover effects on FDI into non-tourism sectors. The study also revealed
that the inbound tourism development policy and inward FDI promotion
policy are complementary, and hence improved coordination can maxi-
mize the effect of policies. Arain et al. (2019) investigated the asymmetric
effect of inbound tourism on FDI in the world’s top tourist destinations
(China, Russia, USA, Spain, Mexico, Italy, Germany, France, Turkey, and
the UK), using monthly data over the period 1995 and 2017. The study em-
ployed the quantile-on-quantile (QQ) approach as it assesses how various
quantiles of inbound tourism affect different quantiles of FDI. Addition-
ally, the Granger causality test in quantiles was also employed in this study
to investigate the causal relationship between tourism and FDI in selected
countries. The empirical results indicated that the relationship between in-
bound tourism and FDI is mostly positive for all countries except Mexico
and Russia on low and middle quantiles. Nevertheless, significant differ-
ences between countries and across all quantiles of inbound tourism and
FDI were found. Applying the negative binomial model to 2001-2015 panel
data from China, Song et al. (2019) examined the spillover effect of inward
FDI on tourism-based outward FDI. The results confirmed the positive ef-
fect of China’s inward FDI on its tourism-based outward FDI. The study
also revealed that both the FDI penetration and tourism-based inward FDI
in a province were found to significantly affect the province’s tourism-based
outward FDI. In particular, foreign investments in highly rated hotels sub-
stantially affected tourism-based outward FDI.

In summary, a majority of studies find that there is a positive relationship
between FDI and tourism development. However, the direction of the cau-
sality varies depending on the country of investigation, econometric tech-
niques used and the period of data used in the analysis. The next section
describes the data on China used in the current study and presents a prelim-
inary data analysis.

Preliminary Data Analysis

In this paper, we use data on three variables, namely number of interna-
tional tourist arrivals (TA), international tourism receipts (TR) and Foreign
Direct Investment (FDI) inflows into China. We use data for the period
1978-2019 for the above three variables. The data for these variables are
collected from various issues of the China Statistical Yearbook.

Table 9.1 presents the original level form data and the respective growth
rates for TA, TR and FDI for selected years during the sample period 1978—
2019. Figure 9.1 A—G plot these data in graphical form. As can be seen,
the number of international tourist arrivals in China was below 50 million
until 1995 which nearly tripled to 133 million within the next 15 years and
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Table 9.1 Descriptive summary statistics

International tourist International FDI inflows to China

arrivals tourism receipts
Year Millions  Growth — US$ Growth  US$ Growth % of
(1) (2) rate million rate billion rate GDP

(3) (4) (5) (6) (7) (8)

1980 5.7 357 0.6 50.0 0.1 0.0
1985 17.8 38.0 1.3 18.2 1.7 31.9 0.5
1990 27.5 12.2 2.2 15.8 3.5 2.8 1.0
1995 46.4 6.2 8.7 19.2 35.8 6.1 4.9
2000 83.4 14.6 17.3 15.4 42.1 2.6 3.5
2005 120.3 10.3 29.3 5.6 104.1 52.8 4.6
2010 133.8 5.8 45.8 15.5 243.7 86.0 4.0
2015 133.8 4.1 45.0 2.1 242.5 -9.6 2.2
2019 145.0 2.7 35.8 -11.3 155.8 -33.8 1.1
Mean 74.1 13.0 19.6 13.6 86.8 324 2.6

A: Tourist arrivals, China, 19782019 C.International tourist receipts , China, 1978
nnnnn @ E. FDI inflows, China, 1979-2019
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Figure 9.1 International tourist arrivals, tourism receipts and FDI, and their
growth rates, China, 1978-2019.

then reached 145 million in 2019, just before the onset of the COVID-19
pandemic.

Generally, an upward trend can be seen in Figure 9.1-A over the sample
period of four decades, 1978-2019, with some falls during 1989 (Tianan-
men Square incident), 2003 (SARS virus), 2008-2009 (Anti-China protests
by Pro-Tibet activist, Swine flu and the Global Financial Crisis), 2012-2014
(start of Hong Kong Protests). This is also reflected in Figure 9.1-B where
we plot the growth rate of tourist arrivals. As can be seen from Figure 9.1-
C, the international tourism receipts to China has shown a similar pattern
to the number of tourist arrivals while there is a downward trend in the
receipts in the later years 2014-2019. This could be partly due to the Hong
Kong protests and also due to the trade dispute between Beijing and Wash-
ington that have been adversely affecting the tourism industry in China
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(Kurtenbach and Oslon, 2020). This observation is also reflected in Figure
9.1-D where we plot the growth rate in international tourism receipts to
China. Figure 9.1-E and F plots the FDI inflows to China and its growth
rate during the sample period 1978-2019. As can be seen, while almost nil
in 1978, the FDI inflow is small until 1991, reached double digit numbers in
1992 and increased to a three-digit figure in 2005. FDI reached a maximum
of US$291 billion in 2013 and started to fall from 2014. Figure 9.1-G plots
the FDI inflows as a percentage of GDP. As can be seen, FDI inflows as
a percentage of GDP shows a positive trend until 1993 and then declines
steadily (Figure 9.2).

Touristarrivals vs FDI, China, 1978-2019
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Figure 9.2 Tourist arrivals and tourism receipts vs FDI, China, 1978-2019.
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Modelling the Relationship between Tourist Arrivals, Tourism
Receipts and FDI

In this section we address a number issues in relation to the relationship
between (1) international tourist arrivals (TA) and FDI and (2) International
tourisms receipts (TR) and FDI. In constructing these two relationships
first we need to consider the causality between TA and FDI and TR and
FDI. We employ the Granger (1986) causality test to investigate these two
causal relationships between the two set of variables. For example, to test
the Granger causality between TA and FDI, we specify the following bivar-
iate VAR system of order p for the two variables TA and FDI (for example,
see Zapata and Rambaldi, 1997; Gujarati, 1995)

V4 V4
Ta, =R+ ) onTA i+ BaFDI, i +ey Q)
i=1 i=1
)4 D
FDI = Aoy+ Y 0 FDI i+ Y BT A +ex 92)

i=1 i=1

The null hypothesis of ‘FDI does not Granger cause TA’ can be tested by
using standard F-test of the joint hypothesis

Ho: Bii=Bu=...6,1=0 9.3)

If the above null hypothesis is rejected, then we conclude that ‘FDI Granger
causes TA’. Similarly, if the following null hypothesis is rejected we conclude
that “TA Granger causes FDI".

Ho: Bi2=Pn=...8,2=0 94

Table 9.2 presents the causality test results. As can be seen, at the 5% level,
TA Granger causes FDI and at the 10% level FDI Granger causes TA. Simi-
larly, at the 5% level, FDI Granger causes TR and TR Granger causes FDI.
This means that there is a two-way causality between TA and FDI as well
as TR and FDI.

The next step is to investigate the relationship between TA and FDI in the
short run and in the long run. For this purpose, we use the ARDL model
and the bounds test based on ARDL. Based on the causality results above,
we can set up the long-run regression models for estimation in the form

log(TA4)=o+Blog(FDI)+e 9.5)

and

log(FDI) = o+Blog(TA)+e 9.6)
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Table 9.2 Pairwise Granger causality tests

Null hypothesis F-statistic p-value
(1) (2) (3)
FDI does not Granger Cause TA 2.71 0.08
TA does not Granger Cause FDI 395 0.03
FDI does not Granger Cause TR 4.98 0.01
TR does not Granger Cause FDI 9.39 0.00

The attraction of the ARDL bounds test approach is that, (a) it does not re-
quire all the variables of the model to be integrated of the same order, that is,
all I(0) or all I(1); (b) it can be used in small sample situations as well; and (c)
long-run and short-run models can be estimated simultaneously. The AR-
DL(p, ¢) formulations of equation (9.5) and equation (9.6) can be written as

V4
ANTA)=0q+ B InTA +B I FDI,+ D 71, A(InT4,_,)
j=1
q
+ ) A(InEDI_ )+ 9.7)
=0

A(InFDI,) = o4 + B, InFDI,+ B, InTA,

oy 1y A(InFDI,- N 7 A(WTA ey 08)
J= J=YV 25

The ARDL bounds test can be used to test the long-run (or the cointegrat-
ing) relationship between TA and FDI based on a non-standard F-test by
testing the null and the alternative hypotheses;

Hj : B = B> = 0 (no cointegration)

H; : Atleastonof 8 or B, # 0 (existance of cointegration)

using the critical values provided in Pesaran et al. (2001). There are two sets
of critical values based on the assumptions that all variables are 1(0) and the
other is that all variables are I(1). If the calculated F-statistic is above the I(1)
critical value, then the null hypothesis should be rejected and conclude that
there is support for cointegration. If the calculated F-statistic is below the 1(0)
critical value then the null hypothesis should not be rejected and conclude that
there is no support for cointegration. If the calculated F-statistic is between the
1(0) critical value and the I(1) critical value, then the test result is inconclusive.

If we find cointegration between TA and FDI, then we can use an error
correction model to estimate the speed of adjustment of the disequilibrium
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caused by previous period shocks that re-converges to the long-run equilib-
rium. The error correction models which correspond to equations (9.7) and
(9.8) can be written as

AUnT4,) =0y +z; nA(InT4,. ) +ZZ=O 12;A(In FDI,.;)

+ 5ECt_1 + ut (9.9)

A(n FDI,) = o4 +2; 71,A(In FDI, j)+2j=0 1 A(InTA,;)

+O0EC,_ +v; ©.10)
where EC,_; is the error correction term derived from the long-run relation-
ship (9.5) for equation (9.9) and from the long-run relationship (9.6) for equa-
tion (9.10). The coefficients y; measure the short-run dynamics associated
with the long-run relationships and coefficient ¢ is the speed of adjustment.

Using the error correction models (9.9) and (9.10) we can also test three
forms of Granger causality, namely (a) short run causality by performing an
F-test on the short-run y;; coefficients; (b) a long-run causality using a t-test
on the error correction coefficient, J; and (c) a strong causality by testing
a joint F-test of the significance of the short-run coefficients y;;’s and error
correction coefficient 0 combined.

The following two points are worth noting in relation to the bounds test. (1)
Even though the bounds test approach does not generally require the order of
the integration of all the variables to be I(0) or I(1), it does require that none
of the variables in the model equation are of order I(2) or higher. In order to
ensure that none of the variables are integrated as I(2) or higher, we still need
to perform the unit root tests; (2) If some or all of the variables in a regression
model are non-stationary in their level form, then the least squares estima-
tion results using a regression model involving these variables may be spuri-
ous. As the bounds test results will also reveal whether the variables TA and
FDI are cointegrated, we can use the bounds test results to verify whether the
model estimation results are spurious or not. However, even if the variables
in the regression model are integrated of order 1, that is I(1), if they are coin-
tegrated, then the least squares estimation results would still be valid.

To ensure the three series TA, TR and FDI are either I(0) or I(1) and not
1(2) or higher, we perform the unit root (stationarity) test. Table 9.3 presents
stationarity test results based on the three commonly used unit root tests,
namely the Augmented Dickey-Fuller (1979) test (ADF), Phillips and Perron
(1988) unit root test (PP) and KPSS (Kwiatkowski et al., 1992) test results for
the three time series variables number of TA, TR and FDI. For the first two
tests, the null hypothesis is that there is a unit root in the series under con-
sideration (or the series under consideration is not stationary) and the null
hypothesis for the KPSS test is that there is no unit root in the series under
consideration (or the series under consideration is stationary).
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(1) ADF  p- Station- PP p- Station- KPSS Critical  Station- Conclu-

(2) value ary (5) value ary (8) value 5% ary sion

3) (4 (6) (7) 9) (10) (11)

TA —-487 0.00 Yes —4.61 0.00 Yes 0.20 0.15 No

-6.76  0.00  Yes -6.82 0.00 Yes 0.14 0.15 Yes 1(0) or I(1)
TR 041 099 No 0.41 0.99 No 0.20 0.15 No

-3.03 0.04 Yes —4.75 0.00 Yes 0.10 0.15 Yes 1(1)
FDI -3.19 0.10 No -3.57 0.04 Yes 0.20 0.15 No

=7.55 0.00  Yes —4.75 0.00 Yes 0.40 0.46 Yes 1(0) or I(1)
TA —-487 0.00 Yes —4.61 0.00 Yes 0.20 0.15 No

—6.76  0.00  Yes -6.82 0.00 Yes 0.14 0.15 Yes 1(0) or I(1)
TR 041 099 No 0.41 0.99 No 0.20 0.15 No

-3.03 0.04 Yes —4.75 0.00 Yes 0.10 0.15 Yes 1(1)
FDI -3.19 0.10 No -3.57 0.04 Yes 0.20 0.15 No

=7.55 0.00 Yes -475 0.00 Yes 0.40 0.46 Yes 1(0) or I(1)

Table 9.4 Bounds test results for testing cointegration

Model ARDL Null hypothesis F-test  F-test critical Conclusion
(1) Model (3) Statistic values at (7)
(2) (4) 5% level of
significance
1(0)  1I(1)
(5) (6
F(TA/FDI) ARDL(1,3) Hy:B;=p,=0 1177 394 452 TA and FDI are
(no cointegration) cointegrated
F(FDI/TA) ARDL(4,5) Hp:B;=p,=0 5.68 394 452 FDIand TA are
(no cointegration) cointegrated
F(TR/FDI) ARDL(S,1) Hy:Bi=p,=0 4.2 315 411 TR and FDI are
(no cointegration) cointegrated
F(FDI/TR) ARDL(1,2) Hy:B;=p>,=0 148.1 394 4.524 FDIand TR are
(no cointegration) cointegrated

As can be seen, all three series are either stationary in level form or sta-
tionery in their first-differences. This means that all three series are either
integrated of order 0 or 1, that is the three series are either I(0) or I(1), which
is the condition required for use of the ARDL bounds test. This means that

the bounds test approach can be used for further investigation.

Note: ADF and PP tests: Hy: series is non-stationary, KPSS: Hy: series is
stationary
Table 9.4 presents the bounds test results for cointegration. As can be
seen, in all cases, the value of the F-test statistics is larger than the bounds
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test upper limit — I(1) critical value — at the 5% level of significance. This
means that the variables TA and FDI and TR and FDI are cointegrated,
respectively.

Table 9.5 presents the corresponding long-run equilibrium relationship
and the estimates for the long-run coefficient. The signs of the estimates of
the long-run coefficients are positive as they should be and are statistically
significant at the 5% level. The estimated coefficient 0.241 for log(FDI) and
1.626 for log(TA) in line 1 of Part A the table means that a 1% increase
in FDI will result in an increase of 0.241% in international tourist arrivals
and a 1% increase in tourist arrivals will result in an increase of 1.626% in
FDI; the estimated coefficient 0.714 and 1.399 in line 1 of Part B of Table
9.5 means that a 1% increase in FDI will result in an increase of 0.714% in
international tourism receipts and a 1% increase in international tourism
receipts will result in a 1.399% increase in FDI.

Table 9.6 presents the short-run estimation results and the estimates for
the long-run error correction terms. As can be seen, all the error correction
coefficients are in the range —1 to 0 as they should be and are all statistically
significant. This result further confirms the findings of cointegration be-
tween TA and FDI and TR and FDI. The first error correction coefficient
of —0.188 means that approximately 18.8% of the disequilibrium in the re-
lationship between international TA and FDI caused by previous period
shocks are corrected within one period. The other error correction terms
can be interpreted in the same way.

Furthermore, the diagnostic test results presented in Table 9.7 reveal that
there is no serial correlation or heteroscedasticity issues with our bounds
test results. The CUSUM plots presented in Figure 9.3 and the Ramsey RE-
SET test results presented in Table 9.7 reveal that the models are stable.

Table 9.5 Long-run estimation results

Part A: Tourist arrivals

Dependent variable log(TAy) log(FDIy)
Constant LOG(FDI) Constant LOG(TA,)
Coefficient 3.715 0.241 —2.450 1.626
Standard error 0.457 0.082 1.629 0.321
p-value 0.000 0.006 0.145 0.000

Part B: Tourism receipts

Dependent variable log(TRy) log(FDIy)
Constant LOG(FDIy) Constant LOG(TRy)

Coefficient 0.714 -0.010 1.399

Standard error 0.022 0.184 0.052

p-value 0.000 0.956 0.000
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Table 9.6 Short-run estimation results

Dependent variable: Dlog(TA,)

ARDL(1,3) Estimate Standard error p-value
DLOG(FDI) 0.066 0.049 0.191
DLOG(FDI(-1)) -0.020 0.017 0.237
DLOG(FDI(-2)) -0.039 0.013 0.004
CointEq(-1)* —-0.188 0.031 0.000

Dependent variable: Dlog(FDI,)

ARDL(4,5) Estimate Standard error p-value
DLOG(FDI(-1)) 0.301 0.153 0.061
DLOG(FDI(-2)) —0.041 0.169 0.810
DLOG(FDI(-3)) 0.179 0.065 0.010
DLOG(TA) 0.237 0.402 0.561
DLOG(TA(-1)) -0.161 0.442 0.718
DLOG(TA(-2)) —-0.580 0.420 0.180
DLOG(TA(-3)) -0.697 0.403 0.096
DLOG(TA(-4)) —1.265 0.417 0.005
CointEq(-1)* —-0.378 0.088 0.000

Dependent variable: Dlog(TR,)

ARDL(5,1) Estimate Standard error p-value
DLOG(TR(-1)) -0.187 0.145 0.206
DLOG(TR(-2)) 0.078 0.140 0.580
DLOG(TR(-3)) 0.160 0.124 0.206
DLOG(TR(-4)) 0.204 0.125 0.112
DLOG(FDI) 0.303 0.068 0.000
CointEq(-1)* -0.252 0.086 0.006

Dependent Variable: Dlog(FDI,)

ARDL(1,2) Estimate Standard error p-value
DLOG(TR) 1.511 0.270 0.000
DLOG(TR(-1)) 0.490 0.261 0.068
CointEq(-1)* —-0.675 0.031 0.000

*1% level of significance

Policy Implications and Concluding Comments

This chapter examined the relationship between FDI and tourism, meas-
ured by international tourist arrivals and international tourism receipts, in
China. For this purpose, we used annual data over the period 1978-2019
and employed various time series econometric techniques. These include the
Granger causality test and the ARDL bounds test, and VECM frameworks.
Our results confirm a positive relationship between tourism (measured by
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A: Log(TA) vs log(FDI): ARDL(1,3) B: Log (FDI) vs log(TA): ARDL(4,5)
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Figure 9.3 CUSUM plots.

Table 9.7 Diagnostic test results

F-test p-value
Breusch-Godfrey serial correlation LM test
ARDL(,3) 0.259 0.774
ARDL®4,5) 1.944 0.165
ARDL(5,1) 0.404 0.672
ARDL(1,2) 1.986 0.121
Breusch-Pagan-Godfrey heteroscedasticity test
ARDL(1,3) 1.372 0.260
ARDL4,5) 0.538 0.847
ARDL(,1) 0.274 0.959
ARDL(1,2) 0.998 0.422
Ramsey RESET test
ARDL(,3) 1.172 0.287
ARDL®#4,5) 1.272 0.215
ARDL(5,1) 2.281 0.121

ARDL(1,2) 0.079 0.938
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international tourist arrivals and tourism receipts) and FDI, as found in
most of other studies concerning China and other countries. The Granger
causality test results indicated that there is a bidirectional causality between
tourist arrivals and FDI as well as tourism receipts and FDI. The long-run
estimation results show that a 1% increase in FDI will result in a 0.24%
increase in international tourist arrivals and a 1% increase in international
tourist arrivals will result in a 1.63% increase in FDI; a 1% increase in FDI
contributes a 0.71% increase in tourism receipts and a 1% increase in tour-
ism receipts leads to a 1.40% increase in FDI.

These results provide some useful insights for the tourism and FDI pro-
motion policies in China. In particular, these results confirm that FDI plays
a vital role in stimulating tourism growth, while tourism also presents as an
effective tool to attract FDI into China. Enhanced tourism as well as FDI
inflows would undoubtedly contribute to economic growth in China. There-
fore, further emphasis in providing a conducive environment to attract FDI
and strategies to attract more international tourists are encouraged.

Nevertheless, FDI and tourism growth are not without concerns. When
considering FDI and environmental pollution, literature shows mixed re-
sults; some studies have shown that FDI inflows are positively related with
energy use and CO, emissions (Nadeem et al., 2020; Shahbaz et al., 2018),
while most of the research on China suggests that there is no significant
positive relationship between FDI and environmental pollution and, in fact,
there is an increase in the air quality in some instances (Liu et al., 2018;
Kirkulak et al., 2011; Jiang et al., 2018). However, Liu et al. (2018) do note
that FDI inflows had distinct effects on different environmental pollutants.
In particular, FDI inflows were associated with reduced waste soot and dust
pollution, while it increased the degree of wastewater and sulfur dioxide
pollution. To this end, promoting further FDI inflows to China will not only
contribute to the development of the tourism industry but have limited or no
negative implications on environmental quality. Therefore, it may be worth-
while to provide incentives to foreign investors in tourism and other sectors
with stringent environmental rules to redirect the inflows of FDI into dirty
industries in China (Jun et al., 2018).

There is a growing body of literature that highlights the environmental
implications of tourism development. For example, a significant body of lit-
erature that confirms the causal relationship running from tourism to CO,
emissions world-wide and hence, the tourism industry is regarded as a major
contributor to climate change (see, for example, Durbarry & Seetanah, 2014;
Katircioglu, 2014; Selvanathan et al., 2020; Gossling et al., 2013). However, the
counterargument for this idea is that in a situation of considerably higher lev-
els of income growth, followed by high levels of FDI growth and the existence
of a high performing tourism industry, for example, the level of CO, emissions
may be mitigated, supporting the Environmental Kuznets Curve Hypothesis
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(EKCH) (Grossman & Krueger, 1991; De Vita et al., 2015). However, some
research on China confirms the former, where tourism contributes to CO,
emissions and environmental pollution (Tang et al., 2014; Sharif et al., 2020).

Given the pace of expansion of the tourism sector in China and its poten-
tial impact on the environment, there is an increasing responsibility for tour-
ism-related stakeholders to manage tourism in a sustainable manner. In this
regard, Scott et al. (2016) suggested that a strategic tourism development pol-
icy that explicitly promotes sustainable tourism and low carbon emissions,
with specific targets to be achieved within a specific time frame is vital. To as-
sist tourism industry stakeholders to achieve these targets on time, Scott et al.
(2016) suggest that governments should facilitate the achievement of targets
by means of establishing emissions monitoring mechanisms through a clear
emissions measurement and reporting system, providing financial and tech-
nical support to achieve low-carbon tourism promotion and management.
Another proposed strategy is the active promotion of low-carbon tourism
demand where tourists will play a significant role in helping carbon emis-
sions reduction through low-carbon sustainable consumption patterns with
respect to transportation, sightseeing, accommodation, shopping and enter-
tainment (Tang et al., 2011). This is particularly important for a country such
as China with more than 140 million international tourist arrivals per year.

The energy-intensive nature of the tourism industry is the main reason
for high level of tourism-related CO, emissions. Therefore, necessary in-
centives should be extended to all tourism stakeholders to adopt alternative
energy sources that are environmentally friendly. In particular, greater use
of cleaner energy transport solutions should be promoted in China as long-
distance road transport is a common feature in its tourism industry. Fur-
thermore, Tang et al. (2018) found that tourism transport had the greatest
impact on the tourism industry-related CO, emissions in China. The timely
attention of policy makers towards the issues highlighted in this study and
recommended actions will promote sustainable tourism and thereby attract
high levels of FDI and promote sustainable development in China.
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10 Foreign Direct Investment
in Nature Tourism

A Proposed Model for
Economic Development of
Bangladesh

Sara Tasneem

Introduction

Foreign direct investment endows the prospects to play a significant role to
accelerate the growth and development of tourism industry, specifically na-
ture tourism. Foreign Direct Investment (FDI) can uncover the potential of
the tourism sector of Bangladesh. Tourism growth is predicted to rise with
the utilisation of FDI in the near future, akin to the manufacturing sector.
Gradually, tourism has become a contributing sector to Bangladesh’s econ-
omy (WTTC, 2017). Increasing contribution of tourism to domestic produc-
tion indicates the vital importance of the sector to economic development
which determines the economic well-being of a nation. FDI has prospects to
extract the potential of nature tourism, leading to economic development.
In a labor intensive country like Bangladesh, FDI can be a medium of ex-
change of human resource generation, capital augmentation, utilisation of
scarce natural resources, more integration of the domestic economy with
the overseas economy, and achievement of macroeconomic goals. FDI can
play a significant role in spurring the growth and development of newly
emerging resource sectors of the country along with other growth. FDI can
assist in accumulating national savings and investment through the creation
of a competitive investment environment in the host country. FDI became
important in world economic development from the mid of 1980s (Baker,
1998). Bangladesh has received a thin flow of FDI in the 1970s and 1980s.
The scenario began to change since the early 1990s. Being privileged in ge-
ographical location, low labor cost, low level of initial investment in fixed
and variable assets, greater domestic market, and flexible policy and invest-
ment incentives, Bangladesh invites FDI in the manufacturing sector. Con-
sequently, the FDI inflow has noteworthy contribution for industrial sector
growth and development. Even though industrial sector growth is con-
sidered a pre-requisite of economic growth, Bangladesh has other sectors
which are yet to be developed for economic growth. Bangladesh economy
can create employment opportunity, get tax revenue, increase foreign cur-
rency reserve, build up the infrastructure, develop the remote region, find
new areas of trade, and swap cultural and social values with other nations
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through FDI in nature tourism. In spite of being one of the promising indus-
tries of Bangladesh, tourism is still developing. Being a universal economic
activity, it recurrently contributes to the domestic and global economy and
the industry is growing rapidly in Bangladesh (Blanke & Chiesa, 2007). As
Bangladesh is well-known for its natural beauty (Ali, 2004), it has high po-
tential in the Asian region for tourism development leading to national out-
put growth (Islam & Islam, 2004).

The share of tourism to the Gross Domestic Product (GDP) of Bangla-
desh in 2019 was 2.21% (WTTC, 2019). Out of total employment, Bangla-
desh’s tourism absorbs only 1.91% of total labor force (WTTC, 2019). In
2020, the sector occupies 1.4% of total investment. During the last decades,
the government has increased spending on the sector at a negligible rate,
from 2.03% in 2001 to 2.23% in 2020 out of total spending (WTTC, 2019).
The poor statistics represent the scenario of tourism in Bangladesh. The
sector needs noteworthy investment to augment its growth and contribution
to economy. The sluggish domestic investment and government expenditure
induce the demand of FDI in tourism. In Bangladesh, the scope of nature
tourism, culture tourism, and eco-tourism is quite evident (Shamsuddoha,
2004).In this connection, nature tourism will be a profitable area to ensure
augmentation of the entire area. FDI in nature tourism is expected to pro-
mote regional development leading to national economic growth. Economic
growth determines the well-being of a nation. From the ancient era to pres-
ent, nature tourism in Bangladesh has an appeal to domestic and foreign
tourists. Overseas investors can utilise the potential of nature tourism com-
pared to other sectors of the economy at a lower cost and effort as it directly
belongs to natural resources which need not be processed further. In the
light of the aforesaid discussion, the study aims at exploring the potential
of nature tourism and developing a model to show how the utilisation of
FDI in natural sites promotes nature tourism in order to achieve economic
development. The remaining sections portray the literature review, research
questions, statement of objectives, methodology, potential of nature tour-
ism in Bangladesh, pattern of FDI, and the model.

Literature Review

The present section has conducted an in-depth review of existing empirical
studies. A critical review on studies related to tourism industry and the role
of FDI in Bangladesh’s economy has been conducted. In the end, a research
question has been floated regarding the utilisation of FDI in natural sites to
promote nature tourism leading to national economic development.
Sultana (2016) explores the contribution of tourism industry to Bangla-
desh’s economy. Tourism is a growing and key sector for economic develop-
ment. The industry tries to achieve the macroeconomic goals, i.e., generation
of income, creation of employment opportunity in hotels, restaurant, leisure
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industries of transportation, receiving foreign exchange, and augmenting
public and private spending. The study observes the need of capital invest-
ment for the rapid growth of the industry. Finally, it ends with the recom-
mendation of infrastructure and super infrastructure building developing
entrepreneurial activities, increasing market share, augmenting investment,
and implementation of training programs.

Alauddin et al. (2014) examine the prospects of the tourism industry
of Bangladesh. Tourism plays a significant role in economy. The natural
beauty, archeological sites, historical heritage, hospitality of citizens, and
low cost of labor are the strengths of the industry. Despite these strengths,
the sector is passing through obstacles such as lack of new domestic invest-
ment, absence of professional human resource, poor country image, lack of
safety measures, FDI unavailability, and improper promotional activities.
The sector is exposed to the threats of political fluctuation, tourism pol-
icy, natural disasters, lack of communication skill of local citizens, and in-
frastructural bottlenecks. Research activity, long term policy, information
availability, and global connectivity are the opportunities to develop the
industry. The study recommends sufficient promotional support, attract-
ing FDI and domestic private investment, coordination among concerned
entities, exemption of purview tax and VAT, government initiative for infra-
structural development, simplification of immigration formalities, building
training centers, and fund allocation in national budget. It concludes uncov-
ering the immense significance of tourism development from an economic,
social, political, and cultural perspective.

Jahan & Amin (2014) analyse the factors related to sustainability of
tourism development in Bangladesh. Sustainability refers to dimensions
such as the environmental, socio-cultural, and economic aspects of tour-
ism development. A proper balance must be maintained between the three
dimensions to ensure sustainability in the long run. Sustainability aims at
minimising tourists’ impact on the places visited, encouraging the safe-
guard of domestic heritage, and protecting the natural environment. Inte-
grated participation of all stakeholders with sound political leadership is
required for sustainability. The study selects one of the prosperous areas for
nature tourism in Bangladesh, namely Sylhet. It aims to find out tourists’ ex-
perience while visiting Sylhet, identification of positive and negative issues
affecting tourists, assessment of tourists’ sensitivity to environmental pollu-
tion, and recommendations to promote tourism sustainability in the study
area. The study utilises primary and secondary sources to collect data. Al-
lowing a descriptive nature, it finalises 26 variables to prepare the survey
questionnaire. The five point Likert scale was used to assess the importance
of the items, following the non-probability judgment sampling technique.
The Cronbach’s Alpha score of 0.777 indicates the reliability of 329 re-
sponses. An index value of 0.6007 (25 variables) reveals that Sylhet has the
potential for sustainable tourism development. The results reveal the factors
such as purchasing preference, supporting services, service quality, impact
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of sustainable tourism, involvement of concerned authority, responsibility,
resource and environment, and knowledge and awareness of tourists have
notable influence on the future of Sylhet to be a sustainable tourism destina-
tion. The study concludes with the recommendation of proper maintenance
of the natural and cultural heritage of Sylhet, strict monitoring of utilisation
of resources and consideration of tourists’ tastes, preference, and fashion to
ensure sustainability in the long run.

The tourism industry makes significant contributions to the economy of a
developing country like Bangladesh. Tourism sector development promotes
economic growth, utilises natural resources, minimises unemployment rate,
augments local and regional growth, reduces inequality, expands trade and
commerce, earns foreign currency, and improves the standard of living of
citizens. Hafsa (2020) examines tourism growth and the economic contribu-
tion of the industry to Bangladesh’s economy. The study observes growth in
tourism in recent decades and the erratic pattern of growth implies lack of
proper planning at national level. Bangladesh has low employment absorp-
tion in tourism industry in comparison to other Asian countries. The study
reveals the strengths, weakness, opportunities, and threats to the sector. Ex-
istence of natural resources is a notable strength. Whereas poor fund and
promotional activities, lack of proper tourism policy, insufficient safety and
security are considered significant problems for the sector. The study con-
cludes with the recommendation of infrastructural development.

Development of tourism industry is a multi-dimensional issue which im-
pacts the entire economy. It requires sound infrastructure, smooth com-
munication systems, local entrepreneurial growth, support of utilities,
transport availability, and flexible procedure both for domestic and inter-
national tourists. Hasan &Hossain (2014) opine that the tourism industry
can be developed through the growth of Small and Medium Enterprises
(SME). The eight divisions of Bangladesh provide a versatile natural desti-
nation for tourists. Local SMEs linked to tourism face a number of barriers.
SMEs are contributing to other sectors but in tourism, the contribution is
lower than expected. So, the study explores the potential, problem, and pres-
ent scenario of tourism SME. Primary data have been collected through
a structured questionnaire. The results reveal that tourism SMEs bear a
more prominent role in economic development. Tourism is often a heritage
of local area that exists in micro-destination. Out of the total, 90.4% male
owners and 9.6% female owners are engaged in SME tourism. The own-
ers of tourism SMEs have deficiency of IT skills. The initial capital comes
from personal and family sources and owners face difficulties in accessing
financial institutions. The provision of training for owners regarding entre-
preneurial activities is poor. The study emphasises well-developed tourism
SMEs for the rapid development of Bangladesh’s tourism industry.

Hossain (2021) analyses the influence of macroeconomic determinants
on the inflow of FDI. FDI is desired for a country suffering from capital
poverty. For an emerging country like Bangladesh, FDI is a trajectory to
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facilitate knowledge accumulation and industrial development. The deter-
minants of FDI inflow are dynamic and change overtime for the recipient
country. The study employs data from 1975 to 2015 to estimate the autore-
gressive distributed lag model and judge the short and long run relationship
between foreign direct investment, current account balance, export, import,
per capita gross domestic product, and total foreign currency reserves. The
results reveal a long run relationship between FDI and macroeconomic de-
terminants. The development in communication may have positive correla-
tion with FDI. The results also indicate high production cost in electricity
and inconsistence production level due to dependence on external factors.
The study recommends the use of renewable energy and adoption of FDI-
led development strategy.

Mondal (2003) analyses the importance of FDI, perceptions of inves-
tors, and the role of government to attract FDI in Bangladesh. The author
opines that FDI positively influences the short run and long run devel-
opment of global business. Bangladesh has the opportunity to reap the
benefits of FDI by advancing the investment scenario of the country. The
presence of non-performing loans and credit deficiency plague the finan-
cial system of the country. Additionally, the loss incurred by state owned
enterprises has a detrimental effect on FDI inflow. The study observes
lack of government initiatives to attract substantial FDI in 1990s. In order
to understand the perceptions of entrepreneurs, a questionnaire has been
designed and a survey undertaken in Dhaka, Sylhet, and Chittagong. The
survey was targeted to extract the opinion on the political, financial, and
regulatory status of Bangladesh to attract FDI. Applying the discriminate
analysis on collected data, the study reveals the perceptions of the entre-
preneurs. The political factors rank the most important one to limiting
FDI. Privatisation pace is expected to be faster to attract FDI. To limit
FDI, the ‘cost of doing business’ is a significant factor. The study recom-
mends improvement of capital market, acceleration of privatisation, and
prudent examination of the cost factor related to FDI.

Rahman (2015) evaluates the impact of FDI on the economic develop-
ment of Bangladesh. FDI can fill the capital gap in a developing country
like Bangladesh. The FDI inflow has been significantly increasing since
1999 with the new industrial policy taken by Bangladesh’s government.
FDI has been encouraged in manufacturing sectors except the reserved
industries. Bangladesh offers non-discriminatory benefits to local and for-
eign entrepreneurs. The overseas investors enjoys tax holiday, payment of
royalties, 100% equity and profits. The government has established EPZs
to influence the FDI inflow. Despite the incentives, there are factors which
have a detrimental impact on FDI. So, the study aims at finding the neg-
ative factors of FDI and impacts of FDI on economic development. The
multiple regression analysis has been conducted using the data from the
years 1999-2013. The results indicate an insignificant positive relationship
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between FDI and economic growth. There is significant positive and neg-
ative correlation between FDI and inflation rate and balance of trade,
respectively.

FDI is considered to be a prospective weapon of economic growth. It as-
sists in accumulating capital, transmitting technology, and broadcasting
production capacity and the interaction of domestic and global economies.
Dey and Awal (2017) investigate the relation between FDI and economic
growth. For the investigation, time series data for the years 1990-2015 have
been used. The multiple regression equation has been estimated using the
ordinary least squares technique. The diagnostic tests for normality, het-
eroskedasticity, autocorrelation, and residual have been conducted. The
analysis investigates the impacts of FDI, remittance, import, export, and
inflation on GDP growth. The results of the diagnostic tests reveal that the
regression model is satisfactory as 96% variation in GDP can be explained
by the selected regressions. The data follows a normal distribution and con-
firms homoskedasticity and zero serial correlation. The study finds a nega-
tive relation between FDI and growth. The negative relation may result from
insufficient inflow and low level of skilled human resources. Nonetheless,
political environment was detrimental to FDI inflow. The study suggests
political stability, utility supply, human resource development, and good
governance to attract FDI.

Monzoor and Chowdhury (2017) scrutinise the impact of FDI on some
macroeconomic indicators and examine the relation between FDI and the
indicators. FDI is viewed as potent driver for economic development. It
is a prime source of capital flow and knowledge dissemination. To fill the
gap of domestic capital, Bangladesh has encouraged FDI in private sector
from the 1980s. The objectives behind FDI liberalisation are augmenting
growth, employment expansion, and generating new sources of capital.
The study investigates the effect of FDI on GDP, imports, exports, and
total formation of capital. The data for the years 1994-2014 have been an-
alysed. The findings suggest no unique relation between FDI and growth.
FDI has a positive impact on growth and capital at an earlier stage fol-
lowed by a declining phase. Further, in the later period, the relation be-
comes positive.

The above discussion ends with a research question on the utilisation of
FDI generally on tourism sector and particularly in nature tourism leading
to national economic development. The study has defined nature tourism
in a differentiated manner while exploring the potential of nature tourism.
The new way of viewing nature tourism is a unique contribution of this
study. Though notable studies have been carried out, there is no specific
attempt to demonstrate a conceptual model (following the inductive rea-
soning approach) portraying probable positive impacts of FDI on tourism
in order to achieve economic development. Hence, an attempt has been
made to fill the gap.
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Research Questions

The study has the following research questions:

*  What is the potential of nature tourism in Bangladesh?
*  How can FDI promote economic development through progress in na-
ture tourism?

Objectives
The study has the following two objectives:

*  To explore the potential of nature tourism
*  To develop a model to show how the utilisation of FDI in natural sites
promotes nature tourism in order to achieve economic development

Methodology

The approach to the investigation of the research questions is inductive rea-
soning with the observation of tourism industry and pattern of FDI in Bang-
ladesh. The exploration of tourism industry gives birth to the identification
of thrust areas in tourism and the necessity of FDI. In-depth exploration
found nature tourism lacking in investment. The study aims at exploring the
potential of nature tourism. A model has been designed to depict the posi-
tive impacts of FDI on nature tourism and the probable economic develop-
ment through initiating progress in nature tourism. Further exploration of
natural sites of beauty finds out the places which have potential for nature
tourism development. The data collected from secondary sources help to
observe the pattern of FDI, FDI inflow, composition of FDI, domestic sec-
tors receiving FDI, and top foreign investors in Bangladesh. To date, any
theoretical and methodological basis is nonexistent to the emerging issue of
nature tourism for Bangladesh. Hence, reviewing empirical literatures is a
part of methodology. To find the solution for the research questions, it has
arrived at a general explanation — a conceptual model. In order to attain
the objectives, potential of natural sites has been evaluated and a model has
been proposed. The study exemplifies applied research and the analysis is
mostly qualitative in nature.

Potential of Nature Tourism in Bangladesh

Tourism is the commercial arrangement and activities of holidays to visits
the places of curiosity and interest in order to attain pleasure. Bangladesh
has the potential to develop tourism industry. Since the ancient period,
domestic and international tourists have been traveling the country to en-
joy the enormous natural beauty. Bangladesh is an attractive destination
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for tourists and suitable platform for tourism industry as it boasts natural
beauty, archeological sites, historical places, the longest beach, the world’s
largest mangrove forest, and other man-made structures, cultural practices,
social values, besides a variety of lucrative products. The elements of nat-
ural beauty have uncovered a new horizon for the industry. So the study
defines nature tourism in a slightly differentiated manner. Nature tourism
can be defined as the arrangement of accommodation, infrastructure, and
communication in each natural site of the country for tourists’ destination
with environmental safety in mind. It will promote local economic progress
at district level and augment the development of the entire tourism indus-
try. Bangladesh is endowed with an array of natural sites such as lakes, ca-
nals, haor-baor, rivers, the Bay of Bengal, tropical rain forest, the mangrove
forest, hills and mountains, and pleasant islands. The aforementioned ele-
ments are scattered throughout the country. So, the preparation for natural
site development will automatically embrace expansion of local trade and
socio-economic development. In addition, nature tourism allows for the de-
centralisation of the industry which will assist to reap the economic benefits
for all classes of citizens of the country. In order to uncover the potentials
of nature tourism, the study has categorised natural beauty in the following
manner (Table 10.1).

The inland water resources consists of the main rivers (namely the Padma,
the Meghna, and the Jamuna), their tributaries, the haors (the Saneer haor,
Hakaluki haor, Tanguar haor, etc.), the beels (Arial beel, Chalan beel, Katla

Table 10.1 Natural sites of Bangladesh

Natural beauty
Natural sites The inland The tropical  The hillsand The islands
and marine forests mountains
water and the
resources mangrove
forests
Tourism River and Forest Mountain Island tourism
category marine tourism tourism
tourism
Activities Resort building, transportation service, infrastructure building,
(related utility service, service of hygienic food, arrangement of
to natural regular fair of travelers’ products, initiatives to protect the
sites) to be tourists, services to preserve natural beauty
accomplished
The districts Rajshahi, Pabna, Narayangang, Tangail, Chandpur, Faridpur,
having Brahmanbaria, Mymensingh, Gazipur, Sylhet, Sunamganj,
natural sites Hobigong, Moulovibazar, Khulna, Satkhira, Bagherhat,

Potuakhali, Cox’s Bazar, Chittagong, Comilla, Rangamati,
Khagrachhari, Bandarban, Bhola, Netrakona, Sherpur,
Rangpur, Munshiganj, Chattogram, Kishoregan,;.

Source: Author’s data.
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beel, Nagarkanda beel, etc.), and the waterfalls (Madhab Kunda, Jadipai,
Hum Hum, Khoiyachara, Amiakhum, etc.). All the districts are feasible
platforms for river tourism in Bangladesh. The Bay of Bengal to the south
of the country is the center of marine tourism. Besides the mangrove forest
‘Sundarban’, Bangladesh hosts the hill forests, mangrove plantations, and
sal forest. Bangladesh is endowed with approximately 75 mountains located
mainly in the south-eastern part of the country. The hilly districts of the
south-eastern part the country, Rangamati, Khagrachhari, and Bandarban
are examples. The islands and char areas are scattered along the Bay of Ben-
gal and the river Padma. The islands, Nijhum Dwip, Bhola, Sandwip, St.
Martin’s, Kutubdia, Maheskhali, Sonadia, Hatiya, and Chhera Dwip can
be attractive to tourists as if developed well. The southern, south-eastern,
north-eastern, and north-western part of the country allow for nature tour-
ism development.

Pattern of FDI in Bangladesh

FDI is a special category of investment which controls the ownership of
business within the boundary of one country by an entity located in another
country. The firms of domestic economy can enter the arena of international
business to introduce investment in any overseas economy. It is a bridge
of knowledge and technology sharing which assists to spur the economic
growth of the host country. It takes the form of equity capital, investment of
retained earnings, and commercial loans to the firms of domestic economy.
Bangladesh has been trying to receive FDI since the 1980s. Immediately
after independence, Bangladesh receives almost no FDI due to its national-
isation policy. Post the new industrial policy of the 1980s, Bangladesh had
started to receive FDI. In the 2000s and 2010s, the FDI inflows were increas-
ing (Figure 10.1).

Bangladesh’s government promotes FDI to expand the growth of the
private sector. The equity capital, reinvested earnings, and intra-company

Inflows, US §

% of GDP

1975 1980 1985 1990 1995 2000 200s 2010 2015

Figure 10.1 FDI Inflows from 1972 to 2019.
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Table 10.2 Status of FDI inflow and greenfield investment in 2019

FDI Year 2019
FDI inward flow (million USD) 1,597
FDI stock (million USD) 16,385
Number of greenfield investments 18
Value of greenfield investment (million USD) 5,762

Source: UNCTAD, 2020.
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Figure 10.2 Top investor countries in 2019 (July—June).

loans of FDI in 2019 were US$394.73 million, US$796.01 million, and
USS$ —8.45 million respectively (Bangladesh Bank, 2019). The country al-
lows greenfield investment where a foreign parent company can start a new
venture by constructing new functional facilities in Bangladesh (Tablel0.2).

Bangladesh is becoming a promising country for foreign investors. Over-
seas countries are recognising Bangladesh as an emerging market for eco-
nomic growth, strategic geographical location, low paid skilled labor force,
trade openness, and increasing speed of digitalisation. The number of investor
countries is increasing gradually. Singapore, China, Hong Kong, USA, Japan,
and Malaysia are the countries which invest a substantial amount. China was
the largest source of FDI in the fiscal year 2019 (Figures 10.2 and 10.3).

The Model

The proposed conceptual model is a representation of concepts and system
which is used to understand the utilisation of FDI in natural sites to pro-
mote nature tourism in order to achieve economic development. It includes
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Figure 10.3 Top sectors using FDI in Bangladesh during 2019 (July—June).

the theme, assumptions, illustration, diagrammatic presentation, argu-
ments in favor of the model, challenges, and finally the recommendations
to overcome the challenges. It is named PFT model (Prospects of FDI in
Nature Tourism).

Theme

Nature tourism is a new horizon to attract and utilise FDI. The utilisation
of FDI in nature tourism promotes development of the tourism industry
and Bangladesh’s economy. Hence, in the long run, Bangladesh will be a
potential tourist destination. Moreover, prospects of FDI in nature tourism
will augment FDI inflows from new foreign investors implying accelerated
economic development.

Assumptions

The model requires the following assumptions:

* Bangladesh’s government is continuously working to attract foreign in-
vestors. Hence, the obstacles to FDI are regularly alleviated

*  Good coordination exists among the state-owned enterprises

*  Public utilities (water, gas, and electricity) are smooth and continuous

*  Localcitizens maintain brotherhood, harmony, and courtesy with over-
seas citizens

*  Domestic entrepreneurs are encouraged to invest in the tourism indus-
try along with foreign entrepreneurs
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Tllustration

The model has been divided into three phases. In the first phase a new ar-
rangement of investment is required. Domestic investors are experienced
to take the responsibility of manufacturing and service sector. Moreover,
they feel less worried to tackle the problems of the domestic economy. The
remaining sector, agriculture, is a place for the entire population to provide
their talents and efforts. The existing foreign investors are encouraged to
continue business operation and allocate new funds to invest in national in-
frastructure. National smooth infrastructure is the way to reach the natural
sites. So, infrastructural development must be ensured. Finally, the econ-
omy will attract new foreign investors to invest in natural sites for tourism
development. The second phase portrays the procedures which illustrates
how FDI will assist to promote nature tourism. FDI in the form of greenfield
investment is designed to motivate foreign investors, whereas commercial
loans protect the interests of both local and foreign entrepreneurs. Phase
three reveals the results of the model. If proper implementation is ensured,
Bangladesh will be a new destination owing to nature tourism leading to
national economic development (Figure 10.4).

Arguments in Favor of the Model

»  Foreign investors can start the operation with low fixed cost initially as
natural resources are ready inputs here. Since Bangladesh is endowed
with natural sites, there is no requirement to extract and import natural
resources.

»  Foreign units have the opportunity to work with local people. The ben-
efits lie in the experience and prior knowledge of the people regarding
the place. Nonetheless, the variable cost will be lower for cheap labor.

*  The number of domestic tourist is increasing. In addition, per capita in-
come exhibits an upward trend. Domestic tourists will get the opportu-
nity to reap the benefits of tourism at own area and at lower transaction
cost. This implies quick recovery of fixed and variable costs for foreign
investors.

»  The geographical location makes for easy access to Bangladesh. So, the
number of foreign tourists is expected to increase. The foreign unit will
get a large market including domestic and foreign consumers.

*  The smooth backward linkage accelerates the operations of the foreign
units (Figure 10.5).

* The existing foreign investors have faced heterogeneous blocks while
working in manufacturing sector. The tourism sector is different in
characteristics than that of manufacturing. Hence, it will create a posi-
tive image to foreigners.

*  The model will operate viewing the new concept PLPFP (Public-Local
Private-Foreign Partnership). More success in predicted as the term
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Figure 10.5 Smooth backward linkage in nature tourism.

PLPFP suggests. In the public sector, the Bangladeshi government will
liberalise the protocol and procedure both for foreign tourists and in-
vestors. The local private sector will provide consultancy for site de-
velopment. Finally, the foreign firm will lead the entire function with
capital accumulation.

» At present, the tourism sector is monopolised. The PFT model is ex-
pected to introduce monopolistic competition which is helpful to rescue
the economy from dead-weight loss.

» Bangladesh shows enthusiasm in attracting foreign investment in the
sectors which need to be developed. In order to achieve long run eco-
nomic development, the tourism sector attains the eligibility for invest-
ment and contribution to economy.

Challenges
The proposed PFT model is going to face the following challenges:

*  Human intervention in nature may cause harm to biodiversity

*  Man-made structures in natural sites may cause damage to environ-
ment. Damage can also occur from tourists’ activities

*  Construction activities imply threats for workers’ health

*  Vicious circle of pirates in the Bay of Bengal may undermine the pleas-
ure of tourists

Recommendations

The following recommendations have been suggested to overcome the
challenges.

»  Existing laws and rules should be implemented and monitored properly
to avoid the loss of biodiversity

*  Environment-friendly equipment and architectural design may miti-
gate environmental damage. Tourists’ awareness will help protect the
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environment. Local volunteers can support the waste management pro-
gram taken by authorities

* Implementation of security and safety measures for workers should be
prioritised

*  The government should negotiate with local bodies, neighboring coun-
tries, and international agencies to eradicate piracy

Conclusion

In order to stimulate nature tourism growth and economic development,
FDI is a significant factor. The investment is being received by Bangladesh
with gratitude. Therefore, policies and policy changes are constantly imple-
mented in order to maintain the incentive. The study has started the journey
with the research question of the potential of nature tourism and the pros-
pects of FDI in nature tourism in order to attain economic development.
To answer the question, the pattern of FDI in Bangladesh and potential of
nature tourism have been explored. The FDI trend portrays the feasibility
of Bangladesh to receive FDI. The country can attract more FDI owing
to low labor cost, strategic geographical location, liberalisation policy, and
non-discriminatory attitude. Moreover, the exploration of natural sites il-
lustrates the necessity of investment with satisfactory returns. Hence, the
tourism sector, particularly nature tourism can be a lucrative destination
for FDI. The study has developed a model to show how FDI can help attain
nature tourism growth and economic development. The model, if imple-
mented as indicated, can make the country an attractive destination both
for tourists and FDI, leading to accelerated economic development. In the
end, the study suggests that liberalised investment policy and government
intervention can run the operations smoothly. Moreover, international cor-
porations can be a good means to help implement this model.
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11 Effect of Foreign Direct
Investment in Tourism on
Economic Growth

Empirical Study in Indonesia

Bryna Meivitawanli

Introduction

Indonesia is a country with a vast amount of culture, ethnic diversity, lan-
guages, islands and natural resources. It is the fourth largest country in the
world in terms of population (World Bank 2021). Many often mistake Indo-
nesia to be a Muslim country. Although, it has the largest Muslim popula-
tion in the world, Indonesia is not governed by Islamic law, thus it cannot be
considered as a Muslim country. The country’s official motto is Bhinneka
Tunggal Ika or Unity in Diversity. There are more than 700 living languages
(Central Intelligence Agency 2021) and 1300 ethnic groups in Indonesia
(Yuniarni 2016). Since the society is very diverse, local people are friendly
to foreigners and other people in general. Diverse ethnic groups also mean
a wide variety of local cuisines. Traditional foods from different parts of In-
donesia are rich in spices and herbs which was one of the main reasons the
Dutch colony started back in the early 17th century. Not only is its society
diverse, Indonesia also ranks third in the world for its biodiversity (Butler
2016). Indonesia lies across the equator; therefore, it is a tropical country
with sun shining all year round. It experiences only two seasons, wet and dry.

Due to all of the characteristics mentioned above, Indonesia is a suitable
tourist destination for many kinds of people at any time of the year. The
most famous island to go to is Bali. The popularity of Bali exceeds Indo-
nesia itself, many foreigners recognise Bali but not Indonesia. This is both
fortunate and unfortunate since Indonesia has many more to offer apart
from Bali. Jakarta placed fifth as the world’s fastest growing cities in terms
of 2017 to 2018 direct travel and tourism GDP (World Travel and Tourism
Council 2019). Due to its popularity abroad and large population of local
tourists, Indonesian economy is highly affected by its tourism industry es-
pecially with regards to foreign currency earnings. Inbound tourists mainly
come from China, Singapore, Malaysia and Australia in 2018 (Organisation
for Economic Co-operation and Development 2020). In 2019, international
tourist arrivals were recorded at 16.1 million, an almost 2% growth from
2018 (Akhlas 2020). Tourism direct GDP has been stable at around 4% out
of total GDP. Inbound tourism has increased overtime until 2019, so has the
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total number of establishments and number of employees employed in the
tourism industry (World Tourism Organization 2020).

According to Travel and Tourism Competitiveness Report 2019 published
by World Economic Forum, Indonesia ranks 40th out of 140 countries in
terms of travel and tourism competitiveness index (TTCI). In Asia Pacific,
Indonesia ranks 12th out of 22 countries and is considered as the most im-
proved in health and hygiene. Out of four subindexes of TTCI, enabling en-
vironment, T&T policy & enabling conditions, infrastructure and natural &
cultural resources, Indonesia performs well in the second and last subin-
dexes. In its effort to nurture the tourism industry, the Indonesian govern-
ment developed ten priority programs, which are digital tourism, homestay,
air accessibility, branding, top ten origination, top three main destination,
ten new priority tourism destinations, certified human resources in tourism
and tourism awareness movement, tourism investment growth and crisis
centre management. This initiative is supported by FDI in the tourism in-
dustry of around USD 13.3 billion which is expected to be a new driver of
the country’s economic growth (Kumairoh 2019).

This chapter discusses FDI in Indonesia’s tourism industry and its effect
on the nation’s economic growth. As can be seen, Indonesia’s tourism sec-
tor is growing fast and it has become one of the most important sectors for
economic growth. Despite common belief and hearsay, it is unclear whether
FDI in this industry actually contributes to economic development. There-
fore, empirical study in Indonesia is conducted in this regard. Travel and
tourism is one of the hardest hit sectors with the ongoing COVID-19 pan-
demic. Countries all over the world have closed their borders and restricted
travels between countries as well as within country. Indonesia is no differ-
ent. Therefore, data from 2020 is not included in this research due to it being
an anomaly. The research aims to give an insight onto the significance of
FDI in tourism industry (TFDI) in fostering Indonesia’s economic growth
and whether there are necessary supporting factors or absorptive capac-
ities to actualise the effect of TFDI on economic growth. The chapter is
divided into sections discussing Tourism in Indonesia, TFDI in Indonesia,
Literature Review, Methodology, Results and Discussion and Conclusion,
Recommendation and Limitation.

Tourism in Indonesia

As mentioned previously, there is much that Indonesia can offer to tour-
ists. Starting from nature, including beaches, ocean, mountains, volcanoes,
lakes, craters, plateau, waterfall and so on, Indonesia also has many cul-
tural sites, such as Buddha temples, Hindu temples, Confucianism temples,
mosques, churches, archaeological sites, traditional houses and many more.
Those who prefer luxury can enjoy high quality spas, golfing, shopping,
amusement parks as well as nightlife. Tourists can indulge in a wide variety
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of cuisines during their stay apart from enjoying other tourist attractions
and activities. Each of these four types of leisure is described in this section,
but it is important to note that these are only some of what Indonesia has
to offer.

Nature Tourism

Indonesia is the largest archipelagic country in the world. Its coastline
spreads as long as 54,716 kilometres. More than half of the land area is cov-
ered by forest. It is the second most heavily forested area in the world after
the Amazon. It is also country with the most volcanoes in the world amount-
ing to 76 historically active volcanoes (Central Intelligence Agency 2021).
Due to its geography, Indonesia is the right destination for nature tourism.
Bali is certainly known for its natural beauty. White sandy beaches, beauti-
ful hills and magnificent rice terraces can be found easily. But Bali is not the
only one, there are many other areas with landscapes as stupendous as Bali.
Several examples are Lombok, Bintan, Karimunjawa, Wakatobi and so on.

Divers and surfers can consider Indonesia as one of their ultimate desti-
nations. The highest record of marine life diversity in the world is located in
Raja Ampat (Conservation International n.d.) boasting over 1,300 species
of coral reef fish, 700 species of mollusk, 75% of the world’s species of hard
coral, 13 marine mammal species and many more (World Wide Fund for
Nature n.d.). Scuba diving in Indonesia is not only breathtaking but also af-
fordable. Marine life such as manta rays, dolphins, turtles, sharks and many
others can be found in Indonesian water. Moreover, Indonesia also has ship
wrecks to discover. Tourists who are more interested in terrestrial animals
instead of aquatic can also discover numerous exotic and rare animals in In-
donesia. Examples are Komodo dragon, Anoa, Javan rhinoceros, Sumatran
harimau, Babirusa, Cendrawasih and so on (Hananto 2020). Indonesia is
also home to the largest flower in the world, Rafflesia arnoldii (Andrew 2020).

As mentioned previously, Indonesia hosts a large number of volcanoes,
both active and inactive. Apart from the hike and view from the top, many
of the volcanoes have unique craters. Among them are the White Crater or
Kawah Putih in West Java and crater lake Kelimutu which comprises of
three lakes with three different colours. The lake colours change from time
to time making it even more interesting for visitors. Another lake in North
Sumatra called Lake Toba was created by a supervolcano eruption and has
become a famous tourist destination for local and foreign tourists.

Cultural Tourism

Majority of Indonesian are Muslims, therefore many mosques can be found
in cities all over the country. One of the most notable is Istiglal Mosque
in Jakarta, which is the largest mosque in Southeast Asia (Enjoy Jakarta
n.d.). Interestingly, it is located right across St. Mary of the Assumption
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Cathedral. On Fridays, Muslims who come to perform Friday prayers use
the Cathedral’s parking space while on Sundays, Christians use the mosque’s
parking space. This is one small example of religious tolerance in Indonesia.
Moreover, Indonesia hosts numerous Hindu and Buddhists temples. Boro-
budur temple is the largest Buddhist temple in the world (Guinness World
Records 2021). It is located in Central Java, not far from Prambanan Temple
which is the largest Hindu temple in Indonesia. Both temples are recorded in
UNESCO World Heritage list (United Nations Educational, Scientific and
Cultural Organization n.d.). As can be seen, Indonesia is the right destina-
tion for cultural tourism especially with regard to various religions.

Indonesia is very varied in terms of ethnic groups. Visitors can visit Beau-
tiful Indonesia Miniature Park to get a glimpse of Indonesian cultural her-
itage. The park includes traditional houses, places of worship, costumes,
flora, fauna, museums and a manmade lake as a miniature of Indonesian
major islands (Yosephine 2018). As the name suggests, the park is a minia-
ture of the whole country so that tourists can experience different cultures
of the 34 provinces in Indonesia without having to spend time and money
to visit each one of them. Due to the large number of ethnic groups, there
are different customs and languages from province to province. Out of all
the provinces, Bali is the only province with Hindu as the major religion.
Therefore, Bali is not only famous for its natural beauty but also strong
Hindu customs. Many local and international tourists are attracted to come
and visit the Hindu temples and to experience Balinese culture. Hinduism
and local Balinese culture are very strong and can be seen in every corner
of Bali including its traditional dances, music, arts, architecture and rituals.

Javanese culture also has its own sense of authenticity and appeal. Java-
nese traditional dances, music and various forms of arts are well loved all
over the world. One of Javanese most highly developed forms of art is batik.
It is an ancient tradition of hand-printing textiles by coating with wax the
parts not to be dyed (Merriem-Webster n.d.). Tourists both local and foreign
love to buy Batik in many forms including cloths, clothes, bags, wallets, fans
and many others as souvenirs. Indonesian Batik is listed in UNESCO list of
Intangible Cultural Heritage of Humanity. There are many places especially
in Yogyakarta that offer lessons on how to batik. Apart from religions and
ethnicities, foreigners can learn more about Indonesian history and the leg-
acy of the colonial era through museums spread all over the country.

Luxury Tourism

Indonesia is a developing country, however its capital city and some of the
large urban areas are very well developed with skyscrapers scattered all
around. Five-star international hotel chains can be found easily such as Four
Seasons, Ritz-Carlton, JW Marriott, Hilton, Fairmont, Shangri-La and so
on. There are also many world-class local hotels and resorts, especially in
Bali. Indonesia was also awarded the best spa destination in the world in
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International Wellness Awards 2012 (CNN Indonesia 2017). Balinese and
Javanese traditional spas have their own uniqueness and competitive ad-
vantage. Traditional herbs are used both as part of the treatment as well as
additional service in the form of drinks or food. Jamu which are traditional
drinks made of different kinds of herbs are commonly consumed by the
locals for health purposes. Many have been proven to boost immunity and
provide other health benefits.

Other than spa, Indonesian Ministry of Tourism and Creative Economy
is pushing golf as one of the focus of Wonderful Indonesia, the country
branding for its tourism industry. In 2018, Wonderful Indonesia Golf Tour-
nament was held to promote Indonesian mountain and highland tourism.
Golf courses with international quality and beautiful landscapes can be
found in many places around the country. Rainforest jungle, active volcano,
ocean, river, limestone cliffs, rice paddies and lake are some of the natural
surroundings that can be enjoyed while golfing in Indonesia.

Shopping and nightlife are also part of luxury tourism that people enjoy.
These two are well accommodated in Indonesia. There are many luxurious
shopping malls and complexes with designer brands filling up the outlets.
High-class bars and clubs are mostly opened in the large cities of Indonesia.
Since Indonesia is a Muslim majority country, alcoholic beverages are not
sold in mini markets or supermarkets, but they can be bought easily in bars,
clubs, hotels and resorts. Bali is also different from the rest of the country
since the majority of the population is Hindu; therefore many limitations
such as alcoholic beverages, pork and lard cuisines as well as proper attire
are not restricted in Bali. Most Indonesian people can speak at least basic
English since Indonesian language also use Latin script from A to Z and
English are taught in schools. This is especially true in Bali since local peo-
ple encounter foreigners on a daily basis.

Culinary Tourism

Indonesia is not only famous for its natural beauty and cultural heritage but
also its food. The first and second most delicious food in the world picked
by CNN readers both come from Indonesia (Cheung 2017). The first being
Rendang and Nasi Goreng follows behind. Another food also made it into
the top 50 list which is Satay at 14th place. This does not come as a surprise
since as mentioned before, Indonesia was first colonised by the Dutch due
to its spices and herbs. Certainly, Indonesian food explodes with flavours
coming from those spices. Rendang requires a long time to cook, it is beef
simmered in coconut milk with additions of lemongrass, garlic, galangal,
turmeric, ginger and chillies (Cheung 2017). It is cooked for hours in order
to create a tender, aromatic and flavourful dish. Nasi Goreng directly trans-
lates to fried rice. Although it sounds ordinary, Indonesian Nasi Goreng is
well-known all over the world. It is normally served with egg, chicken and
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prawn crackers; a delight that should not be missed by anyone visiting the
country.

Each ethnic group or province has their own traditional food. These foods
are very well loved by the local people. The one thing that Indonesians who
live abroad miss the most about their home country is its food. Tourists with
different kinds of taste can find local dishes suitable to their taste due to the
large variety of dishes Indonesia has to offer. Another example of how well
accepted Indonesian food internationally is through the success of Indomie,
instant noodle produced by Indonesian company, Indofood. Indofood has
become the largest instant noodle producer in the world with 16 factories
in several countries. Its factory in Nigeria is the largest in Africa. Further-
more, Indomie has been exported to 60 countries (Indonesian Ministry of
Trade 2018). Apart from main dishes, Indonesia also has numerous fruits
that are of high quality but affordable. Several examples include durian,
Bali pomelo tangerine, rambutan, salak and many others (IPB 2016).

TFDI in Indonesia

Inward FDI to Indonesia is highly encouraged by the government includ-
ing FDI into the tourism industry. Two sectors in Indonesia are especially
attractive for both domestic and foreign investors. These two are tourism
and lifestyle sector (Indonesia Investment Coordinating Board 2018). Indo-
nesia’s tourism industry is growing from year to year and the government is
trying to develop this sector even more through foreign investments. There-
fore, TFDI receives close attention from the government. In this section,
issues, challenges and prospects of FDI in Indonesia’s tourism industry are
discussed.

Issues

As mentioned previously, TFDI is encouraged by the Indonesian govern-
ment. However, the number of projects as well as value of investments in
the services sector and hotels and restaurants in particular has been fluc-
tuating. There is no clear trend over the years. Figure 11.1 below shows the
fluctuation from 2002 to 2019 using data from Statistics Indonesia which is
Indonesia’s central statistics bureau. As it can be seen, it is very different
compared to stable increase in trend of foreign visitor arrivals to Indonesia
from the same time period. Looking at the two line-graphs, it shows that
FDI in hotel and restaurant sector does not seem to have an immediate
effect on tourist arrivals.

This raises an issue of whether TFDI actually helps the Indonesian tour-
ism industry since it is not reflected in the number of foreign tourist arrivals.
That is also the main reason why this research is conducted in the first place.
However, this research studies the effect of TFDI on economic growth in
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Figure 11.1 Foreign direct investment realisation (value) in the hotels and restau-
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Figure 11.2 Number of foreign visitor arrivals to Indonesia from 2002 to 2019.

general. Therefore, another figure is shown below to show the trend of total
GDP by expenditure as well as GDP from the restaurants and hotels sector.

Chart above shows that both total GDP and GDP from restaurants and
hotels are increasing steadily. Once more, it shows that data pattern of
TFDI and GDP are not similar. This raises question of the benefits that
FDI brought to the host country’s economy which is Indonesia. A more in-
depth data analysis is performed in this research to examine whether TFDI
affects economic growth. This is a very important issue since the Indonesian
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Figure 11.3 Total real GDP and real GDP from restaurants and hotels from 2010
to 2019.

government encourages TFDI. It means resources used to attract TFDI can
be better allocated to other sectors or aspects that actually bring positive
effect on the economy. Indonesia is a developing country; therefore it should
wisely distribute the limited budget the government has.

Challenges

In the current period, the year of 2021, the COVID-19 pandemic that is still
active all over the world with the second and third waves hitting many coun-
tries is the biggest challenge for the tourism industry. Although vaccination
has been pushed by numerous governments worldwide, however the virus is
continuously mutating into different varieties causing more and more dam-
age. The tourism industry is certainly one of the hardest hit sectors due to
travel restrictions and health concerns. Indonesia has been hit as hard as
the other neighbouring countries. Indonesia recorded the highest number
of cases among ASEAN countries due to its large population, however in
terms of percentage of cases from total population, Malaysia, Singapore
and the Philippines are higher than Indonesia. This is a challenge that the
tourism industry worldwide is facing, not just Indonesia. Governments are
doing their best to combat this virus, and hopefully the tourism industry
can recover steadily when herd immunity is reached. In this research, this
challenge is excluded from the analysis due to its magnitude by using data
up until 2019, before the pandemic spread in Indonesia.

Apart from the COVID-19 pandemic, there are challenges specific to
Indonesia such as lack of infrastructure and environment sustainability.



202 Bryna Meivitawanli

Indonesia’s score for these two subindexes along with health and hygiene
is considered low when compared to other countries in Asia-Pacific. In the
case of health and hygiene, Indonesia is appraised as the most improved
country in the region; therefore, this should not be a significant challenge
in the future. However, infrastructure as a whole as well as tourist service
infrastructure and environment sustainability requires a lot more dedica-
tion from the government as well as private sector. These two are common
challenges in this region. TFDI can help with the development of infrastruc-
ture. However, environment sustainability is one of the concerns regarding
TFDI. The Indonesian government has not included provisions related to
environment sustainability in its agreements (Widiatedja 2019). Therefore,
foreign investors are not entitled to sustain Indonesian natural resources.
This should be amended by the government in order to make sure that its
tourism industry is sustainable for years to come.

Prospects

Since the Indonesian government tries to attract as much TFDI as possible in
order to accomplish the goal of creating ten new Bali(s), many regulations as
well as the investment environment have been improved. As evaluated by UN-
TWO in its TTCI, Indonesia is doing especially well in travel & tourism policy
and enabling conditions. Indonesia scored 5.9 for prioritisation of travel and
tourism, the second highest in South-East Asia after Singapore (World Eco-
nomic Forum 2019). It means that the efforts expended by the government are
not worthless and this is reflected through the index. This is good prospect for
foreign investors since there are leniencies and incentives given to those who
are investing in the travel and tourism industry. This also means that tourist
arrivals should be increasing due to the attention the government has given to
this sector. Investors can reap higher profit as the market grows larger.

The government initiatives to create ten new Bali(s) is definitely a bright
prospect for Indonesia’s tourism industry as well as TFDI. It opens up many
possibilities and opportunities for investment in different aspects such as
hotels, restaurants, infrastructure, amusement parks, golf course and so
on. There are also ten different destinations to choose from which can suit
various kinds of investors, such as those specialised or interested in nature
tourism, luxury tourism, culinary tourism, sport tourism or others. The
destinations selected by the government are already well-known with the
local tourists, therefore investors are not taking huge risks since Indonesian
local tourists is a large market due to the sizeable population. These ten
destinations are Lake Toba, Tanjung Kelayang Beach, Tanjung Lesung, The
Thousand Islands, Borobudur Temple, Mount Bromo, Lombok Mandalika,
Labuanbajo, Wakatobi and Morotai Island (Invest Islands 2019).

As shown previously, the number of foreign visitor arrivals to Indonesia
has been steadily increasing over the years although there is a decrease in
2019. This is expected due to the COVID-19 pandemic. This along with the
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government initiatives show that there is still large room for the industry
to grow. As highlighted in the TTCI 2019, Asia-Pacific is rapidly improv-
ing travel and tourism region with abundant natural and cultural resources
(World Economic Forum 2019). Air transportation is also booming with
more and more routes served by an increasing number of airlines. There-
fore, apart from the growing tourism industry as a whole, Indonesia also has
the chance to attract international tourists who are visiting other ASEAN
countries due to proximity and uniqueness.

Literature Review

FDI is not a new phenomenon and has been extensively studied in the past.
One of the most commonly discussed topics with regards to FDI is its con-
tribution to economic growth. Many developing countries try to encourage
FDI in order to boost their economies. However, it is not always the case
when actual data are analysed. Numerous empirical researches do not come
to the expected conclusion due to many factors. An example is the need of
absorptive capacities as prerequisites for host countries in order to effec-
tively and efficiently absorb the benefits of FDI and realise it in the form of
economic growth. These literatures are discussed in this section.

Foreign Direct Investment

FDI is defined as the objective of establishing a lasting interest by a resident
enterprise in one economy, direct investor, in an enterprise, direct invest-
ment enterprise, that is resident in an economy other than that of the direct
investor (Organisation for Economic Co-operation and Development 2018).
Empirical research suggests conflicting results depending on the dataset.
The varying results can be due to different country characteristics, different
industries taken into account, different time frame of the dataset and many
others. Therefore, conducting empirical research on a certain industry in a
specific country with the latest data is beneficial.

Lindblad (2015) concluded that the nexus between FDI and economic
growth in Indonesia is less straightforward compared to neighbouring
countries. Increase in economic growth in the past was not induced by FDI
but by oil boom and industrialisation. FDI was seen as an economic growth
driver in the 1990s; however, it did not last for a long time due to the Asian
financial crises. This shows that country specific study is important and gen-
eralisation of a certain group of similar countries is unwise. Furthermore,
a research by Khaliq and Noy (2007) studied the impact of FDI inflows to
different sectors in Indonesia. The research discovered that although the
aggregate effect of FDI on economic growth is positive, but different sec-
tors were impacted differently by FDI. The impact varies from significant
positive results, insignificant results and even significant negative results.
This shows that sectoral level study is important in a single country analysis.
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Thus, performing a single sector study on a single country increases not
only the theoretical contribution but also practical contribution of the re-
search. This research studies the effect of FDI in tourism industry on Indo-
nesian economic growth in the last two decades, excluding the year 2020 due
to COVID-19 pandemic.

Tourism Foreign Direct Investment on Economic Growth

TFDI has not been studied as extensively as aggregate FDI, but it has re-
ceived a lot of attention in recent years. Similar to aggregate FDI, research
on TFDI arrived at different conclusions. It is important to find out the ac-
tual effect of TFDI on economic growth since the government of Indonesia
is actively encouraging foreign investment into the tourism sector without
sound confirmation that the local economy instead of only foreigners bene-
fitted from it. There are damages that TFDI brings to the host country such
as environmental damage. Foreign hotels tend to be bigger; therefore, it uses
more energy and more water compared to local hotels (Barrowclough 2007).
These possible harms should not be welcomed if ultimately there is no sig-
nificant positive effect of TFDI on the local economy.

A panel study of 18 OECD countries found that TFDI has no significant
effect on economic growth (Meivitawanli 2018). On the other hand, a single
country analysis on Mauritius found that TFDI significantly contributes to
economic growth (Fauzel et al. 2017). A panel study of ASEAN countries
also found that TFDI is one of the factors inducing economic growth (Pra-
toomchat 2017). More interestingly, a recent study in Morocco found that
TFDI has negative effect on economic growth using data from 1983 to 2018.
In the same research, it was found that FDI in non-tourism sector has signif-
icant positive effect on economic growth (Menyari 2020). This stresses the
importance of conducting a research that is specific to TFDI since it does
not necessarily behave in the same manner as FDI in other sectors.

Many other literatures focused on the impact of TFDI on tourism growth
instead of economic growth. Some found that TFDI does positively affect
tourism development (Fauzel 2021; Rashid et al. 2020; Al hallaq et al. 2019),
while many are not empirical studies. Therefore, it can be seen that there is
limited study on the effect of TFDI on economic growth and the current body
of knowledge is not in agreement of its effect. Impact of aggregate FDI on
economic growth has been a long-standing debate as well. In order to better
understand the variances in results, many researchers take several absorptive
capacities into account. These factors can play a role in the nexus between
TFDI and economic growth and therefore are discussed in the next subsection.

Absorptive Capacities

There are many factors that play a role in the relationship between
FDI and economic growth. Numerous literatures have studied varying
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factors that become prerequisites for the host country in order to take
in positive externalities FDI brings into the country. These factors in-
clude human capital (Borensztein et al. 1998; Li & Liu 2005; Calvo &
Sanchez-Robles 2003), financial market development (Alfaro et al. 2004,
2010; Azman-Saini et al. 2010), trade openness (Iamsiraroj 2016; [amsira-
roj & Ulubasoglu 2015; Balasubramanyam et al. 1996), economic stability
(Calvo & Sanchez-Robles 2003; Gbakou et al. 2009) and many others.
Certainly, these factors were not always found to be significantly related
to the nexus. However, much empirical research has found that they play
an important role in making sure that the host country economy acquires
the benefit of aggregate FDI.

Unlike aggregate FDI, there is not much research that takes absorptive
capacities into account when examining the effect of TFDI on economic
growth with the exception of a cross-country study done by Meivitawanli
(2018). It was found that trade openness and financial market development
are not the appropriate absorptive capacities for the 18 OECD countries
studied. This is a gap in the literature that can be filled by this research,
especially since this is a single country analysis instead of a cross-country
study. Furthermore, Indonesia is a developing country that has a different
level of human capital and trade openness compared to the developed coun-
tries previously studied. Based on the literature review, it can be seen that
this study fills in research gaps in the current body of knowledge.

Research Methodology

This study is an empirical research using quantitative methodology. Quan-
titative research is quantifying and analysing variables to get results that
involves utilisation and analysis of numerical data using specific statistical
techniques (Apuke 2017). This research uses secondary data taken from re-
liable sources such as the Indonesian central statistics bureau. The indicator
of each variable as well as the data source of each indicator is explained in
this section. Before that, explanation of the specific research methodology
used in this research is provided. The method used to study the relationship
between TFDI and economic growth is least squares regression.

Least Squares Regression

Regression analysis is commonly used in the literature. It uses the con-
ceptually logical process of using an equation to express the relationship
between dependent and independent variables (Montgomery et al. 2021).
Simple linear regression involves one dependent and one independent vari-
able, whereas multiple regression is an extension of simple linear regression.
In multiple regression, there is one dependent variable and several inde-
pendent variables. In this case, the interaction terms between TFDI and
absorptive capacities are introduced later on into the equation. Therefore,
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the appropriate methodology is multiple regression since there is more than
one independent variable.

The data are analysed using the least squares regression method. In order
to run multiple regression, the hypotheses are shown as regression equa-
tions. There are four equations to be tested. These four are listed below.

EG, = a + BTFDI,+ B,HC,+ B3TR,+ B4FD,+ BsTFDIHC, + & (11.2)
EG,= a + BTFDI,+ B,HC,+ BsTR,+ B4FD,+ BsTFDITR + & (113
EG, = o + BTFDI,+ ByHC;+ B3TR; + PB4FD;+ BsTFDIFD, + €, (11.4)

EG represents economic growth, « is the intercept, f is the coefficient of re-
spective independent variables, TFDI stands for FDI in the tourism indus-
try, HC stands for human capital, TR represents trade openness, FD stands
for financial development, ¢ is the error term and subscript ¢ represents the
time dimension since the analysis is done using time series data. The second,
third and fourth equations introduce new variables which are the interac-
tion terms of TFDI with three absorptive capacities, i.e., human capital,
trade openness and financial development. The interaction term determines
whether these factors are needed to render the positive effect of TFDI as
significant. Statistical software used for data analysis is Eviews 11.

Indicators and Data Sources

In total, there are five variables that are tested in this research: one depend-
ent variable and four independent variables. The dependent variable is eco-
nomic growth. There are many indicators used by previous literature. Most
of them are a variation of GDP growth. In this research, economic growth
is proxied by annual GDP growth taken from the World Bank. In the case
of TFDI or FDI in tourism industry, the indicator for this variable is FDI
in hotels and restaurants (Samimi et al. 2013; Steiner 2010). The indicator
for HC is the school participation rate from 16 to 18 years old. This is the
age where teenagers are supposed to attend senior high school. Since In-
donesia is still a developing country, the level of education completed by
the population in general is not very high. Therefore, taking senior high
school should show variation and improvement of human capital over the
years. The government used to have a program of compulsory nine years of
education; however, in 2016, it has been changed to 12 years to include sen-
ior high school (Ghofar 2015). In the case of trade openness, the indicator
used is total trade out of GDP as has been used by many literatures in the
past (Batten & Vo 2009; Carkovic & Levine 2002; Zekarias 2016). Finan-
cial development is proxied by domestic credit to private sector by banks as
percentage of GDP (Khan 2007; Kholdy & Sohrabian 2005). The sources of
these indicators are taken from Indonesian official central statistics bureau
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called Statistics Indonesia or Badan Pusat Statistik (BPS) and World Bank.
TFDI indicator requires further calculations; the raw data are taken from
Statistics Indonesia and the World Bank. The data are annual data from
2000 to 2019 comprising 20 years in total.

Results and Discussion

The results of least squares regression are shown in Table 11.1. There are
four regressions to test the four hypotheses. The standard errors shown are
robust to heteroskedasticity. The Durbin-Watson statistics which test for
autocorrelation are 1.66, 1.80, 2.19 and 1.95 for the first, second, third and
fourth equations, respectively. These results are all between the acceptable
range of 1.5 and 2.5 (Garson 2012). The R square result of the first equation
is 0.56, which means that over half of the variation of economic growth is
explained by the variation of the four independent variables. The R square
results of the second, third and fourth equation are 0.61, 0.67 and 0.64, re-
spectively. The addition of interaction term increased the R square by at
least 5% with TFDITR giving the highest increase of more than 10%.

As can be seen, Table 11.1 shows that all equations have significant F sta-
tistics since the probabilities are all well below 0.05. It means that all four
equations are significant as a whole. All equations are run using data from

Table 11.1 Least squares regression results

Explanatory Dependent variable: EG
variables
) @ 3 @
Number of obs. 20 20 20 20
Prob (Wald F-stat) 0.00000 0.00000 0.00000 0.00000
TFDI —30.59520** 2093.933 —2004.680* 965.9145*
(5.671214) (1377.439) (791.6464) (350.5875)
HC —0.118793* —0.069371 —0.101809* —0.100099*
(0.043099) (0.047519) (0.041445) (0.041794)
TR 0.005596 0.008048 —0.016607 0.008328
(0.005596) (0.024626) (0.032023) (0.024488)
FD 0.202570** 0.178264* 0.166994* 0.214336**
(0.059105) (0.063153) (0.057073) (0.064485)
TFDIHC —43.22695
(28.02559)
TFDITR 28.25493*
(11.34589)
TFDIFD —54.98739*
(19.32944)
Constant 6.675764 4.598323 8.171402* 5.469761

(3.138726) (3.132225) (3.662390) (2.985684)

Heteroskedasticity consistent standard error in parentheses, ** denotes significance level
at 0.01, * denotes significance level at 0.05.
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2000 to 2019, which means that the timeline is 20 years. There is no missing
data. The most consistent results can be seen from two variables, which are
trade openness (TR) and financial development (FD). In the case of trade
openness, none of the results show any significant results. It means that trade
openness is not a growth determinant in the case of Indonesia. Although,
many literatures suggest otherwise, there are also those in support of this
insignificant result (Brunner 2003; Carkovic & Levine 2002; Rodriguez &
Rodrik 2000). On the other hand, financial development shows significant
results in all four regressions: highly significant at 0.01 in the first and last
equations while significant at 0.05 in the second and third equations. It
shows that financial development is an important growth determinant for
Indonesia. This result receives support from previous literature (Estrada
et al. 2010; Guru & Yadav 2019; Khetsi & Mongale 2015).

The main independent variable in this research is TFDI. The results show
that it behaves similar to human capital. It is significant in three out of four
regressions. However, there is one striking difference. In the case of human
capital, all of the coefficients are negative. This is interesting since human
capital is expected to have positive effect on economic growth. However, it
seems to not be the case in Indonesia. A similar finding was suggested by
previous literature (Cadil et al. 2014; Meivitawanli 2021). One possible expla-
nation is the use of indicator. Percentage of the population who are in school
at the age of 16 to 18 is rather quantitative. The quality of education cannot
be determined solely based on its length. If the teachers are not qualified, fa-
cilities are poor and contents of the subjects are not appropriate, the length
of education cannot be used to measure the country’s level of human capital.
Therefore, the common indicator used to measure human capital should be
shifted towards quality based instead of quantity based.

TFDI shows the most interesting results out of all. Not only does its sig-
nificance change with the addition of interaction terms, the nature of the re-
lationship also changes from negative to positive. In the first equation where
no interaction term was added, it shows significant negative effect on eco-
nomic growth. This result in itself is already interesting since it means that
TFDI actually hurts host country’s economy. Its negative effect is highly
significant at 0.01 level of confidence. This is very important since it means
that by attracting more TFDI, economic growth is slowing down. A plausi-
ble explanation is that the harms that TFDI brings with it are larger than the
benefits. Examples of disadvantages that TFDI can cause include environ-
mental damage and hindering local businesses. Environmental damage is
especially harmful for tourism industry since nature and scenery are impor-
tant attractions for local and foreign tourists. Hindering local businesses in
tourism industry is also detrimental. Foreign companies with large capital
and excellent managerial skills force local businesses to go out of business
since they are unable to compete with multinationals. The tourism industry
encompasses many business lines such as culinary, transportation, accom-
modation, souvenirs and many more. If foreign companies do not embrace



TFDI and Economic Growth: Indonesia 209

local businesses, domestic enterprises will shut down one after another that
will create a multiplier effect to other businesses related to it and harm the
industry.

The same significant negative effect can be seen from the result of the
third regression, while the effect is insignificant in the second regression. In-
triguingly, in the last regression when TFDI interaction term with financial
development is included, the significant effect becomes positive. It shows
that financial market development is the right absorptive capacity for In-
donesia. In order to absorb the benefits of TFDI, Indonesia should develop
its financial market. Unfortunately, at the same time the interaction term
shows significant negative effect. Looking at the coefficient, the positive ef-
fect from TFDI is 17 times higher than the negative effect of the interaction
term, thus it is better to have a well-developed financial market. Financial
market development as an absorptive capacity has received support from
previous literature (Alfaro et al. 2004, 2010; Azman-Saini et al. 2010). The
interaction term between TFDI and trade openness also shows a signifi-
cant positive effect, however in equation 11.3, the negative effect of TFDI
increased tremendously, showing that trade openness is not the right ab-
sorptive capacity for Indonesia.

Conclusion, Recommendation and Limitation

Tourism in Indonesia is a promising sector which receives support and at-
tention from the government. Beautiful nature, rich culture, relaxing spas
and tasty local food are only parts of what Indonesia has to offer to tourists.
In order to develop its tourism industry further, the government highly en-
courages TFDI to build infrastructure, increase employment rate and trans-
fer knowledge. However, empirical research on the nexus between TFDI
and economic growth is not easily found especially in the case of Indonesia.
This research gap is important to be filled since theories can be misleading
without support from actual data. Therefore, this research examines the
effect of TFDI on economic growth with the inclusion of three absorptive
capacities, which are human capital, trade openness and financial market
development. The results show that TFDI has a significant negative effect
on economic growth unless its interaction term with financial market de-
velopment is introduced into the equation. It shows that it is dangerous for
the government to simply encourage TFDI without paying close attention
to the development of the local financial market. The effect of TFDI on eco-
nomic growth changes from significant negative to significant positive when
the interaction term of TFDI and financial market development is included.
This is an interesting finding since absorptive capacities have been analysed
in the case of aggregate FDI but rarely used in sectoral FDI. This research
found that it is applicable for TFDI in Indonesia.

Based on the results of this finding, several recommendations are made
both for academicians as well as practitioners. The Indonesian government
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should conduct empirical research based on data before forming policies
since common beliefs and notions do not always apply to every country in
the world. No matter how similar countries are, there are still country specific
characteristics that can render conventional ideas unsuitable. Furthermore,
the government should not only focus on attracting foreign investors but also
work on improving local conditions first to make sure that benefits from for-
eign investors can be felt by the local economy. This is a serious concern since
it is not only actualising positive effect but changing negative effect to positive
effect, which means that without proper internal conditions, TFDI can dam-
age the economy. Future research can take on more absorptive capacities in
the nexus of sectoral FDI and economic growth as well as utilise more indica-
tors to represent variables such as human capital to make sure that it is well
represented. Surely there are several limitations of this research, including
limited data; therefore, the time span can only cover as much. There are many
other growth determinants that are not included in this research. The research
methodology employed is also limited; therefore, future research can adopt a
more advanced methodology covering more periods and more variables.
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12 Experienced ‘Realities’
of Tourism Foreign Direct
Investment

Empirical Evidence from
Barbados

H. Cristina Jonsson

Introduction

There remain notably few studies on tourism foreign direct investment
(TFDI) and where research exists, the focus has been mainly on the overall
structure of TFDI (see for example Gupta, 2015) and the political economy
of TFDI (see for example Bianchi, 2018). Broad scholarly attention has been
paid to the socio-economic consequences of tourism on local peoples’ lives,
however little empirical evidence exists on the importance of local impacts
of TFDI. A notable exception is the work of UNCTAD (2007), arguing a
need for tourism “... to be managed carefully if it is to yield the desired
benefits without undermining the local economy and the environment, so-
cial traditions and cultural resources”. In the context of tourism-depend-
ent, small island developing states (SIDS), Scheyvens and Momsen (2008 as
cited in Alam and Paramati, 2016: 114) have argued that “although tourism
has a significant contribution to economic development, it does not have a
considerable influence on poverty alleviation...In fact, in some [small island
developing] states, tourism increases existing income inequalities”. To date,
however, it is difficult to locate academic research that specifically focuses
on the experienced local impacts of TFDI in SIDS, highlighting a discerni-
ble research gap to which this chapter intends to contribute.

By analysing facts, and the interpretation of facts, by various respond-
ents, this research has the potential to contribute to the academic under-
standing of hotel employees’ experienced realities of TFDI impacts in a
small island tourism economy. A subjective ontology to “reality” is adopted.
Reality exists but is experienced and open to subjective interpretation rather
than fixed (epistemological realism). It is conceived that TFDI exists but the
nature of its impacts are open to multiple perceptions or cognitive subjec-
tive interpretations, in line with a realist epistemology. The nature of being
(ontology) is viewed as subjective with reality being open to multiple views
or perceptions, shaped by the personal experiences of individuals. This re-
search takes a critical realist ontological stance, which reflects the author’s
view of reality; that there is a mind-independent external reality and that
it can be known or accessed but this happens cognitively by individuals.
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Critical realism denies that there is any certain knowledge of the world, and
accepts the possibility of alternative valid accounts of any phenomenon. In
other words, there are different valid perspectives on reality. In his classical
statement, Sapir (1958) argued that “the worlds that different societies live
in are different worlds, not simply the same world with different labels at-
tached” (1958: 69). The perceptions of hotel employees in Barbados will be
presented as their subjective, experienced “realities”.

Barbados is a mature Caribbean tourist destination and it is one of
the leading island destinations in the Southern Caribbean for British and
North American tourists (Jonsson, 2005). Barbados has very few natural
resources; therefore, tourism continues to receive increased attention as an
important sector of Barbados’ economy. In 2018, Barbados received 680,000
over-night visitors (The World Bank, 2018), mainly from the UK, USA, and
Canada with the UK market being the dominant tourist market of arrivals,
followed by the USA. Based on available data, tourism generated 50% of
Barbados’ foreign exchange earnings (BTI, 2015) and accounts for 12.9% of
GDP (WTTC, 2017).

International hotel chains and tour operators have shown interest in Bar-
bados as a tourism destination since the 1960s. With an increase in visitor
demand, the Barbados government saw the potential of the tourism indus-
try to diversify its economy. There has been significant FDI in Barbados,
mainly in the development and sales of real estate, hotels, and condomin-
iums. FDI peaked in 2007 with $675.6 million, of which real estate trans-
actions accounted for over 60% (Central Bank of Barbados, 2010). Due to
external shocks such as the global economic downturn, FDI in Barbados
declined to from a pre-crisis average of USD $403 million in 2005-2007 to
USD $254 million in 2015 (UNCTAD, 2016). Barbados’ “plantocracy” (the
Europeans who owned most of the land and slaves in West Indian Colonies)
is mainly involved in tourism indirectly through ownership of land, com-
merce, seaport, tax-free outlets, and construction companies. The Barbados
government is officially committed to ensuring that tourism will improve
the life and economic development of the people of Barbados (Barbados
Tourism Master Plan, 2014) and has a comprehensive social development
policy emphasising human capital development. In recognising tourism’s
actual and potential contribution to the economy, the Barbados government
is giving the sector a higher political priority than before. Attempts at tap-
ping into new tourism markets such as Brazil and China have been made
(Jonsson & Harrison 2015). Additionally, the tradition sun, sea, and sand
tourism product is being diversified, for example, by including sports tour-
ism (Jonsson, 2008). As a result, economic policy objectives increasingly
centre on tourism’s ability to generate employment, earn foreign exchange,
and contribute significantly to government revenue.

Barbados has an extensive history as it relates to FDI and tourism FDI in
the context of the Caribbean. It is partly due to FDI that Barbados has been
economically successful over the years. FDI has been able to provide and
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sustain employment in Barbados while facilitating technological growth.
Yet, as simple as it may seem, it is a complex topic that depends on a multi-
plicity of factors for it to be successful. Factors ranging from policy making,
infrastructure, accessibility, and stakeholder collaboration to ensure that the
economic and social environment is conducive for development and FDI.

Literature Review

Trans National Corporations and FDI

A long history of arguments in favour of and against FDI may be recog-
nised; it has been purported that FDI may lead to economic growth and
productivity increases as a whole but the risks associated with FDI have
been emphasised. Bayulgen (2010) explores these opposing views in two al-
ternative conceptualisations of FDI impacts. The first model, “the benign
model”, is eminently positive and emphasises the net addition of inputs that
foreign investors may bring to a domestic setting of dynamic competition. It
describes how FDI can be used to interrupt the forces which drive under-de-
velopment in a country. As explained by Bayulgen (2010, p.72) it “assumes
an inherent link between increased economic inter-dependence, socio-eco-
nomic development, and democracy”. This modernist approach essentially
argues that the presence of Trans National Corporations (TNCs) should
result in an increase in efficiency, expanded output, and higher economic
growth in the host country. In line with these potential benefits, TNCs have
been identified one of the primary international forces of economic, social,
and environmental change in the global economy. Furthermore, Bury (2001)
has claimed that TNCs affect not only economic development, technology,
skills, trade, and employment, but also the living conditions and natural
environment of billions of people.

Bayulgen’s second model, “the malign model”, is much more problematic
and distinctly negative. It emphasises the potentially distortionary impact
that foreign investors from competitive international industries may have
on domestic economies that are themselves challenged by market imper-
fections, such as their heavy reliance on imports to drive socio-economic
growth. In such cases, FDI can also have a noticeably negative impact on
the host country’s prospects for development. This alternative model of
FDI and development emphasises the potential malign interaction between
TNCs and host economies (Bayulgen, 2010). It reflects much of the criticism
of TNCs whereby there is a possibility that FDI leads to government-related
distortions by obstructing price and profit regulations, and antitrust laws.
In such cases, Viscusi et al. (2005) argue that this gives governments ex-
plicit ability to deny companies from merging when that merger is perceived
as threatening the competitive structure of the market. Other prohibitive
actions that can arise from the interaction between TNCs and host econo-
mies include the introduction of policies regulating the migration of labour,
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wages, and the obstruction of laws designed to prevent socially undesirable
practices, like income inequality regulations. In particular, there is scope
for potential negative interaction to occur between TNCs in imperfectly
competitive industries and host economies with imperfectly competitive
domestic markets and some researchers have suggested that FDI is a prod-
uct of market imperfections. Hymer (1976), for example, has articulated his
view that the emergence of TNCs is a response to an imperfect global mar-
ket environment. This, he claims, was either occurring naturally or imposed
by government through imposition of tariffs and foreign exchange control
to protect the domestic industry.

Buckley and Casson (1976) support an “internalisation theory”. This
theory postulates that for a firm to engage in FDI it must have some ad-
vantage over rival firms in other national markets. This advantage can be
in the form of superior technology, management know-how, or marketing
and distribution skills and is characterised by enabling a TNC to compete
successfully with domestic competitors. It is notable that these factors of
advantage, when capitalised upon by the TNCs, are often rebuffed by local
competitors. However, it is also noteworthy that in some instances, the ad-
vantages of, and access to resources by the TNCs can assist and improve the
product offerings of local competitors. A very apt example of this somewhat
ironic occurrence exists in Barbados. One tourism TNC, Sandals Resorts
International (SRI), purchased a property near a popular tourism belt, St.
Lawrence Gap, in Barbados. SRI embarked on a shoreline stabilisation pro-
ject to construct groynes to prevent coastal erosion and replenished sand
on the beach for its resort expansion (Bradshaw, 2015). Since all beaches in
Barbados are public beaches, guests from surrounding properties and local
vendors plying their trade on the beach are expected to benefit from the
investment by SRI to upgrade the beach.

In order to explain the behaviour of TNCs and their motivations for en-
gaging in FDI, Dunning (1979) developed “the eclectic paradigm of inter-
national production”, also referred to as OLI based on the three decision
factors it proposes: ownership, location, and internalisation. It is a holistic,
yet context-specific, framework for analysing FDI determinants and it com-
bines several isolated theories of international economics in one approach.
The framework notably distinguishes between different forms of interna-
tional activities: exporting, FDI, and licensing. The OLI-factors encompass
both firm-specific (ownership) and country-specific (location) motives for
international activities as well as highlighting internalisation advantages.

From the firms’ perspective, ownership and internationalisation deter-
mine whether or not FDI is an attractive strategy. The ownership-specific
advantages include unique property rights, and intangible aspects such as
product innovation. Dunning (2001: 175) sees these advantages as “any kind
of income generating asset that allow firms to engage in foreign production”.
TNCs’ country selection for FDI is influenced by locational advantages,
which relate principally to tariff barriers, labour costs, and the presence
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of competitors. SRI in Barbados provides a somewhat subtle example of a
TNC capitalising on such benefits. As Wreath (2015, para 1, 2.12) reports
“Barbados is a destination beloved of celebrities, jetsetters and anyone seek-
ing an elegant retreat...Sandals Barbados is the island’s only 5-star Luxury
All-inclusive resort designed exclusively for couples.” This statement does
well to showcase how Sandals capitalised on Barbados’ positioning as a lux-
ury high-end destination and essentially crafted a niche for itself where, in
effect, it has a monopoly existence in its class. Dunning (2001: 177) further
suggests that internationalisation “relates to the costs and benefits of dif-
ferent modalities of coordinating multiple economic activities”. While the
OLI framework helps to evaluate the motives for a TNC to engage in FDI,
greater insight is needed as to how the impact of TNCs in a specific country
is perceived by local people.

Tourism Foreign Direct Investment

FDI, in general, has been praised for being able to help developing countries
through the creation of employment and the supply of capital and resources
such as managerial skills, technological and marketing and promotion as-
sets. For many developing countries, FDI has surpassed official develop-
ment assistance (ODA), remittances, and portfolio investment flows, and
become the largest source of external finance (World Bank, 2017). On the
other hand, FDI has also received criticism, not only for economic “leak-
ages” (Pratt, 2015) but also for the possibility that it obstructs policies reg-
ulating the migration of labour, wage policies, and other laws that hinder
socially undesirable practices (Kaulihowa & Adjasi, 2018). Hence, in tour-
ism-dependent countries, efforts need to be directed towards the creation of
linkages that can lead to benefits for local people through TFDI. Too much
FDI may lead to excessive trust in FDI which in turn may lead to high risk
for the host community. In a Caribbean context, the WTTC (2002) has out-
lined the case for paying attention to local tourism impacts:

There is fairly widespread concern that the benefits from tourism in the
Caribbean might not be reaching those who need them most and that,
despite the impressive growth statistics, tourism is not doing as much
as it could to relieve existing problems of unemployment, poverty and
social dislocation.

In tourism-dependent countries, tourism is often reported to be seen by
governments as a solution for the country’s economic ills. As a result the
tourism sector has been increasingly prioritised as a potential path for eco-
nomic and human development in less economically developed countries,
or LEDCs (Khan et al., 2020). FDI has become a key component of na-
tional development strategies for many countries around the world. How-
ever, there are concerns about the power that TNCs wield over destinations



220 H. Cristina Jonsson

(Meyer, 2013) and the fear is that due to so-called “leakages” the share of lo-
cal gains from tourism is often small (Chirenje et al., 2013) Indeed, as Meyer
(2006: 4) has noted, “The potential of tourism as a local development option
has been criticised due to persistent claims that the industry is plagued by
high import content and subsequently high leakages”. According to UNC-
TAD (2020), FDI is growing fastest in LEDCs, and new opportunities for
socio-economic development are being offered.

According to UNCTAD (2010), SIDS should be recognised to be a dis-
tinct group of developing countries facing specific social, economic, and
environmental vulnerabilities. More specifically, they face issues of a small
domestic market, lack of scale, and high transport costs (Pratt, 2015). This
has ultimately led to the end of the export industries, forcing these states
to rely on their natural resources of sun, sea, and sand. In terms of level
of development, there is however potential for SIDS to grow their share of
tourism revenue. Between 1990 and 2016 developing countries as tourism
destinations increased their share of international tourism receipts from 18%
to 40% (UNWTO, 2017). Furthermore, the United Nations World Tourism
Organisation (UNWTO) predicted that by 2020 there would be 1.6 billion
tourists; up from 0.8 billion in 2006 and, based on the pre-pandemic rate of
growth, the majority of these would be visiting developing market destina-
tions. However, 2020 recorded a 73% fall in worldwide international tourist
arrivals, making it the worst year on record for the tourism sector (UNWTO,
2021a, 2021b). With a focus on Barbados, tourism is credited with helping to
diversify Barbados’ economy away from traditional commodity-based ac-
tivities (mainly sugar) and the country has enjoyed rapid tourism growth,
adding weight to its recognition from government as a key economic sector
(Barbados Ministry of Finance and Economic Affairs, 2011). However, at
the time of writing the impact of the pandemic has had ripple effects across
the economy and the recovery prospects of tourism are uncertain.

There is considerable literature on the impact of FDI and growth gener-
ally but there are a limited number of studies on FDI within the field of tour-
ism that focus on the context of SIDS. The attention of these studies has been
mainly on the overall structure of TFDI (see, for example, (Fauzel, 2020; Vitova
et al., 2019) where available FDI stock data has been utilised by calculating
FDI flows over a period of time to analyse and reveal the pattern and scale of
FDI in tourism. This type of analysis can help inform the role and significance
of TFDI in countries where data is available. Yet, whilst detailed country FDI
statistics are available from more developed countries, there remain challenges
to presenting an accurate picture in countries with little or no available data,
such as is the case with Barbados. This is another reason why a study relating
to TFDI in Barbados needs to essentially include qualitative data.

Local impacts of tourism and FDI are perhaps different between SIDS
and other geographical locations given the economic challenges, remote-
ness, and livelihood trajectories of the destination areas. However, although
local-level perceptions of tourism have been widely examined in a range of
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peripheral contexts (including, Sharpley, 2014; Almeida-Garcia et al., 2016),
few studies have been carried out in SIDS (see for example, Nunkoo & Ram-
kissoon, 2011; Simao & Mosso, 2013). This is despite emphasis placed on the
importance of tourism to SIDS. Furthermore, although research has shown
that TFDI is beneficial to tourism-dependent nations, few studies have fo-
cused on local interpretations or “experienced realities” of TFDI impacts.
A qualitative analysis of the local impacts of TFDI is more appealing and
practical than taking an econometric approach since the central question of
this chapter is: “what are the ‘realities’ of TFDI for local hotel employees in
Barbados?” This study aims to contribute to that gap in knowledge.
UNCTAD (2007) has argued that more empirical research on TFDI is
needed for developing countries to make the most out of the sustainable
benefits offered by TFDI and to gain awareness of appropriate policies that
can be applied to maximise local gains from TFDI. The research in this
chapter aims to contribute to this research gap by emphasising the voices of
hotel employees in an investigation of impacts of TFDI in Barbados. There
remains a lack of consensus in the existing literature on the impacts that
FDI has on local people and there is a scarcity of research that considers lo-
cal perspectives on the outcomes of TFDI in a tourism-dependent economy.

Data Collection

Focus group interviews were selected as an appropriate method for accessing
a broad spectrum of resident perceptions of TFDI impacts. The nature of
tourism activity in Barbados had to be acknowledged as part of practical
data collection considerations. As an SIDS with a population of approxi-
mately 286,000 and with tourism being the primary economic activity, it was
recognised that all Barbadian residents would have some level of interaction
with the tourism sector. As a small destination, only 166 square miles in size,
tourism activity is not generally confined to enclaves or traditional tourist
spaces in the same way that the literature ascribes these attributes to larger
and more developed destinations (Schulte & Dissart, 2015). While tourism
activity in Barbados is to some extent concentrated in certain areas (such as
the West and South coast), these locations locally known as “tourist belts”
are not tourist enclaves in the traditional sense as they are equally accessible
to, utilised by, and inhabited by the local population. In essence therefore, no
segment of the Barbadian population can truly be isolated from the implica-
tions of tourism activity, especially as a result of the island’s extreme reliance
on tourism for economic growth and development. This was important to
recognise in terms of the design of data collection. It held implications for the
design of the focus group interview questions and also the sampling strategy.

Focus groups were used due to the ease of acquiring information. Cultur-
ally, Barbadians enjoy group discussions. Conversely, they are reluctant to
one-on-one conversations where they feel that they are giving information,
such as an interview. In a small island society such as Barbados there is a fear
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of being victimised, which is one of the reasons that semi-structured inter-
views are more challenging. In the focus group interviews their participation
was less formal and the participants got carried away discussing the topic.

Discussion

The idea that there exist multiple realities and lived experiences underpins the
ethos of this chapter. An interpretive approach is adopted and the purpose
is to capture hotel employees’ “realities” of local impacts of TFDI in Barba-
dos. In order to extend current TFDI knowledge, this chapter uses qualitative
data as opposed to applying the research methods generally adopted in TFDI
studies, such as econometric analysis (see for example Mustafa, 2019) and sta-
tistical analysis (see for example Arain et al., 2020). The use of focus group
interviews with local hotel employees allow for a broad spread of views to be
captured whilst placing emphasis on personal experiences, interpretations,
and views on the consequences of tourism development through FDIL.

This part of the chapter presents the results of the primary research on
local resident perceptions of TFDI impacts in Barbados, focusing on TFDI
(hotel) employees. These results are based on thematic analysis of focus
group interview data. “Realities” of local TFDI impacts are identified and
these are critically evaluated to identify relationships between these dimen-
sions and currently known impacts of TFDI.

The results of the focus group interviews with residents who are TFDI
employees are presented. Their experienced “realities”, the sub-themes, and
themes of the data are then considered before a summary of results is of-
fered. The interviewees in the hotel employee focus group interviews were
self-selected. There was a balanced mix of gender and age. Interviewees had
been employed in hotels between 1 and 20 years.

In total, 59 TFDI employees of hotels in Barbados were interviewed from
six different hotels. The findings are discussed for employees by each hotel
in turn before considering an overall hotel employee “reality”. The findings
are made anonymous and the hotels have been coded. For each hotel the em-
ployees have been allocated a number (Employee 1, Employee 2, Employee
3, and so on). The following discussion of the research results follows the
themes of the hotel employee data in Table 12.1.

The ‘Experienced Reality’ of Hotel Employees

Among the TFDI employees participating in the study, there was acknowl-
edgement of the high contribution of tourism to the island of Barbados. As
expected, positive employment impacts were noted, often relating to their
own livelihoods, alongside macro-economic impacts.

For the hotel employees interviewed, a number of shared salient sub-
themes and themes were identifiable in their experiences or “realities” of the
local impacts of TFDI on tourism development (Table 12.1).



TFDI: Experienced ‘Realities’ in Barbados 223
Table 12.1 Sub-themes and themes of the hotel employee data

Sub-themes Themes

Exposure to global cultures *  Employment and skills

Access to international training development

* Contribution to tourism in Barbados * Role of foreign direct investors
Employment creation in national development

* TFDI contributes to poverty alleviation * The scale and value of TFDI
through the individual corporate social
responsibility (CSR)
» TFDI properties impact on resource * Power and control
growth which domestic firms do not
necessarily have access to
Local employees’ restricted growth to
executive levels in TFDI properties
TFDI properties are less receptive of rights
and powers of labour unions and labour
bargaining power

Theme 1 — Employment and Skills Development

It was notable that local resident interviewees discussed TFDI more pri-
marily in the context of its direct impact on citizens more so than at the
macro-level of the country. There was indeed a general acceptance that sub-
stantial benefits can indeed be achieved from being associated with tourism
entities. Based on the benefits identified however, it is extremely noteworthy
that a perception existed among local resident interviewees that some types
of the individual benefits achieved are possibly restricted to those employed
within foreign entities. For example, one interviewee from Hotel #1 sug-
gested that by being employed at the hotel with its contingent of non-na-
tional staff, their exposure to global cultures expanded (Employee 1, Hotel
#1). This is a particularly important point when one considers that individ-
uals from poorer communities or those who are lesser skilled often do not
have opportunities to be exposed directly to global cultures. In this case,
access to opportunities goes beyond economic opportunities and extends to
life chances linked to socio-cultural development.
Moreover, as explained by Employee 2, Hotel #1:

X has provided me with employment and the chance to training over-
seas and even employment opportunities in the other X franchises. In
the training process I am exposed to different techniques and being part
of a well-known brand.

It is particularly interesting that in the response provided above, the inter-
viewee made specific mention of the impact that the diverse training tech-
niques in foreign brands has had on their development. It is clear therefore
that the international exposure to and perspectives of international brands
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provide a broader scope for improving human resource capacity of citizens
in the destination working with the properties. This reinforces the position
of the benign model recalled by Bayulgen (2010) which suggests that FDI
has a substantial impact on resource growth which domestic firms do not
necessarily have access to. As deduced from the comment above by the re-
spondent, this improvement is argued to be perpetuated by the fact that
the international exposure and opportunity gives the human resources the
potential to access standards with international credence, influenced by the
diversity in global cultures the organisation would have to develop their
standards to respond to. From a local perspective, it was also indicated that
the international standards adopted by international properties force the
competition to also improve on their standards because maintaining lower
standards reduces the local competition’s competitive advantage.

Notwithstanding these benefits however, some interviewees alluded to a
perception that local citizens are mostly only offered front line positions
with few opportunities to advance to middle and upper level management
positions. While this is an extremely valid concern it is also worth noting
that from an employee and skills development perspective, these interna-
tional entities have certain service standards influenced by international
cultures which necessitate having management which appreciates, and has
already been indoctrinated with said culture. Recognition of the impor-
tance of standards for these organisations highlights this perception. In es-
sence, while this offers some explanation as to why newly established FDI
entities do not fill middle and upper level management positions with locals,
it does not offer support to FDI entities established in the destination for
prolonged periods having had the opportunity to “indoctrinate the culture
into locals”.

More importantly though, the restricted growth to executive levels for
locals in TFDI properties does not necessarily hold true to the philosophy
of Bayulgen’s (2010) benign model. In spite of there being growth in the re-
source capacity of locals employed within TFDI properties, the reality that
locals do not traditionally rise to executive positions within that destination
reflects the malign perspective more (Bayulgen, 2010), given this restriction
on domestic human resource growth. This reality offers some explanation
as to why the work of Brohman (1996) did not find a strong enough correla-
tion between TFDI and poverty alleviation. To further reinforce the weak
potential for such a correlation is the fact that macro poverty alleviation
policies are not necessarily integrated into TFDI policies. This study finds
that TFDI contributes to poverty alleviation more so through the individual
corporate social responsibility (CSR) efforts of the foreign investors. Since
CSR is affected by variables such as management style and power relation-
ships (Coles et al., 2013), its contribution to poverty alleviation varies.

Moreover, at the outset, it may appear that when employees use their
training and background with TFDI properties to seek international jobs
this has entirely negative implications because of the local loss of that
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human resource. However, relocating and training local human resources
can be viewed positively if after receiving the foreign employment and train-
ing the individual returns to the destination to use the experiences gained.
Additionally, the destination is also likely to benefit from any remittances
from those individuals. Moreover, this TFDI-fuelled exodus of human re-
sources does not have the same impact on market imperfections as the price
distortions explained by Bayulgen (2010). The training and opportunities
provided by TFDI properties has been argued by interviewees to force other
local properties to improve their product and service offerings or risk losing
market share to TFDI properties. Therefore, in spite of the fact that leak-
ages are a consequence of TFDI, the skills development and competition
in facilities may be seen to benefit the destination from a human resource
perspective in two primary ways. First, competitors are forced to improve
their service standards and second, local companies can benefit from the
skillset that persons trained by the TFDI properties develop. These findings
attest that while Bayulgen’s (2010) malign model considers the implications
of an exodus of resources, a TFDI-fueled exodus of human resources does
not necessarily translate into permanent negative implications.

The following response adds testimony to the claim by Fauzel (2016) that
while in many SIDS, openness to TFDI is high there are often limited struc-
tured policy approaches to capitalise on TFDI. An employee from one of the
local TFDI properties vexingly said, “We have a shop steward here, we are
members of the union but everybody here frighten, we can’t go the meetings,
we don’t even know when the meetings are”. In spite of Barbados’ long-es-
tablished recognition of the rights and powers of labour unions and labour
bargaining power, the management of this TFDI property is less receptive
to this domestic practice of collective worker’s representation. This fear has
the potential to undermine the entire collective bargaining process across
the country and is therefore an excellent example of a potential consequence
of unfettered and unstructured controls on TFDI in labour management.

In essence, the quote referenced earlier by Employee 2 of Hotel #1 re-
flects an ideology espoused within the study that local staff perceive that
foreign employment gives them access to certain benefits they would not
ordinarily receive from employment within local entities. It was not sur-
prising therefore that Employee 5 of Hotel #1 declared “I was able to travel
and be a part of a well-known brand”. It is particularly interesting, however,
that this employee correlated their satisfaction with their organisation being
a “well-known brand” which at its core implies that the employee would
express the same level of satisfaction and recognition if it were a local well-
known brand. However, the preceding evidence does not largely support
this postulate. This rebuttal is based on the premise that respondents made
correlations between well-known brands and, (1) the international cultures
within the brand and (2) the ability to travel to other branches of the brand.
Certainly on that basis one could question that, if local brands were able to
offer this international exposure and travel potential, would local employees
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regard both local and international establishments equally in terms of per-
sonal benefits? As a result of this perceived international exposure from
being associated with international brands, these locals develop a sense of
commitment/loyalty to foreign entities for these opportunities. For exam-
ple, one respondent suggested “I was offered a career opportunity overseas
but I declined.” (Employee 4, Hotel #1).

Theme 2 — Role of Foreign Direct Investors in National Development

TFDI was also perceived as having a role in the development of overall na-
tional economies. There were indications that there is a dependence on the
international community to provide resources to develop areas of the local
tourism sector which were either too substantial or required too many re-
sources to be developed by the local investment community. In this context,
foreign investors were perceived to fill a void that could not be managed
domestically. One resident interviewee who was a member of the Tourism
Association discussed the very topical issue of Hotel #1 taking over a local-
ly-managed property that was currently under public ownership, made the
following assertion:

For the good of the island, and if we need more room especially a fam-
ily brand and really and truly as an island we need the family brand
because we lost a lot of family rooms. So as an opportunity for a local
person, it is a shame he would have to lose it....

There existed a perception that, if necessary, locals should give way to in-
ternational ownership in the national interests of destination product devel-
opment. This suggests a dependency relationship; TFDI was seen to have
a direct impact on the country’s ability to develop its tourism sector, a sce-
nario suggested by Chaperon and Bramwell (2013). It may be seen to add
weight to the importance of the ownership advantage possessed by TFDI
properties as purported in Dunning’s (1979) OLI framework.

Additionally, there was a positive relationship expressed between FDI
and rapid tourism growth; since tourism growth is indicative of a multi-
plier in other sectors in the economy, this perceived correlation between
FDI and rapid tourism growth insinuates a rapid growth in the supporting
sectors as a result of FDI. In fact, this multiplier effect of tourism can be ex-
plicitly identified in the comments by respondents varying from “tourism is
beneficial to local communities because it open doors for different services
[like] taxi services” (Employee 3) to “... also people with little businesses
can benefit from visitors” (Employee 4). This perceived increase in tourism
correlated with TFDI also suggests that similar to those employed in these
TFDI properties, TFDI has a substantial impact on generating employment
in supporting services. The impact TFDI has on employment generation
is an anticipated finding. However, what is perhaps more substantial and
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intriguing is the perception raised that TFDI creates an opportunity for
individual local secondary service providers (in the value chain of the TFDI
property) who have unique skills, to also gain access to opportunities in the
wider value chain of TFDI-financed hotel chains (Employee 4).
Notwithstanding these positive benefits however, there was a recognition
that the profit repatriation has potentially negative impacts on employees.
As explained by one of the interviewees who works in a foreign-owned

property:

I think that too much foreign investment can hurt the community
because not many of the benefits are contributed to the surrounding
community since most the profits return to where the head company is
based.

This recognition of leakages is generally accepted as a concern when dis-
cussing foreign ownership. However, it is particularly interesting that this
TFDI employee made a direct association to the impact that these leakages
could have on surrounding resident communities. The importance of this
micro outlook of the impact of leakages by the respondent is reinforced by
the fact that when reference is being made to employment and skills devel-
opment opportunities, the respondents are first localising that impact in the
community surrounding the foreign property.

Theme 3 — The Scale and Value of TFDI

Views on TFDI were mixed; employees from Hotel #1, Hotel #2, and Hotel
#3 favoured TFDI growth. However, the interviews with employees of Hotel
#5 and Hotel #6, in particular, highlighted concerns linked to the island’s
high dependency on tourism and the sustainability of tourism demand. The
onus on local businesses was noted and there was a belief that there was
potential to be more proactive in attracting tourists. The idea that FDI can
have important positive effects on a host country’s development effort (see
for example, Davidson & Sahli, 2015; Samimi et al., 2013; Dinh et al., 2019)
appears to be affected by the level of proactivity of local businesses. In this
case, there appears to exist a recognition of potential benefits by foreign
investors to be capitalised upon but questions abound around the seizing
of those benefits. It was not simply a case of TFDI impact on tourism flows
leading to net benefits to locals (Dwyer et al., 2003). These benefits needed
to be secured through actions that focused on the sustainability of tourism
demand. Otherwise, it was thought that there would not exist enough abso-
lute demand to sustain local competition alongside international tourism
entrants and there were concerns that country-specific location decisions of
foreign investors might be negatively affected in the long run, namely with
respect to any location advantages (Dunning, 1979) offered by Barbados. In
line with the Economic Dependence Factor (Vargas-Sanchez et al., 2009),
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the local residents of Barbados, an island unanimously agreed upon as be-
ing heavily dependent on tourism, appeared to be favourable to tourism
development.

Theme 4 — Power and Control

Power and control emerged as a key theme. This was evident in the views of
employees from Hotel #2 when they acknowledged the role of the govern-
ment in regulating FDI agreements. It also appeared in relation to a stated
desire for mutually-beneficial tourism planning during Hotel #6 interviews
and the consideration of the spread of benefits being restricted to govern-
ment-level and hampered by economic leakages in the Hotel #5 interviews.
Thus, attention was drawn to the relationships between foreign investors,
the government, and local communities. The wider community-level im-
pacts of TFDI were noted. There was a belief that foreign-owned hotels
had inspired local businesses to improve their operations. One of the focus
group interviewees, for example, proclaimed “for the longest while Hotel X
[locally owned hotel] should have repaved their entrance but they would not,
then Hotel Y [foreign-owned hotel] came in and all of a sudden things get im-
proved”. In terms of the relationship between TFDI entities and other local
tourism providers, there was a sense amongst local residents that the former
demonstrated a much more dynamic approach that was largely welcomed.

Community-based initiatives such as Hotel #1’s Foundation were ac-
knowledged as genuine attempts by the foreign investors to create posi-
tive local impacts. There was a perceived difference in the ways in which
international firms responded to environmental issues compared to local
firms. However, there was a sense of caution about the performance of for-
eign-owned investors amongst some of the residents interviewed due to
failure of some of the hotels to deliver on “promises”. The official meas-
urement of the positive impacts offered by these investors was questioned
and it was suggested that economic leakages may in fact be underestimated
due, in part, to a government focus on high-level tourist volume and value
figures rather than paying attention to the experiences presented at a micro
or “ground level”.

Conclusion

While a lot has been written about FDI impacts on a country’s economic de-
velopment, it is fair to say that there has been insufficient empirical evidence
linking FDI and local residents’ perceptions. This chapter has contributed
to knowledge creation in terms of TFDI impact in an under-researched
context, Barbados and SIDS. It has presented a critical evaluation of the
“realities” of TFDI as experienced by local hotel employees and identified
relationships between these perceptions and currently known impacts of
tourism FDI. It may be argued that the perceptions gathered during this
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research study are not merely a reflection on the self-interests of local ho-
tel employees. For instance, observations of the power dynamics between
groups, namely, foreign-owned investors and the government was a theme
that was highlighted.

An area for further exploration is the SIDS context that formed a back-
ground for the case study setting in this chapter. Further qualitative re-
search is needed on the local impacts of tourism FDI in SIDS. To date,
tourism researchers have tended to focus their analyses on restricted themes
(see for example Pratt, 2015) and/or limited stakeholder views (see, for ex-
ample, Prayag et al., 2010). It is recommended that a more holistic examina-
tion of economic, socio-cultural, and environmental impacts is undertaken
that accommodates the voices and experiences of multiple stakeholders. It
is notable that where research exists, it lacks a qualitative focus. A richer,
in-depth analysis is important to help strategic players in their ability to fur-
ther enhance human and tourism development, by minimising the negative
and increasing the positive impacts of TFDI.

The aim of this chapter is to offer valuable insights for better understand-
ing the perceived impacts of tourism FDI on local hotel employees in a tour-
ism-dependent SIDS, and more widely in other SIDS where local realities
have often gone unnoticed.
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13 Current Knowledge and Future
Research Directions in Tourism
Foreign Direct Investment

H. Cristina Jonsson

Introduction

It is the aim of this book to further our understanding of TFDI using cur-
rent empirical research and case studies. Chapters contributed by inter-
national tourism scholars discuss theoretical and practical approaches
towards TFDI, as well as its impacts and role in different geographical set-
tings. This final chapter summarises the issues and aspects highlighted, as
well as conclusions formulated by authors in previous chapters. Suggestions
and recommendations for local planners, destination and business manag-
ers to successfully manage tourism FDI are also provided in this chapter.
The key findings from this book are reviewed in order to derive a conclusion
as well as future research directions.

This book covers a wide but by no means exhaustive range of TFDI im-
pacts. All chapters share the assumption that while economic theory pre-
dicts a positive impact of FDI on economic growth, empirical evidence is
mixed.

Sustainable Tourism Foreign Direct Investment in Context

Tourism FDI has emerged as an important factor in achieving sustaina-
ble economic growth for both developed and developing countries. De-
spite this, there have been years of arguments in favour of and against
FDI, starting with Dunning and Kundu (1982). As indicated in Chapter 1,
TFDI has become a key component of national development strategies for
many countries and the growth of TFDI has been phenomenal. Chapter 2
conceptually examines potential advantages and disadvantages of FDI in
tourism. It is argues that governments reserve considerable power to de-
termine how the tourism sector performs while policies can be endorsed to
increase local economic participation. This can lead to reduced economic
dependencies on other countries. As TFDI is linked to both positive and
negative effects on the tourism industry of a host destination, the author
cautions against claiming TFDI as a potential catalyst for tourism industry
and economic development. Importantly, this chapter points to the careful
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examination of policies concerning FDI and MNE involvement in tourism,
within the framework of overall development strategies, weighing up the
socio-economic benefits that result against the possible associated costs to
destination sustainable development

Chapter 3 follows-up on the theme of development strategies and impacts
by bringing together ideas that may be useful in developing an overarching
framework or lens to examine local perceptions of TFDI in a case study loca-
tion. This offers an opportunity to shift away from traditional neo-liberalist
theories in the study of tourism and FDI. It also suggests consideration of
stewardship of more inclusive economic and social development. Notably,
the discussion presented in this chapter provides a useful approach to better
understand the impacts of TFDI on local people in a tourism-dependent,
small island economy and potentially in other tourism economies where lo-
cal resident voices have often gone unnoticed.

Based on the VECM framework, Chapter 4 investigates the relationship
that might exist between TFDI and sustainable development in Mauritius.
It applies a recent co-integration approach in a dynamic framework and
presents new evidence in the field of TFDI and sustainable development.
The author highlights a significant amount of TFDI that have contributed
towards the sustainable development of Mauritius and concludes that to
further boost sustainable development in Mauritius, there are various ac-
tions that can still be taken in the areas of, for example, governance and
eco-conscious policies.

Part II ends with Chapter 5, which highlights the value of exploring an
evolutionary approach to investigating TFDI in the context of a transi-
tional, post-Soviet economy through an evolutionary lens. It demonstrates
the scope to gain insights into both host government investment economy
and foreign investor behaviours and actions over a sustained time-period.
The author maintains that the approach in this chapter has assisted identi-
fication of issues pertinent to the lasting interest of a TFDI in Kyrgyzstan
and it has provided a fuller understanding of tourism processes under-
pinning development. The approach has facilitated consideration of both
structure and agency in tourism investment. Limitations of relying solely
on secondary data analysis are highlighted and the author indicates the
potential for further research to gain a deeper understanding of how and
why “specific paths unfold in particular ways over time and space” (Pike
et al., 2016:131).

Overall, this set of introductory chapters raises three important issues that
are to date underrepresented in the relevant literature; first, the relationship
between FDI and tourism is addressed both conceptually and practically;
second, theories and frameworks related to tourism FDI are explored. It is
important to note that both Chapters 4 and 5 suggest that it is necessary to
attract sustainable FDI. Third, Chapter 3 in this section is one of the few
works that draws attention to the importance of local voices for a greater
understanding of TFDI impacts and its role in tourism development.
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Determinants of French inward FDI stock in the hospitality industry are
the topic of Chapter 6. A panel gravity model is applied to bilateral inward
FDI stock between France and 19 investor countries in the Hotels and Res-
taurants industry. While the cost-based considerations such as labour costs
and taxes are an important determinant factor of hospitality FDI activity,
overall, the authors find that the most significant determinants of FDI in the
hospitality industry are practically the same as those obtained for total FDI
stock. The study results in this chapter have two important implications for
tourism policymakers. Firstly, the control of cost factors such as labour costs
and taxes is crucial for countries to remain competitive. Secondly, adverse
effects of high taxation can be mitigated by the provision of public goods.

The analysis of the impacts of FDI on Croatian tourism is the topic of
Chapter 7. The poor structure of accommodation capacities in relation to
other EU member states is clearly a problem. The author therefore suggests
that there is a need for commitment to attract FDI in tourism, with special
emphasis on global hotel brands.

Chapter 8 examines the causal link between FDI and tourism in Sub-
Saharan African (SSA) countries by studying the short and long term
impacts of FDI growth on tourism development using the autoregressive
distributed lag model. The data analysis indicates that FDI and economic
growth are key drivers for tourism growth in the long run for SSA countries.
The author therefore calls for the implementation of FDI promotion pro-
grams that focus on tourism development and economic growth.

There are few studies that analyse the relationship between FDI and
tourism growth. One of the reasons for this is the lack of FDI data at the
sectorial level. The authors of Chapter 9 aim to fill that gap by analysing
the relation between FDI and tourism growth in China by measuring in-
ternational tourist arrivals and international tourism receipts. The result
presented in this chapter provides insights into the role FDI plays in stimu-
lating tourism growth, and how tourism can be used as a tool to attract FDI.
The authors suggest that policy makers promote sustainable tourism devel-
opment by paying attention to tourism development policies that explicitly
promote sustainable tourism development and low carbon emissions.

The focus of Chapter 10 is nature tourism FDI in Bangladesh. The chap-
ter study arrives at a model that explains and predicts how economic devel-
opment can be viable through nature tourism growth. The author considers
that the model, if implemented as developed, will be a guide to an attrac-
tive destination both for tourists and FDI, and may lead to accelerated eco-
nomic development.

Chapter 11 examines the effect of TFDI on economic growth in Indo-
nesia, focusing on human capital, trade openness and financial market de-
velopment. The relationship between TFDI and economic growth is under
researched in Indonesia. The author therefore aims to fill this research gap.
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Based on the results of the chapter study, several recommendations are
made both for further research, as well as for practitioners.

The consideration of local residents’ perceptions of tourism FDI impacts
in Chapter 12 gives rise to an approach to FDI impact studies that goes
beyond the widely used econometric and statistical studies of tourism FDI.
Here, the “realities” of local hotel employees are considered as an impor-
tant factor in determining tourism FDI impacts. This chapter is one of the
few works that focuses on TFDI in Barbados and the Caribbean. The au-
thor suggests that a more holistic examination of economic, socio-cultural
and environmental impacts of TFDI is undertaken that accommodates the
voices and experiences of multiple stakeholders.

Conclusions

The evidence examined in this book offers a basis for ample commentary
on the issues, challenges and prospects associated with TFDI. The de-
tails of the research and major arguments presented are too complex to be
straightforwardly summarised. However, evidence gathered in this book
demonstrates that a search for a universal result of TFDI impacts is sim-
ply misguided. TFDI can have dramatically differing impacts, both positive
and negative; therefore, it is imperative to undertake more holistic research
of TFDI, by including the voices, perceptions and experiences of multiple
TFDI stakeholders.

This book provides insights into theoretical as well as practical issues by
covering conceptual foundations, critical concepts and current issues. It
addresses numerous gaps in our understanding of FDI in tourism destina-
tions. That said, despite its wide range of topics, themes and case studies,
no book can completely cover TFDI. If anything, the empirical studies pre-
sented here shed light on an even wider range of possible research topics that
undoubtedly would further enhance our knowledge of TFDI.

There are future challenges for TFDI that could not be covered in this
book. These are mainly due to COVID-19 and the global pandemic, which
hasled to a decrease in tourism demand. The issues and the possibilities the
pandemic offers tourism destinations must be contemplated in order to un-
derstand future tourism development and FDI. The future challenge of us-
ing TFDI as part of development in tourism is much more complicated than
conventional wisdom suggests. To capture the full advantages of TFDI it
requires a much broader and more energetic action agenda than developing
countries and tourism economies have been accustomed to pursue. By con-
sidering these and future issues in tourism development and FDI, this book
will hopefully prove informative and inspirational for tourism development
decision makers and practitioners, as well as researchers.
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