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Abstract
The present study attempts to address the important question of whether foreign direct invest-
ment (FDI) flowing into the tourism sector has served to enhance economic growth in Mauritius
for the period 1984–2014. Using a dynamic vector error correction model, and catering for
dynamism, the results show that tourism FDI has indeed contributed to fostering economic
growth; albeit the magnitude of the coefficient being relatively smaller than FDI in the non-tourism
sector. A plausible explanation for such a finding may reside in the fact that the bulk of FDI flows in
the non-tourism sectors while domestic investment predominates in the tourism sector in
Mauritius. The findings also demonstrate a positive relationship between tourism development and
economic growth, thus supporting the tourism-led growth hypothesis.
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Introduction

The tourism sector has received considerable attention by many developing countries’ government

since it is often perceived as a potentially promising source of economic growth and development

as well as for promoting human development. Indeed, the tourism sector can be a major route

through which the country can boost its export revenues, generating a large number of jobs – both

directly and indirectly – and creating employment for the young and women. More so, the

development of the tourism sector in a country fosters economic diversification and promotes a

more service-oriented economy; and in this regard, foreign direct investment (FDI) in the tourism

sector has played a key role in promulgating and expanding indigenous tourism sectors across a

wide spectrum of developing nations including the small island economy of Mauritius, albeit in the

latter case, at the onset of the sector’s development and over the last decade. The Mauritian tourism

sector that is positioned at the high end of the global market is regarded as a major gross domestic

product (GDP) contributor for the island. By the end of 2013, it accounted for approximately 7.1%
of GDP, and such a number is expected to grow in the future, even more so in light of the audacious

objective of the government to host two million tourists in the foreseeable future.

Although the literature is fraught with studies measuring the direct interplay between FDI and

economic growth, nevertheless, to the best of our knowledge, there is to date, none of the studies

have assessed the growth effect of tourism FDI on the economy. Some of the studies undertaken on

the tourism sector for Mauritius relate more to the determinants of tourism demand or on the

impact of tourism on economic growth (see Seetanah, 2009, 2011). As such, there is a need to

analyse the implications of the dynamics of FDI in the tourism sector on the economy. In this

regard, while it is by enlarge acknowledged that there are benefits to be had from tourism trans-

national corporations (TNCs), unfortunately however, it is also true that these foreign firms do

pose certain problems in certain cases. For instance, an increase in foreign capital can lead to an

appreciation in the exchange rates. This will cause a reallocation of production resources and make

the sector exposed to international competition less competitive. This is referred as the Dutch

disease theory, and studies of Corden (1984) and Corden and Neary (1982) developed this model in

an attempt to show the adverse economic effects that a large inflow of foreign currency can have.

Furthermore, as argued by Nowak et al. (2003), an increase in inbound tourism may be welfare

reducing instead of being welfare increasing.

In addition to aforementioned studies, the present article attempts to fill the aforementioned gap

and aims at adding to the existing literature by investigating the direct and indirect relationship

between tourism FDI and economic growth for Mauritius. Methodologically, this study uses a

rigorous dynamic time series analysis, namely a dynamic vector error correction model (VECM),

to carry out the proposed investigation. Such a procedure will ensure that the dynamic behaviour of

the time series under consideration is properly captured, while simultaneously catering for caus-

ality issues. In fact, this method often provides superior forecasts compared to those from uni-

variate time series models and elaborates theory-based simultaneous equation models. Forecasts

from vector autoregressive (VAR) models are also quite flexible because they can be made con-

ditional on the potential future paths of specified variables in the model. However, since the

variables are stationary only in the first difference and are co integrated, we estimated a VAR in an

error correction model (VECM).

The VECM is appropriately suited for integrating short-run and long-run analyses. VECM is

also useful as it helps to account for spurious correlation and exogeneity bias (Beaugrand, 2004).

Any feedback and indirect effects that may be present will also be detected within the VECM. The
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model also allows for the identification of any bidirectional and/or unidirectional causality

between the variables of interest.

The rest of this article is organized as follows: ‘Literature review’ section discusses the theo-

retical and empirical literature; ‘Overview of FDI and tourism in Mauritius’ section provides a

brief overview of the evolution of the tourism sector and tourism FDI in Mauritius, while

‘Methodology’ section defines the methodological approach used; ‘Analysis of findings’ section

delineates and discusses the findings and the final section gives the conclusion.

Literature review

It is widely recognized in the literature that TNCs play an important role in the economies of both

developed and developing countries in that they allow the host countries to be integrated into

international tourism networks that eventually lead to an increase in the flow of tourists and

generate more income from tourism-related activities. However, it is also undeniable that to be

able to successfully attract tourism FDI, there exists several components that are of a priori

importance: political stability, level of economic development, socio-economic environments,

privatization of the industry, liberalization of FDI regime, taxation, investment incentives,

availability and quality of hard and soft infrastructures and corporate strategies or company-

specific factors among others (Endo, 2006).

Additionally, tourism FDI may stem from various sources and these activities relate mostly to

the details given in Table 1.

FDI in the tourism sector, similar to FDI in any other sector, is often considered to be growth

enhancing and is regarded as an effective engine for economic development. It is primarily seen as

an important channel through which capital, technology and know-how are transferred to the

recipient country. By transferring knowledge, FDI normally increases the existing stock of

knowledge of the host country through labour training, transfer of skills and the transfer of new

managerial and organizational practice. FDI also promotes the use of more advanced technologies

by domestic firms through capital accumulation in the domestic country (De Mello, 1997). Foreign

tourism companies also often act as catalysts for the injection of fresh capital in the host country

and also help in attracting foreign tour operators and tourists. As a result, given the numerous

benefits attached, there are many emerging tourism destinations vying for these firms (Yunis,

2008), particularly since foreign investment is considered to be of paramount importance in cre-

ating and upgrading tourism-related infrastructure.

Tourism itself is seen to be an important ingredient for economic growth, and the benefits of

tourism tend to extend to a wider section of the society as compared to other sectors of the

economy (Telce and Schroenn, 2006). Various studies have demonstrated that tourism develop-

ment has the potential effect of promoting economic growth, creating jobs and generating revenue

for the government. For instance, the tourism-led growth hypothesis that analyses the possible

relationship between tourism and economic growth supports a bidirectional relationship between

tourism and economic growth (Risso et al., 2010). In addition, tourist spending is regarded as an

alternative form of exports that provides much-needed foreign exchange earnings for an economy

that are used to import capital goods to produce goods and services, which in turn may foster

economic growth in host countries (Balaguer and Cantavella-Jorda, 2002).

Through competition among firms and other international tourist destinations, international

tourism also enhances the efficiency level in the host country. Furthermore, since tourists demand

goods and services such as accommodation, food, transportation facilities and entertainment
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services, there is an increasing demand for local producers’ goods and services. Hence, one can

argue that tourism development is accompanied, more often than not, by an increase in aggregate

supply in the economy. These, taken together, may potentially lead to an increase in income, output

and employment in the host country (Balaguer and Cantavella-Jorda, 2002).

FDI in the tourism sector, economic growth and development

Additionally, FDI in the tourism sector can also serve to boost the economic growth of host

countries in various ways. For instance, FDI fosters economic growth through an increase in

income, a rise in local employment, an increase in foreign exchange and an improvement in

income distribution. It also leads to growth by promoting the countries productive capacities

including transfer of technology and management practices, spillovers, externalities, stimulation of

domestic investment, increases in productivity of domestic firms, increased integration in global

markets and decreased cost/increased rates of research and development and innovation (World

Wide Fund for Nature Gland, 2003).

The employment creation aspect of FDI in tourism is another crucial contributor to pro-

mulgating economic growth and development of the host country. For instance, the tourism

industry employs local citizens in hotels, restaurants and entertainment and tourist services that

cater directly for tourists or through the multiplier effect (Haley and Haley, 1997). In addition, in

view of the prevalence of service quality in the tourism sector, there is a constant demand for

training that can only serve to upgrade the skills of local employees working in the industry. In this

regard, skill transfers are common practice for international hotels.1

Furthermore, the significant spillover benefits engendered by tourism TNCs’ operations cannot

be underestimated. 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 techno-

logical and skills diffusion into the economy. Another strand of the literature outlines that tourism-

Table 1. Most frequent tourism FDI activities.

Frequency with which FDI appears to occur

Most frequent Occasional Rare

Hotels and similar
p

Restaurants and similar
p

Second homes
p

Passenger transport rental equipment
p

Railway passenger transport services
p

Air passenger transport services
p

Road passenger transport services
p

Water passenger transport services
p

Passenger transport supporting services
p

Travel agencies and similar
p

Cultural services
p

Sports and other recreational services
p

Note: FDI, foreign direct investment.

Source: FDI in tourism. The Development Dimension. UNCTAD, 2007, p. 14.
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related TNCs often establish linkages with local suppliers and distributors, which can only serve to

boost the host country’s economic activity and business opportunities.

Crucially also, many developing countries are overly dependent on the tourism sector as a major

source of foreign exchange; even more so since such foreign exchange revenues often serve to

contribute towards improving the host countries balance of payments (Belloumi, 2010). In this

manner also, Robu and Balan (2009) suggest that a growing national tourism sector contributes to

increased national income and employment that effectively leads to an improved balance of

payment situation.2

Finally, it may be argued that tourism TNCs can also potentially contribute towards building

and/or reinforcing the positive image of a destination in which they choose to locate. For

example, the establishment of foreign hotel chains in a host country can enhance a destination’s

positive image. Furthermore, as supported by Kusluvan and Karamustafa (2001), the knowledge

that familiar hotels exist in particular countries encourages and reduces the search costs for

potential tourists.

Empirical review

Studies investigating the relationship between FDI in tourism and economic growth are relatively

sparse to say the least; even more so those focusing on small island states. Furthermore, the very

few existing studies tend to focus on the relationship between total FDI, economic growth and

tourism development. One such study may be traced back to Selvanathan et al. (2012) who, by

employing quarterly statistics from 1995 to 2007, investigated the causal link between FDI and the

tourism industry in India under a VAR framework. The results depicted a one-way causal link from

FDI to tourism arrivals. Likewise, Tang et al. (2007), in their study assessing the causality rela-

tionships among FDI, economic growth and tourism demand in China using an ECM method from

1978 to 2005, found a bilateral causality relationship between tourism demand and economic

growth, thus confirming the tourism-led growth hypothesis. The results also confirmed the pres-

ence of a one-way causality link from FDI to tourism demand.

Additionally, Samimi et al. (2013), in their analysis of the relationship between tourism-related

FDI and tourism development in developing countries using panel VECM techniques from 1995 to

2008, confirmed the existence of a cointegrated relationship between the aforementioned variables

in the long run. Furthermore, the results also showed the existence of a bilateral long-run causal

relationship between tourism-related FDI and tourism development. However, there was limited

evidence of short-run causality between the variables. The above clearly points to the relatively

scanty nature of the empirical evidence available on the relationship between tourism FDI and

growth, let alone those investigating the relationship between tourism FDI and growth.

As such, it is argued that the present study will help towards filling such a gap through an

investigation of the aforementioned relationship in Mauritius, a small island state, using a dynamic

VECM, and catering for dynamism and causality issues.

Overview of FDI and tourism in Mauritius

Mauritius is often regarded as one of the richest and most successful African economies, with its

GDP per capita rising from US$260 in 1968 – year of independence – to more than US$7000 in

2013. Indeed, the economy has been growing almost consistently at an average of approximately

5% yearly for the last quarter century. The success of the Mauritian economy can largely be
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attributed to its policy of trade openness, given its small domestic market. The traditional ingre-

dients of growth have been sugar, textile and tourism. The economy also diversified into financial

services and information and computer technologies, while keeping the traditional sector base.

In 2005, the country introduced bold reforms that changed the landscape of business activities in

Mauritius and these ranged from changes in policies related to the ease of doing business, to labour

reforms and to liberalization of tariff (duty-free island concept) and non-tariff barriers. The

economy also registered significant investment in infrastructure, and there was a general consensus

towards the need to move to higher value-added production. As such, one could argue that such

reforms have contributed in making the economy stronger and more competitive.

FDI in tourism

FDI has greatly contributed towards the diversification of the Mauritian economy and in stimu-

lating the economic growth of the island. Furthermore, FDI has also had several positive effects on

the economy, and these include productivity gains, technology transfers and the introduction of

new processes, managerial skills and know-how in the domestic market.

However, FDI for the best part of the 70s and 80s has flown almost exclusively into the export

processing zone (EPZ) sector. However, since the turn of 1990, FDI in the tourism sector and other

service providing sectors has also been on the rise. With the implementation of measures that have

considerably eased the cost of doing business, the Hotels and Restaurants and the financial

intermediation sectors have been the recipient of huge inflows of FDI in recent years. In addition,

since 2005, FDI has increased tremendously with the introduction of the Integrated Resort Scheme

(IRS), which is centred on the acquisition of villas for residential purposes by foreigners.3 Table 2

delineates FDI inflows by sector in Mauritius from 2009 to 2013.

Table 2. FDI inflow by sector (Rs. million).

Description/industry 2009 2010 2011 2012 2013

Agriculture, forestry and fishing – – 215 127 678
Manufacturing 485 63 669 1597 280
Electricity, gas, steam and air conditioning supply – 2 18 8 238
Construction 211 1292 2117 2305 762
Wholesale and retail trade; repair of motor vehicles and

motorcycles
291 125 600 746 327

Transportation and storage 10 110 204 43 –
Accommodation, food service and IRS 3923 2869 4351 6067 4910
Information and communication – 235.47 462 373 60
Financial and insurance activities 1371.4 4645.292 1972 5512 716
Real estate activities 2231.29 1389.2 1884 3324.6 1328
Professional, scientific and technical activities – 404.2 266 52 12
Administrative and support service activities – – 38 8 161
Education 125 18 4 – 32
Human health and social work activities 145.1 2732.2 91 210 –
Arts, entertainment and recreation – 61.8 3 – 8.1
Total 8793.18 13,948.062 12,894 20,373 9512.1

Note: IRS: Integrated Resort Scheme.
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Table 2 clearly highlights the prevalence of tourism FDI including IRS over the past years with

the latter rising sharply since 2006. In this regard, the role of the government in delineating sound

policies that have served to induce foreign investors and in creating an environment conducive to

investment through the elimination of bureaucratic procedures should not be underestimated.

Interestingly, although the tourism sector is widely regarded nowadays as an established pillar of

the Mauritian economy, the government’s support in further fostering the sector is still very much

on the agenda.

Methodology

Model specifications

The main objective of the present study is to investigate the relationship between FDI in tourism

and economic growth in Mauritius for a period of 31 years (1984–2014). This section describes the

model adopted and the empirical indicators of tourism FDI, economic growth and other control

variables used in the model. The basic specification of the model is based on the principles of some

earlier studies of growth models carried out by Temple (1999), Durbarry (2004) and Seetanah et al.

(2011). In this regard, the econometric model takes the following functional form:

Model : Y ¼ f ðHC;EF;FDIT; FDINT;TOURÞ: ð1Þ

The model is used to analyse the impact of tourism FDI on economic growth, which is measured

by Y and the proxy used is real GDP.

The variable of interest in this study, FDI in the tourism sector, is measured by FDIT and the

proxy used is FDI in the tourism sector as a percentage of real GDP. As argued by various scholars,

such as Yunis (2008), tourism FDI can boost a country’s economic growth through the injection of

fresh capital into the host country and also by attracting foreign tour operators and tourists. More

so, as Dwyer et al. (2003) argued, foreign investment and know-how are considered to be of

paramount importance in creating and upgrading tourism-related infrastructure and also in fos-

tering additional investment in the tourism sector. As such, a positive coefficient is expected in the

present instance.

FDI in the non-tourism sector as a percentage of real GDP, FDI NT, is also included in the

model, and similar to FDIT, we expect the coefficient to depict a positive relationship with eco-

nomic growth. We also added a measure of education (HC) to account for the quality of the labour

force. A higher level of human capital increases the ability of workers to learn and adopt new

technologies faster and more efficiently and thus are more productive. Many scholars, such as

Gregory et al. (1992) and Barro (1998) have propounded that there exists a positive relationship

between human capital and economic growth. In the present study, a secondary school enrolment

ratio is used as a proxy for human capital and a positive coefficient is expected. The data for FDIT,

FDINT and HC are extracted from the Bank of Mauritius and Statistics Mauritius database.

Since political, economic, social, transparency and security requirements are deemed crucial

ingredients fostering economic growth, we have included in this study a measure of economic

freedom (EF),4 and the measure used is the EF index that is sourced from Holmes, Feulner and

O’Grady (various ranking years).5 We have also included tourism receipts as a measure of tourism

development in the country in the present model. As discussed previously, tourism development is

often regarded as a crucial element for economic growth. For instance, the tourism-led growth

hypothesis, as propounded by Louca (2006), Noriko and Mototsugu (2007) and Gani (1998),
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supports the positive relationship between international tourism and economic growth for small

island economies. Hence, tourism receipt is used as a proxy for tourism expansion in the country

and data is extracted from the Statistics Mauritius database.

The econometric specification can thus be written as follows:

yt ¼ a0 þ b1fdi tt þ b2fdi ntt þ b3hct þ b4eft þ b5trt þ �t ð2Þ

where t denotes the time dimension and the small letters denote the natural logarithm of the

variables employed for ease of interpretation (that is in percentage terms).

Estimation issues

A VAR approach is used to delineate the relationship between FDI in tourism and economic

growth. Such an approach does not impose a priori restriction on the dynamic relations among the

different variables. It resembles the simultaneous equation modelling, whereby several endo-

genous variables are considered together. Hence, the VECM linking short-term and long-term

causality between tourism FDI and economic growth is set as follows:

�lnYt ¼ a0 þ
Xn

j¼1

a1� ln FDI Tt�j þ
Xn

j¼1

a2� ln FDI NTt�j þ
Xn

j¼1

a3� ln HCt�j

þ
Xn

j¼1

a4� ln EFt�j þ
Xn

j¼1

a5� ln TRt�j þ �ECTt�1 þ "t:

ð3Þ

The coefficient of the error correction term (ECTt�1) indicates whether there exists a short-run

relationship among the time series variables.

Furthermore, applying regression on time series data may generate spurious results (Granger and

Newbold, 1974; Phillips, 1986), given the possibility of non-stationary data. As such, undertaking a

check as to the stationarity of data is a prerequisite for applying the cointegration test. As a result, the

augmented Dickey–Fuller (ADF) test (Dickey and Fuller, 1979, 1981) was applied.

Analysis of findings

From the application of the ADF (1979) unit root tests, we observe that all the variables are inte-

grated of order 1 and stationary in the first difference. The Johansen maximum likelihood approach is

subsequently used to test the presence of cointegration in a VECM. Trace statistics and maximal

eigenvalue confirm the presence of cointegration, and we thus conclude that a long-run relationship

exists in the aforementioned specification (refer to Tables A1 and A2 in the Online Appendix).

Empirical results

The long-run estimates of equation (2) are reported as follows:

yt ¼ 15:53þ 0:20�fdi tt þ 0:39��fdi ntt þ 1:28�trt � 5:70 hct þ 0:21�eft:

where ‘*’ indicates the significance at 10% and ‘**’ significance at 5%.

The long-run equation yields very interesting results and are depicted earlier. From the results,

one can argue that all variables, with the exception of the human capital variable, have a significant

impact on the economic growth of Mauritius.
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As regards to the variable of interest, namely fdi t, the results show that tourism FDI has

contributed to the economic well-being of the country in the long run as supported by the positive

and significant coefficient of the variable. In fact, a 1% increase in FDI in tourism raises economic

growth by 0.20%. Such a finding is in line with the results of Tondl and Fornero (2008) for the case

of Latin America. A plausible explanation for such a relatively small coefficient may be due to

the restrictive policies that were in place in the tourism sector at the onset of the island’s

industrialization process, and 100% FDI was only permissible for investment into hotels with

room capacity exceeding 100. On the other hand, there was a wide array of incentives that was

adopted following the advent of the Industrial Act (1993), and this led to significant inflows of

FDI into the manufacturing and EPZ sectors. The latter clearly serves to explain the positive and

highly significant relationship between FDI in the non-tourism sector and growth. In this par-

ticular instance, the results show that a 1% increase in FDI in other sectors than the tourism

sector has contributed to 0.39% increase in the economic growth. Our results are in line with the

studies of Blin and Ouattara (2009), Seetanah (2009) and Seetanah et al. (2011) who have

analysed the impact of FDI on the economic growth.

Interestingly, the Mauritian government has adopted a series of measures that have fostered an

opening up of the tourism industry that included measures permitting foreign investment in res-

taurants, yachts and travel agencies among others. Such a change in philosophy has not only served

to boost FDI in the sector, but it has also brought much needed capital for further investment and

also in up skilling the sector. Direct and indirect employment has also increased to a large extent.

The aforementioned results clearly highlight not only the prevalence of FDI towards the indus-

trialization process of the island but also its crucial importance in helping the economy to diversify.

According to the UNCTAD Report (2008), ‘Mauritius is among the few sub-Saharan African

countries to have successfully competed with other countries for FDI’. The Mauritian government’s

decision to engage in an open-door policy has helped Mauritius to successfully integrate into the

globalization process, and this has fostered significant export-oriented FDI, which nowadays is

viewed as playing a fundamental role in the present development of the country’s economy.

More so, the results show that the tourism development variable is positive and significant. In

this regard, the coefficient of 1.28 denotes that a 1% increase in tourist development has con-

tributed to1.28% increase in the economic growth of Mauritius. Such a finding tends to support

studies such as Dritsakis (2004), Kim et al. (2006), and Eugenio-Martin et al. (2004) among others.

Indeed, the tourism industry in Mauritius has experienced sustained growth since 1995 with

tourism receipts also registering significant increases.

Finally, the findings also denote a positive and significant relationship between economic

growth and EF, which tends to provide support to the widely held view that EF in a country, is of

upmost importance for the country’s economic growth.

The short-run regression

Given the presence of cointegration, we subsequently estimated a VECM including the ECT that

allowed for an investigation of the dynamic nature of the model. The VECM specification induces

the long-run behaviour of the endogenous variables to converge towards their cointegrated rela-

tionships, which accommodates short-run dynamics. In this study, the VECM is estimated using an

optimum lag length of 1. The empirical results of the short-run estimates for model 1 of the VECM

are displayed in Table 3.
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Table 3 is a composite table, where each column can be viewed and analysed as an inde-

pendent function, that is, each column in the table corresponds to an equation in the VECM. The

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

mated coefficient of the explanatory variables is reported in the cells. Our focus will be on the

second column.

The short-run estimates of equation (1) show that tourism FDI is an important contributor to

economic growth in the present instance, albeit the coefficient being smaller, which tends to

support the argument that such capital flow takes time to have its full effect on the economy. In

this present instance, a 1% point increase in the growth rate of foreign capital flows into the

tourism sector leads to a 0.06% point increase in the growth rate of output after 1 year. Addi-

tionally, but similar to the findings uncovered for the long-run equation, FDI in non-tourism

sector is also significant. More so, tourism development has also positively influenced output

growth. It should be noted that the magnitude of the tourism FDI coefficient remains relatively

smaller in comparison to the other control variables such as FDI in the non-tourism sector and

tourism development, which, as per the present findings, remains the major growth drivers in

Mauritius.

Furthermore, and as discussed previously, the VAR/VECM framework allows us to detect any

potential indirect effects. While our results show that FDI in tourism influences growth, the results

reported in Table 3 demonstrate that economic growth in the country also influences the level of

tourism FDI. In this regard, and more specifically referring to the FDI tourism equation depicted in

the third column of Table 3, it is observed that a reverse causation exists between output growth

and tourism FDI. Thus, the results demonstrate that a bidirectional relationship exists between

output growth and tourism FDI. As such, one could argue that output level, which proxies eco-

nomic well-being and level of development, also plays a key role in attracting tourism FDI in the

country. Similar inferences may be done for FDI in the non-tourism sector where the results also

demonstrate that there exists a bi-causal and reinforcing relationship between output growth and

aggregate FDI. Such findings are in line with those uncovered in several studies such as Choe

(2003) and Bende-Nabende et al. (2000).

Table 3. Short-run dynamics.

Error correction model �y �fdi t �fdi nt �hc �ef �tr

Constant �0.17 �1.10 0.52 �0.003*** 0.14*** 0.11***
�yt�1 0.46*** 0.54** 0.16* 0.016*** 0.13*** 0.12*
�fdi tt�1 0.06* 0.39*** 0.40 0.003* 0.013 0.001*
�fdi ntt�1 0.11* 0.21** 0.32*** 0.017* �0.03 0.02*
�hct�1 �7.21 �6.89 14.71 �0.321*** 1.07 1.47
�eft�1 1.26 0.27 �11.24 0.06 0.38*** �0.53
�trt�1 0.16* 0.25* 0.11 0.08 �0.95 0.082***p

t�1 �0.70* �2.23 �0.49** �0.03*** �0.17*** 0.12***
R2 0.80 0.70 0.60 0.30 0.76 0.45

Note: fdi: log of foreign direct investment; ef: log of economic freedom; fdi nt,log of foreign direct investment in the non-

tourism sector; hc: log of human capital; tr: log of tourism receipt.

*Significant at 10%.

**Significant at 5%.

***Significant at 1%.
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With respect to the tourism FDI equation, the results show that there are positive indirect effects

flowing from tourism development to tourism FDI. Such a finding confirms the generally accepted

view that an increase in tourists’ numbers in a country is generally accompanied by further

investment, both domestic and foreign, in the sector. Furthermore, it is also observed that tourism

FDI is influenced by FDI in the non-tourism sector as well. The result shows that a 1% point

increase in FDI in non-tourism sector leads to a 0.21% point increase in tourism FDI. Therefore,

such results tend to point to the presence of FDI spillover effects flowing from the non-tourism

sector to the tourism sector.

Given the above, the overall results tend to provide support to the existence of a positive and

significant relationship between tourism FDI and economic growth, both in the short run and in the

long run.

Conclusion

The main objective of the present study was to investigate the relationship that might exist between

tourism FDI and economic growth in Mauritius over the period 1984–2013, within a VECM

framework. The results have shown that tourism FDI is an important contributor of economic

growth in Mauritius both in the long run and in the short run, and the findings have also highlighted

the prominent role played by the government in fostering inward FDI.

Through the adoption of measures aimed at opening up the economy, foreign investment was

allowed to flow in key tourism activities such as restaurants, yachts and travel agencies among

others. These policies have not only served to attract more FDI in the sector but also brought the

much-needed capital for further investment and the necessary know-how and skills that have led to

an increase in the value addition engendered by the sector. Furthermore, direct and indirect

employment has also increased to a large extent.

Interestingly, the results also confirm the presence of bi-causality and feedback effects in the

tourism FDI-economic growth model. The findings have also provided support to the tourism-led

growth hypothesis in that they depicted a positive relationship between tourism development and

economic growth.

Such findings may also provide important lessons for other island states, especially with regard

to the adoption of sound measures to boost their tourism sector. First, the results have clearly

demonstrated that the adoption of measures geared towards eliminating any restrictive provisions

inhibiting the operating environment of any country can only serve to boost FDI inflows with the

resulting positive impact on growth.

However, despite the overarching positive results engendered in the present circumstances, it is

also well documented that small island developing states have been facing several challenges that

are direct consequences of climate change and that constitute a trade-off between the short-term

benefits to be drawn from the sector and the very survival of the same in the long run. This is why it

is crucial for governments and policymakers alike to adopt measures that would foster not only the

sustainability of the sector but also the environment in which the sector operates.

In this regard, one can safely advance that the Mauritian Government has already implemented

a series of measures that should hopefully ensure the very sustainability of the tourism sector. For

instance, the Tourism Authority Act, which was enacted in 2006 and further amended in 2008,

made better provisions for regulating the operation of tourist enterprises and pleasure craft (boats

used for fishing, water sports, etc.). In addition, insofar as hotel development projects were

Fauzel et al. 11



concerned, the Act urged hotel developers to install eco-friendly and energy saving practices such

as desalination plants and recycling plants.

Additionally, in 2008, the government revised the hotel development strategy, requiring

hoteliers among others to strictly follow the recommendations of the Planning Policy Guidance for

coastal development. The document also offered guidelines on land management, architectural

design and eco-friendly practices among others. Other areas of intervention included tourism-

related development control through the environmental impact assessment mechanism, control

of recreational activities in the lagoon and the promotion of energy efficient and environment

friendly technology in hotels among others. Finally, the Tourism Sector Strategy Plan (2009–2015)

was prepared, recommending ways and means of achieving an environmentally sound, socially

acceptable and economically viable tourism development.

As a concluding note, the authors believe that the present study has contributed to the existing

literature, given first, the very scanty nature of such type of studies; and second, given that, to the

best of our knowledge, such type of studies investigating the direct and indirect relationship

between tourism FDI and economic growth and even more so focusing on a small island economy

is non-existent.
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Notes

1. However, there are criticisms that in some cases the types of jobs that are created by tourism transnational

corporations for the indigenous labour are mostly at the lower hierarchical level. On the other hand, higher

managerial posts are normally given to expatriates who unfortunately tend to limit the career advancement

prospects of the local citizens (Dwyer et al., 2010).

2. Nevertheless, host countries’ BOP situations may deteriorate under certain circumstances. For example,

when profits are repatriated, or when foreign employees repatriate their income (Kusluvan and Karamus-

tafa, 2001), this may negatively impact on the balance of payment situation.

3. Investment under this scheme has driven foreign direct investment inflows upward in the Hotel and

Restaurant sector (UNCTAD Report, 2008).

4. The economic freedom (EF) index is calculated as the weighted average of 10 EFs related, namely, to

business, trade, fiscal, government size, monetary, investment, financial, property rights, corruption and

labour freedoms. It is measured on a scale of 0–100 with the higher the scale, the higher the level of

freedom.

5. Data for economic freedom is obtained from Heritage foundation.

References

Balaguer J and Cantavella-Jorda M (2002) Tourism as a long-run economic growth factor: the Spanish case.

Applied Economics 34: 877–884.

12 Tourism Economics

http://te.sagepub.com/content/by/supplemental-data


Barro, (1998) Determinants of Economic Growth: A Cross-country Empirical Study. 1st Ed., Vol. 1.

Cambridge: MIT Press Books, The MIT Press.

Beaugrand P (2004) Burundi: Selected Issues and Statistical Appendix (No. 4–38). Washington, DC: Inter-

national Monetary Fund.

Belloumi M (2010) The relationship between tourism receipts, real effective exchange rate and economic

growth in Tunisia. International Journal of Tourism Research 12(5): 550–560.

Bende-Nabende A, Ford JL, Sen S, et al. (2000) FDI locational determinants and the linkage between

FDI and other macro-economic factors: Long-run dynamics in Pacific Asia, Discussion Paper, 00-11.

Department of Economics, University of Birmingham.

Blin M and Ouattara B (2009) Foreign direct investment and economic growth in Mauritius. Economie

Internationale 117(1): 47–61.

Choe JI (2003) Do foreign direct investment and gross domestic investment promote economic growth?

Review of Development Economics 7(1): 44–57

Corden WM (1984) Booming sector and Dutch disease economics: survey and consolidation. Oxford Eco-

nomic Papers 36(3): 359–380.

Corden WM and Neary JP (1982) Booming sector and de-industrialisation in a small open economy. The

Economic Journal 92: 825–848.

De Mello LR (1997) Foreign direct investment in developing countries and growth: a selective survey. The

Journal of Development Studies 34(1): 1–34.

Dickey DA and Fuller WA (1979) Distribution of the estimation for autoregressive time series with unit root.

Econometrica 49(4): 1057–1072.

Dickey DA and Fuller WA (1981) Likelihood ratio statistics for autoregressive time series with a unit root.

Econometrica 49(4): 1057–1072.

Dritsakis N (2004) Tourism as a long-run economic growth factor: an empirical investigation for Greece using

causality analysis. Tourism Economics 10(3): 305–316.

Durbarry R (2004) Tourism and economic growth: the case of Mauritius. Tourism Economics 10:

389–401.

Dwyer L, Forsyth P and Dwyer W (2010) Tourism Economics and Policy. Cheltenham: Channel View

Publications.

Dwyer L, Forsyth P, Spurr R, et al. (2003) Tourism’s contribution to a state economy: a multi-regional general

equilibrium analysis. Tourism Economics 9(4): 431–448.

Endo K (2006) Foreign direct investment in tourism – flows and volumes. Tourism Management 27: 600–614.

Eugenio-Martin JL, Morales NM and Scarpa R (2004) Tourism and economic growth in Latin American

countries: a panel data approach, Fondazione Eni Enrico Mattei (FEEM) Working Paper No. 26. 2004.

Available at: http.papers.ssrn.com/sol3/papers.cfm (accessed 11 May 2014).

Gani A (1998) Macroeconomic determinants of growth in the South Pacific island economies. Applied

Economics Letters 5: 747–749.

Granger C and Newbold P (1974) Spurious Regressions in Econometrics. Journal of Econometrics 2(2):

111–120.

Gregory MN, Romer D and Weil DN (1992) A contribution to the empirics of economic growth. Quarterly

Journal of Economics 107(2): 407–437.

Haley UCV and Haley GT (1997) When the tourists flew in: strategic implications of foreign direct invest-

ment in Vietnam’s tourism industry. Management Decision 35(8): 595–604.

Kim H, Chen M and Jang S (2006) Tourism expansion and economic development: the case of Taiwan.

Tourism Management 27: 925–933.

Kusluvan S and Karamustafa K (2001) Multinational hotel development in developing countries: an explora-

tory analysis of critical policy issues. International Journal of Tourism Research 3(3): 179–197.

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

Economics 12(4): 603–617.

Fauzel et al. 13

http://http.papers.ssrn.com/sol3/papers.cfm


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

Amami islands in Japan. Applied Economics Letter 14: 661–666.

Nowak J-J, Sahli M and Sgro P (2003) Tourism, trade and domestic welfare. Pacific Economic Review 8(3):

245–258.

Phillips PC (1986) Understanding spurious regressions in econometrics. Journal of econometrics 33(3):

311–340.

Risso WA, Barquet A and Brida JG (2010) Causality between economic growth and tourism expansion:

empirical evidence from Trentino-Alto Adige’. Tourismos: An International Multidisciplinary Journal of

Tourism 5(2): 87–98.

Samimi AJ, Sadeghi S and Sadeghi S (2013) The relationship between foreign direct investment and tourism

development: evidence from developing countries. Institutions and Economics 5(2): 59–68.

Seetanah B (2009) Is foreign direct investment growth conducive? New Evidences from Sub-Saharan African

countries, 1980-2005. Applied Econometrics and International Development 9(2): 185–201.

Seetanah B (2011) Assessing the dynamic economic impact of tourism for island economies. Annals of

Tourism Research 2011(38)1: 291–308.

Seetanah B, Padachi K and Rojid S (2011) Tourism and economic growth: African evidence from panel vector

autoregressive framework (No. 2011, 33). WIDER Working paper. United Nations University (UNU):

World Institute for Development Economics Research.

Selvanathan S, Selvanathan EA and Viswanathan B (2012) Causality between foreign direct investment and

tourism: empirical evidence from India. Tourism Analysis 17(1): 91–98.

Tang S, Selvanathan EA and Selvanathan S (2007) The relationship between foreign direct investment and

tourism: empirical evidence from China. Tourism Economics 13(1): 25–39.

Telce YH and Schroenn JL (2006) The contribution of HRD to tourism-led development in an African

Context. South Africa Journal of Economics and Management Sciences 9(4): 444–457.

Temple J (1999) The New Growth Evidence. Journal of Economic Literature XXXVII: 112–156.

Tondl G and Fornero J (2008) Sectoral productivity and spillover effects of FDI in Latin America. FIW

Working Paper, 53. FIW Working papers: Research Centre International Economics.

Vasile Robu and Balan A (2009) The analysis of competitiveness in the tourism sector in the actual context of

economic crisis. Revista de Turism-studii si Cercetari in Turism 7: 84–89..

World Wide Fund for Nature Gland (WWF) (2003) Searching for the Holy Grail? Making FDI work for

Sustainable Development. Analytical Paper, May 2003, Switzerland: WWF.

Yunis E (2008) Attracting FDI with good CSR practices in the tourism sector. In Dufey A, Grieg-Gran M and

Ward H (eds) Responsible Enterprise, Foreign Direct Investment and Investment Promotion. International

Institute for environment and development, p.99.

14 Tourism Economics



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 266
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Average
  /ColorImageResolution 175
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50286
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.40
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 266
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Average
  /GrayImageResolution 175
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50286
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.40
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 900
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Average
  /MonoImageResolution 175
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50286
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox false
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (U.S. Web Coated \050SWOP\051 v2)
  /PDFXOutputConditionIdentifier (CGATS TR 001)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /ENU <>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        9
        9
        9
        9
      ]
      /ConvertColors /ConvertToRGB
      /DestinationProfileName (sRGB IEC61966-2.1)
      /DestinationProfileSelector /UseName
      /Downsample16BitImages true
      /FlattenerPreset <<
        /ClipComplexRegions true
        /ConvertStrokesToOutlines false
        /ConvertTextToOutlines false
        /GradientResolution 300
        /LineArtTextResolution 1200
        /PresetName ([High Resolution])
        /PresetSelector /HighResolution
        /RasterVectorBalance 1
      >>
      /FormElements true
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MarksOffset 9
      /MarksWeight 0.125000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PageMarksFile /RomanDefault
      /PreserveEditing true
      /UntaggedCMYKHandling /UseDocumentProfile
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
  /SyntheticBoldness 1.000000
>> setdistillerparams
<<
  /HWResolution [288 288]
  /PageSize [612.000 792.000]
>> setpagedevice


