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Abstract

Debates on the intricacies of tourism’s potential contribution to economic growth remain
imperative and unsettled in sub-Saharan Africa (SSA). Employing dynamic models and multiple
robust estimation techniques, this article empirically tests the tourism-led growth hypothesis
(TLGH) in the case of SSA. Further investigations on how countries’ geographical locations
influence the TLGH are conducted. With panel data — spanning from the year 2000 through 2016 —
on 40 SSA countries, which were regrouped into coastal, landlocked and islands, the study
establishes evidence in support of the TLGH for the full sample. After geographical classifications,
tourism’s impact on economic growth is, however, observed to be significantly positive for only
landlocked and coastal countries. Surprisingly, the impact of tourism on economic growth is sig-
nificantly negative for islands within the subregion. The findings hold policy implications for the
pursuit of tourism-led growth in the SSA region.
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Introduction

Tourism, an interdisciplinary sector of the world’s economy, is a significant contributor to global
economic growth and development (United Nations Conference on Trade and Development
(UNCTAD), 2005; United Nations World Tourism Organisation (UNWTO), 2010; World Bank,
2013a, 2013b; World Travel and Tourism Council (WTTC), 2011a). Over the past three decades,
earlier studies on tourism’s economic benefits, with more focus on regions other than sub-Saharan
Africa (SSA), have assessed and projected tourism as a fundamental engine of growth for China,
Barbuda and Antigua, India and other European countries (see Cao et al., 2017; Schubert et al.,
2011; Yazdi, Nateghian, and Rezaie, 2017). Prior to 2020 and the outbreak of COVID-19 pan-
demic, tourism was responsible for 9.1% of the world’s gross domestic product (GDP), con-
tributing about US$ 6 trillion (WTTC, 2011a, 2011b). Tourism accounts for 8.8% of the world’s
total employment, 5.8% of the world’s total exports, coupled with a 4.5% of global investments
and production capacity expansion. The WTTC estimates the contribution of tourism to job cre-
ation to be 3.8 million in SSA alone, from 2013 through 2023 (WTTC, 2013).

Tourism in SSA has shown some resilience in the past, increasing while to other regions
declined. For example, the number of tourist arrivals increased by 3.7% for SSA, even though that
of the world experienced a 4.3% decline during the 2008 and 2009 economic crises (UNWTO,
2010; World Bank, 2011). The evidence suggests that tourism has promoted economic growth
across major regions such as Asia, Europe, North and South America, just to mention a few, with
SSA also gradually receiving its share of the global benefits from the sector (Obi et al., 2016;
United Nations Conference on Trade and Development (UNCTAD), 2016a, 2017; World Tourism
Organisation (WTO) Tourism Highlights, 2017). These global statistics and theoretical projections
about the potential benefits of tourism to countries within the SSA region are supported by some
sparse studies that have attempted to show tourism’s positive effect on economic growth in Africa
and its subregions (see e.g. Fayissa et al., 2008; Nyasha et al., 2020).

In the presence of these theoretical claims, the sparse empirical studies on the tourism-led-
growth hypothesis (TLGH), in the case of SSA, have produced mixed results. For instance, Nyasha
et al. (2020) postulated that the impact of tourism development on economic growth is not
obvious — and that the income levels of countries and the specific proxy used to measure tourism
both influence the TLGH in SSA. Further, an examination of data from the World Development
Indicators (WDI) (from the year 2000 through 2016) shows a comparatively increasing trend in
International Tourism Receipts among the top ten tourism-specialised countries in SSA (see
Figure 1 and Table 1). Conclusions from Table 1 indicate, among others, that receipts from
international tourism form a major part of total exports for most SSA countries, with Cabo Verde,
Seychelles and Mauritius recording an average of 56%, 40.31% and 31.52%, respectively, over the
17-year period. The average of international tourism receipts as a proportion of total exports stood
at 7.58% for SSA over the same period. In addition, Figure 1 reveals continuous increments in the
size of international tourism receipts for these tourism-specialised SSA countries. Interestingly, all
the SSA countries experienced a persistent increase in this indicator, with Seychelles, Mauritius,
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Figure I. A comparative trend of international tourism receipts among top |10 tourism-specialised countries
in SSA, for the years 2000 through 2016. Source: Authors’ with WDI, 2018 data. Amounts are in billion US$.
SSA: sub-Saharan Africa.

Table I. Top 10 tourism-specialised countries in SSA based on average of international tourism receipts as a
percentage of total exports, for the period 2000 through 2016.

Countries/Sub-region % Geographical location
Cabo Verde 56.00 Island
Seychelles 40.31 Island
Mauritius 31.52 Island
Rwanda 30.53 Landlocked
Tanzania 2601 Coastal
Kenya 17.39 Coastal
Namibia 14.13 Coastal
South Africa 10.30 Coastal
Botswana 9.60 Landlocked
Zambia 7.94 Landlocked
SSA 7.58

Note: SSA: sub-Saharan Africa.
Source: Authors’ with WDI, 2018 data.

Tanzania and South Africa leading with remarkable incremental trends. Kenya, despite a sudden
decline in international tourism receipts from 2013 through to 2016; popularly attributed to the
terrorist attacks in the year 2012, was also, not left out in the incremental trend. The data also
suggest a positive correlation between international tourism receipts and GDP per capita (constant
2010 USS$) for the top three tourism-specialised countries within the subregion (see Figure 2).
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Figure 2. (a) to (c) Co-movements between international tourism receipts and GDP per capita (current
US$) among top three tourism-specialised countries in SSA, for the years 2000 through 2016. Source:
Authors’ with WDI 2018 data. GDP: gross domestic product; SSA: sub-Saharan Africa.

Owing to the trends and relationships in recent tourism and economic growth data, coupled with
the absence of specific literature that test the intricacies of the TLGH in the case of SSA, this study,
first and foremost, seeks to empirically explore the tourism-led economic growth nexus in SSA.
More specifically, the study expands and repositions the work of Fayissa et al. (2008) — which only
explored the TLGH for some selected African countries — by employing more recent annual data
(2000 through 2016) and diverse robust estimation techniques to empirically investigate the
broader impact of tourism on economic growth in a sample of 40 SSA countries.

Moreover, a careful review of the extant literature reveals that very few empirical studies have
explored the TLGH and taken into consideration the potential moderating role of countries’ geo-
graphical locations. Among such sparse studies are the works of Narayan et al. (2010) and Seetanah
(2011) who jointly opined that tourism positively and significantly impacts economic growth in
higher magnitudes in the case of islands and smaller countries who have specialised in the sector.
Similarly, Lin et al. (2019) also postulated that the geographical area of a region influences its ability
to offer diverse cultural and natural sites and monuments such as unique waterfalls, wildlife and
historic forest reserves, zoos, aquaria, ancient temples and others towards the varied needs of inbound
tourists. Again, literature opines that the comparative levels of natural uncommon and attractive sites
among nations partly determine the extent to which they specialise in tourism and the ensuing
economic benefits they derive from this multifaceted sector (Lanza and Pigliaru, 2000).

The foregoing suggests that the geographic location of a country matters in altering the rela-
tionship between tourism and economic growth for a number of reasons. For example, UNCTAD’s
Handbook of Statistics (2005) observed that landlocked countries (LLCs) in SSA are very prone to
drought, evidenced by Ethiopia’s experience in 2003 which adversely affected about 15 million
people and further resulted in a massive contraction of the country’s economy. Meanwhile, islands
in SSA are periodically affected by cyclones, with Madagascar experiencing it twice in the year
2004 alone (UNCTAD, 2005).

Stylised facts

A further analysis on SSA countries, and their specific geographical locations, reveals distinctive
characteristics (see Online Appendices 1 and II). For the purposes of these analyses, the
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geographical classifications follow that of UNCTAD Handbook of Statistics (2005) which cate-
gorises SSA countries into three groups based on their closeness to the Atlantic and/or Indian
Oceans. According to UNCTAD (2005), countries that share border(s) with any of these oceans are
grouped as coastal countries (CC). Those that do not share border(s) in any way with these oceans
are grouped as LLC. Countries that are fully located within such oceans are grouped as islands
(IA). Our geographically segregated subsamples have 18 CC, 17 LLC and 5 Al as listed in Online
Appendix 1

Observations from the study data, as summarised in Online Appendix II, reveal the following
differing stylised facts among the three geographical groups. (1) International tourism receipts per
tourist is higher among islands, followed by CC and LLC. (2) Islands received more foreign direct
investments (FDIs) than CC and LLCs. (3) Islands were more opened to international trade, fol-
lowed by CCs, and lastly, LLCs. (4) Islands experienced the highest trade deficit, followed by
LLCs, and lastly, CCs. (5) Islands were more politically stable, compared to CC and LLC. (6)
Islands depended more on imported goods and services compared to CC and LLC. (7) Islands
depended less on revenues from extractive natural resource rents compared to CC and LLCs. This
may be because islands have alternative sources of national revenues that are primarily services
oriented like tourism.

Potential reasons accounting for these observations in the data may include massive access to
large natural beaches in the case of islands, followed by CCs, with LLCs having few man-made
ones. Differences in direct access to international trading routes such as shipping ports that ease
trading among these geographical groups could also partly explain these observations. For
instance, LLCs mostly have no direct shipping routes to aid quick and one-time massive inter-
national trading activities compared to coastal and island countries. Last but not least, differences
in the frequency of domestic and/or international political instability, and sequel armed conflicts
among these geographical regions is a potential explanatory factor. For instance, in SSA, politi-
cally linked instabilities are mostly prevalent among resource-rich CC (such as Angola, Cote
d’Ivoire and Congo), followed by LLC (such as Uganda), with very few similar instances or none
at all occurring among islands (such as Cabo Verde, Mauritius and Seychelles).

Against the backdrop that differing factors influence tourism (and economic growth) across
distinct terrestrial settings in SSA, this study further examines the effect of tourism on economic
growth across these differing geographical settings.

The remaining sections of this article are arranged as follows. The second and third sections,
respectively, expand on the review of related literature and the adopted methodology. The
empirical findings with discussions are codified in the fourth section. The fifth section concludes
the study by summarising the findings, with ensuing policy recommendations.

Literature review
Review of related literature on tourism and economic growth

Since the early 1950s, the contribution of tourism to economic growth of nations has increasingly
caught the interest of scholars, although the volumes of literature on the concept remarkably
grew in the 21st century when the global demand for tourism goods and services increased (see
Pablo-Romero and Molina, 2013). Generally, most studies, including Dritsakis (2004), Durbarry
(2004), Odhiambo (2011), Oh (2005) and Webster (2007), viewed tourism as an additional route
to growing a country’s exports with the aim of earning higher foreign exchanges, expanding
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local employment base as well as raising additional fiscal revenues for both host and home
governments.

In line with this, Akinboade and Braimoh (2010) and Nowak et al. (2007) similarly argued
that international tourism potentially transmits into improved economic growth through positive
externalities in the form of improved competition, leading to innovations among local tourism
industry players, and an increment in imported capital goods geared towards advanced local
productions. This seems to confirm the argument that tourism tends to have greater impact and
spill-over effects on economic growth in economies in which tourism is heavily linked to other
sectoral operations such as the oil extraction, mining, manufacturing and many more (Bezic and
Radic, 2017; Cao et al., 2017; Chen, 2017; Fauzel et al., 2016; Naudé and Saayman, 2005;
Tomohara, 2016).

The TLGH has been studied extensively outside SSA, and mostly at country specific levels,
over the most recent decade, using a mixture of both non-econometric and robust econometric
methodologies. For instance, Vanegas and Croes (2003) and Balaguer and Cantavella-Jorda (2002)
argued in favour of the TLGH in the case of Aruba and Spain, respectively, pointing out that
tourism has a positive impact on growth.

Many econometric methods have also been employed to explore the TLGH of specific coun-
tries, economic regions and even across the globe. For example, Durbarry (2004) used time series
data covering the year 1952 through 1999, and OLS and error correction model estimation tech-
niques to confirm the TLGH for Mauritania. For Spain, Nowak et al. (2007) theoretically and
empirically established that tourism promotes economic growth through the importation of capital
goods. For Barbuda and Antigua, a study by Schubert et al. (2011), which employed the AK model
to capture tourism supply, and a vector error correction model on annual data ranging from 1970 to
2008, showed that tourism demand indeed results in economic growth in both the long- and short-
term periods. More recently, Pulido-Fernandez and Cardenas-Garcia (2021) confirmed a bidir-
ectional relationship between tourism and economic development in 143 countries across the
globe. Also, using data on 11 countries of the Economic Community of West African States and
panel cointegration technique, Salifou and Haq (2017) confirmed a long-run positive relationship
from tourism to economic growth.

However, other studies have shown an initial positive, followed by a negative, and even vice
versa impact of tourism on economic growth. More specifically, Jin (2011) employed a vector
autoregressive (VAR) model on Hong Kong’s quarterly data from 1974 to 2004 to establish a
short-run positive impact of tourism expansion on economic growth. The study, however, could
not find any long-run relationship between the two variables. Meanwhile, Akinboade and Braimoh
(2010), in the case of South Africa, concluded that there exists a positive unidirectional flow from
international tourism to economic growth, using annual data ranging from 1980 to 2005, and a
multivariate autoregressive model. On the contrary, Brida et al. (2010) showed an initial short-run
negative impact of tourism on economic growth and a positive long-run effect in the case of
Trentino-Alto Adige, Northern Italy.

Meanwhile, Lean and Tang (2010), extending the work of Gunduz and Hatemi (2005) on
Turkey, employed data spanning from January 1989 through February 2009 on Malaysia, and with
the help of a VAR system and granger causality test, established the presence of a valid and a long-
run stable bidirectional relationship between tourism and economic growth. This was confirmed by
Schubert et al. (2011) who used the same methodology but with data ranging from 1970 through
2008 on Antigua and Barbuda.
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Observationally, Pablo-Romero and Molina (2013) pointed out that most studies (see Bezic and
Radic, 2017; Bojanic and Lo, 2016; Obi et al., 2016; Peri¢ and Radi¢, 2016; Rivera, 2017; Tang
etal., 2007; Tomohara, 2016) focused on small islands on a principle that such settings, the islands,
have peculiar features in terms of country size which in turn influences the impact of tourism on
economic growth. For instance, Bojanic and Lo (2016) partly established that tourism tends to have
a significantly negative impact on economic development in LLCs, islands and small island-
developing states that rely heavily on the sector. This argument notwithstanding, Pablo-Romero
and Molina (2013) additionally postulated from a review of extant literature on the TLGH that
certain factors, other than the size of the area under review, play roles in influencing the potential
impact of tourism on economic growth and that the degree of a region’s specialisation in tourism is
a common moderator of the relationship for both larger and smaller economic units and
subregions.

Various distinct internal and external economic and nature-related characteristics exhibited by
countries and regions have also been documented as potential influencing factors on the TLGH.
For instance, a study on SSA documented that the TLGH is not obvious but heavily depends on the
income levels of participating countries within the subregion (Nyasha et al., 2020). More precisely,
Nyasha et al. (2020) observed that the impact of tourism expenditure on growth is significantly
mixed and inconclusive among middle-income and significantly negative for low-income coun-
tries in SSA. Nyasha et al. (2020) further observed that tourism receipts positively impact eco-
nomic growth in low-income countries only, with no significant impact among middle-income
countries. In addition, a review of literature by Pablo-Romero and Molina (2013) documented that
countries’ and regions’ sensitivity to global macroeconomic variables, state and trends of
meteorological indicators, and political instability, tend to influence how tourism impacts eco-
nomic growth.

Congruently, Lin et al. (2019) also opined that the geographical area of a region influences its
ability to offer diverse cultural and natural attractions (such as year-round salubrious climates,
relatively cleaned beaches and reefs, lush and verdant terrestrial environments — Milne, 1992)
towards the varied needs of inbound tourists. Again, literature postulates that the comparative
levels of natural resource endowment among nations determine the extent to which they specialise
in tourism and the ensuing economic benefits they derive from this multifaceted sector (Lanza and
Pigliaru, 2000). This is so because regions with varied tourism products attract more tourists to stay
longer and inject significant capital into the local economies by spending more (Leones et al.,
1998). Also, the availability of more tourist destinations within a particular region is observed to
reduce the seasonal nature of the tourism industry and further sustains economic benefits from the
sector in the long run, as varied sites interest tourists in different times through the year (Claver-
Cortés et al., 2007; Koenig-Lewis and Bischoff, 2005).

With the current increment in international tourism receipts as a percentage of total export
revenues within the subregion (UNCTAD, 2016b; Authors’ own computations with WDI 2018
data, as shown in Figures 1 and 2 and Table 1), it becomes imperative to relook at the TLGH of
SSA and its distinctive geographical locations. Further, and more intriguing, given that SSA is
geographically segregated into coastal, landlocked and island countries, with each region being
exposed to dissimilar meteorological-related conditions and economic-related activities, and
unequal frequencies in political instabilities and income levels, there exists a potential possibility
that the impact of tourism on growth may not be universal across the regions but rather differ
across different geographical locations. Thus, we test the effect of tourism on economic growth,
considering the role of countries’ geographical locations.
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Methodology

This study employs a quantitative panel data approach on 40 SSA countries. Variables of interest
on these countries are collated from the year 2000 through 2016. Owing to the practice by earlier
studies (Asiedu, 2002, 2006; Brooks, 2008; Ntuli, 2014; Wooldridge, 2002, 2009), eight countries
within the SSA subregion were omitted from the analysis due to lack of data. These countries are
Somalia, South Sudan, Gabon, Liberia, Equatorial Guinea, Sao Tome and Principe, Mauritania and
Burundi.

In terms of model specification, we follow Nyasha et al. (2020), Nene and Taivan (2017) and
Seetanah (2011) and consider a modified dynamic panel model in the form:

8
Yii=a1¥;, 1 +aTR;  + Y aj CONTROLS ; , + ¢, (1)
j=3

where €; = v + p; +; 4, with ¥;, being the outcome variable, economic growth, and Y; ;-
being its first lag. TR; ; also denotes tourism development.

Following the works of Cannonier and Burke (2019), Fauzel et al. (2016), Yazdi et al. (2017),
Seetanah (2011) and Chee and Nair (2010) on the contributions of tourism industry and FDI to
economic growth of Mauritius, Iran, islands and Asia and Oceania, respectively, this study
employs the augmented dynamic panel model below (equation (2)) to investigate the independent
impact of tourism developments on economic growth in the case of SSA and further explores
whether the three identified geographical locations moderate this potential connection.

8
GTH; , = 8,GTH; ;1 + 3, TR; + » _ 3/ CONTROLS ;  +7; , )
j=3

where 1, ,= ¥,+ 0;+ ¢, ,, where for all equations (1, 2, and 3), subscripts i and ¢ connote cross-
sectional country dimensions, i = 1 ...N (N = 40 countries), and time series dimensions, ¢ = 1
...T (I = 17 years), respectively. The composite error terms, 7, €;, and ¢; , are further
decomposed into country and time specific effects (u;, v, V;, 4;, 0,, 0;), and the remaining dis-
turbance error terms (¢;, 7, and x;, ), with an expected average of zero, and a constant and finite
variance over all periods under consideration. The «’s, 3’s and §’s represent the various parameters
on the individual explanatory variables yet to be estimated.

GTH;, ; and GTH;, ,—; connote the natural log of GDP per capita and its lag (1), respectively, all
measured at constant 2010 USS. This is used to proxy economic growth, following earlier scholars
like Agbloyor et al. (2016) and Seetanah and Khadaro (2007). As a robustness check, this study
uses GDP growth (annual %) as an additional standard proxy for economic growth.

Also, TR;, represents the natural log of international tourism receipts which is used to proxy
tourism development, following Cannonier and Burke (2019), Samimi et al. (2013), Kim et al.
(2006), Sinclair (1998) and Sinclair and Stabler (2002). Again, following Cannonier and Burke
(2019), Seetanah (2011) and Wang and Godbey (1994), this study uses the natural log of inter-
national tourism, number of arrivals, as an additional standard proxy for tourism development, and
also for robustness check.

Further, standard determinants of economic growth are used as controls in this study. They
include FDIs, which is net FDI inflows as scaled by GDP; DCPS, domestic credit provided by
financial sector (% of GDP), as a proxy for financial development; InER, natural log of official
exchange rate (local currency to USS$, annual averages); INSTQUA, institutional quality
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(computed as the simple average of the six world governance indicators (WGls)); CPIC, Consumer
Price Index (as a measure of inflation); and InNR, the natural log of natural resources (computed as
the sum of oil rents, natural gas rents, coal rents (hard and soft), mineral rents and forest rents).

To investigate, for the first time, the influence of countries’ geographical location on the TLGH
in SSA, we employ two estimation strategies following extant empirical papers (Agbloyor et al.,
2016; Alfaro et al., 2004; Asiedu, 2004; Kusi et al., 2017). Firstly, we segregate the 40 countries
into the three major geographical groups and estimate equation (2) in turn for all the subsamples.
Results from this technique are presented in Table 7. Secondly, and as a robustness check, we
introduce dummy variables (‘LLC’, ‘CC’ and ‘AI’ for landlocked, coastal and island countries,
respectively, all represented as ‘GLD’ in equation (3) for conciseness), which takes ‘1’ for a
specific geographical group and ‘0’ otherwise. We econometrically follow Chee and Nair (2010)
who recommended the exclusion of dummies ‘on their own’ in fixed effects (FE) supported models
(such as system generalised method of moments (SGMM)) as time-constant regressors lead to
perfect multicolinearity. Accordingly, we, in turns, interact tourism development proxies with the
geographical dummy variables (while excluding the dummies ‘on their own’ in the model) to
estimate the main and the geographic conditional effects of tourism development on economic
growth. This second technique preserves the number of observations used in the analysis, com-
pared to the sample splitting approach. Equation (3) models the latter described approach, with its
results presented in Online Appendix V.

9
GTHi,t = 61 GTH,-7 —1+ 52TR,-, ¢+ 53 (TRi, t XGLDi) + Z 6j CONTROLS it + ¢z t (3)
j=4

where ¢; ;= 6,+0;+X; ,, and ‘GLD’ denotes geographical location dummies (LLC — Dummy,
CC — Dummy and Al — Dummy).

Justifications for the choice of control variables

Foreign direct investments (FDI; ). FDI is defined as the net inflows of investments to achieve control
and lasting management interests of a minimum of 10% in a business primarily operating in a
country apart from that of the investor. Thus, the FDI variable shows net inflows (new investment
inflows less disinvestment) in the receiving economy from foreign investors, scaled by GDP,
following earlier works (Agbloyor et al., 2014; Asiedu, 2002, 2006). The study expects FDIs to
have a positive impact on economic growth as it serves as an additional source of financial muscle
for viable investments within the subregion.

Financial development (DCPS;,). The relationship between financial development and economic
growth has been extensively delved into by earlier studies. Referring to the roles of financial
intermediaries as levelled by Schumpeter (1911), which include savings mobilisation, projects
evaluations, risk management, monitoring of managers and transaction facilitation, it is evidenced
that financial development is important for economic growth. In line with this, Agbloyor et al.
(2014), Alfaro et al. (2004) and Azman-Saini et al. (2010) postulated that the level of financial
development within a host country is heavily considered by foreign investors. This study proxies
financial development with financial resources provided to the private sector by financial insti-
tutions through loans, and trade credits and other accounts receivables, which establish liabilities.
We expect the variable to impact economic growth positively.
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Exchange rate (InER;,). The influence of exchange rate volatilities on economic growth in the host
country has been established in most empirical works (Adigwe et al., 2015; Alfaro et al., 2004; Obi
et al., 2016; Oseni, 2016; Sonne et al., 2013; Yazdi, Nateghian, & Rezaie, 2017 ). It is measured as
the average amount of local currency required to obtain a unit of USS. This study expects exchange
rates to positively impact economic growth. We acknowledge that the impact of the exchange rate
on economic growth is complex. However, a depreciation of the local currency increases exports,
improves the balance of payments position and increases international competitiveness.

Institutional quality (INSTQUA;, ). Strong institutions play important roles in protecting property
rights and ensuring political stability, which are key to economic growth. Employing the WGIs
as developed by Kaufmann et al. (2011), this study makes use of the simple average of the
estimates for the six key WGIs to proxy institutional quality, in accordance with Agbloyor et al.
(2016). These six main indicators consist of control of corruption, regulatory quality, governance
effectiveness, political stability and absence of violence/terrorism, rule of law and voice and
accountability. All other things being equal, the study expects institutional quality to impact
economic growth positively.

Inflation rate (CPIC; .). Inflation tends to increase the cost at which productive deficit units obtain
capital from surplus units (Boateng et al., 2015; Kinuthia and Murshed, 2015; Obi et al., 2016).
This, in the end, limits investment activities, thus impeding economic growth (Butler, 2010). We
proxy inflation with consumer price index — CPI (see Asongu and Odhiambo, 2020; Barro, 2003)
and expect a negative impact on economic growth.

Natural resources (NR; ). The effect of natural resources on growth has been a mixed one, with
Asongu and Odhiambo (2018a) and Brunnschweiler (2008) projecting it as a blessing against the
disfavouring resource-curse position levelled by Sachs and Warner (1995). In this study, the sum of
oil rents, natural gas rents, coal rents (hard and soft), mineral rents and forest rents obtained from
the WDI is used to proxy natural resources, even though earlier studies like Kolstad and Wiig
(2012) used only total oil rents. Owing to the mixed impacts of natural resources on economic
growth, this study also expects the same. Table 2 summarises the third section.

Descriptive statistics

The statistical features of the panel data used for this study are summarised in Table 3. As a
measure of central tendency and dispersions within the data set, the mean of each variable with
their respective standard deviations is reported. SSA’s GDP growth and GDP per capita averaged
4.5% and US$1796.8, respectively, within the study period, with the Central African Republic
recording GDP growth of —36.7% in the year 2013. Meanwhile, Sierra Leone recorded a
remarkable GDP growth of +26.42% in year 2002. Seychelles recorded the highest GDP per capita
of US$13,963.6 in the year 2016, with Ethiopia recording the least in the year 2003. Also, the
minimum number of tourists hosted in a year by an SSA country (within the period under review) is
2900 (for Central African Republic in the year 2002), with South Africa recording 9,592,000
visitors, the highest, in the year 2008. Regarding the highest receiver from international tourism
over the period under consideration, again South Africa, recorded US$11.2 billion, in 2012 alone,
while an average US$526,720,897 was recorded among the entire sample.
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Net FDI inflows, as a percentage of GDP, ranged from —5.8% to 54.1% during the period under
consideration. This points to the fact that at least one SSA country experienced net outflow of
funds by foreign investors to a tune of approximately 6% of GDP in a particular year. The quality
of institutions within the region is also of concern, as data show an unsatisfactory average of —0.59
on a scale —2.5 to +2.5, against an observed maximum of 0.88 in the case of Botswana in the year
2003. On average, the evidence suggests that most countries within the sample still run weak
institutions, despite constant efforts to improve them. Mauritius recorded the least natural resource
rent scaled by GDP to a tune of 0.0011% in the year 2014, whereas Congo Republic recorded the
highest, 62.69%, in the year 2000.

Correlation

Table 4 presents the Pearson’s correlation matrix among the variables. From Table 4, the most
correlated variables, international tourism receipts (current US$), Ln(ITR), and international
tourism, number of arrivals, Ln(ITN), recorded 0.7279***. The high correlation between these two
variables shows that they measure a similar underlying variable. Consequently, both variables
were not used at the same time in a single model as regressors. Apart from these two variables,
there is no indication that multicollinearity is a problem in the data set (Alin, 2010; Asongu and
Odhiambo, 2017; Asongu and Odhiambo, 2018a; Raheem et al., 2019). Also, none of the
remaining correlation coefficients, including that between institutional quality and natural resource
rents (—0.6407), among the various independent variables meet the +0.8 threshold for multi-
collinearity concerns (see Asongu and Odhiambo, 2017).

Diagnostic tests and estimation procedures

With the motive of ensuring that accurate, efficient and reliable parameters are obtained through
the choice of appropriate models and estimation techniques, we test for endogeneity, auto-
correlation, heteroscedasticity and stationarity and report the results as follows.

Fisher-type stationarity (unit root) and heteroscedasticity tests. The stationarity status for all the vari-
ables is examined with the Fisher test as recommended by Choi (2001), and the results are pre-
sented in Online Appendix III. The null hypothesis for this test is that all panels exhibit a unit root.
Fisher’s test employs four statistical approaches: Inverse Chi-squared, Inverse Normal, Inverse
Logit-t and Modified inverse Chi-squared. Given that the panel used in this study is finite, we will
dwell more on the y? test as recommended by Choi (2001). Based on this x? test, InER, DCPS,
CPIC and InNR exhibit unit root among all the variables.

We employ both the Breusch—Pagan/Cook—Weisberg and White’s General tests to assess whether
the variance of the error term is constant or not (to ascertain the potential presence of homo-
scedasticity or heteroscedasticity). The study specifically uses Breusch—Pagan/Cook—Weisberg test
to capture linear sources of heteroscedasticity and further uses White’s General test to unearth
possible non-linear sources of heteroscedasticity, following the works of White (1980), Berry et al.
(1985), Allison (1995) and Pindyck and Rubinfeld (1998). The null hypotheses for the Breusch—
Pagan/Cook—Weisberg and White’s General tests suggest the presence of constant variance (there is
homoscedasticity) in the panel. At the various traditional levels of significance checks (as shown in
Online Appendix IV), the null hypothesis was rejected, confirming the presence of hetero-
scedasticity. As a treatment strategy, the study employs robust dynamic FE and robust dynamic
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Table 5. Hausman test for fixed versus random effects test.

Test: Ho: difference in coefficients not Systematic Test: Ho: difference in coefficients not systematic

X2(1'1) = (b—B)'[(V_b—V_B) * (—1)](b—B) = 378.58 x2(7) = (b—B)'[(V_b—V_B) A (—1)](b—B) = 8.09
Prob > x? = 0.0000 Prob > x? = 0.3250

Source: Authors’ with WDI data, 2018.

random effects (RE), following the directives of Allison (1995), so as to obtain unbiased and robust
standard errors. As an additional robustness check, the study follows the directives of Roodman
(2006) and Arellano—Bond (1991), by employing instrumental variables estimation techniques,
precisely, dynamic two-step System GMM and dynamic one-step System GMM, to obtain unbiased
and consistent results even in the presence of heteroscedasticity.

Hausman test for fixed versus random effects test (Durbin—Wu—Hausman (DWH) test for endogeneity).
Following prior studies (see Baum et al., 2003; Yokoyama and Alemu, 2009), we conduct
Durbin—-Wu—Hausman (DWH) test for endogeneity for the error terms of the potential endogenous
variables, as a function of the exogenous variables. This is in consonance with the directives of
Davidson and MacKinnon (1993) who recommended this test as a prerequisite towards the use of
instrumental variables (IV) estimation techniques. The DWH test for endogeneity in this study gave
mixed results, recommending the use of FE estimation technique for some models and RE estimation
technique for others. This is evident in the results as shown in Table 5, giving a p-value less than 5%
for some models (for all estimated FE models), and p-values greater than 5% for some other models
(for all estimated RE models). The null hypothesis that supports RE models is rejected for all
estimated FE models and not rejected for all estimated RE models.

As stipulated by Roodman (2006a, 2006b), a model that embraces the use of FE also works for
system GMM. Results from the Hausman test confirm that unobserved country-specific effects
vary across the 40 countries under study thus, the presence of endogeneity in the specified models.
Again, to deal with the confirmed endogeneity and its associated problems, the study partly
employs system GMM estimation techniques as a strategy to further demonstrate robustness in the
results.

Basis for the selection and use of multiple estimation techniques

The study employs two-step and one-step SGMM, robust FE and robust random effects (RE) as the
estimation techniques. We use these multiple estimation techniques as rigorous robustness checks
and to double-check the reliability and accuracy of the estimates, given that our models exhibit
endogeneity (Roodman, 2007, 2009a, 2009b; Wooldridge, 2002). In addition, these employed
estimation techniques are preferred for the estimation of linear dynamic functions.

The instrumental variable (IV) estimation techniques (two-step and one-step SGMM) also
eliminate serial correlation (autocorrelation) and heteroscedasticity in dynamic panel models and
correct problems that emanate from inverse causality, inadequate model specifications and
simultaneity biases (see Arellano and Bover, 1995; Blundell and Bond, 1998). Lastly, given that
the number of individual countries (40), i, exceeds the number of periods, ¢, (17) in our panel, and
that there is (are) no time-invariant variable(s) in the model specified, these estimation techniques
are again deemed robust. Following Roodman (2008), the study engages Hansen test to investigate
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the validity of the internal instruments employed in the SGMM estimation strategies. Jointly, the
test null hypotheses that all the instruments used are valid. The model expects a p-value greater
than 0.05, but not too high, for the Hansen test (Roodman, 2008) in order for the instruments to be
valid, and be devoid of proliferation.

Empirical results and discussions

This section of the paper presents and discusses the empirical findings of the study. Results from
the appropriate multiple estimation techniques (dynamic two-step SGMM, dynamic one-step
SGMM, robust dynamic FE and robust dynamic RE) employed are shown in Tables 6 and 7,
and Online Appendix V.

From the regression outputs, the first lag of economic growth, Lagl.Ln(GDPPC) and
Lagl.GDP_GROWTH, positively and significantly impacts current economic growth levels in
most of the models. This further provides support for the use of dynamic models.

In broader terms, the empirical results establish consistent evidence in support of the TLGH for
the full SSA sample across all the robust and diverse estimation techniques employed. More
precisely, the results establish that tourism positively and significantly impacts economic growth
(GDP growth, and GDP per capita) for the full sample (see Table 6). Although the relationship
between tourism development and GDP per capita is inelastic, the findings of this study empiri-
cally postulate that an increase in tourism development leads to increment in economic growth
among SSA countries. By this finding, the study confirms that the many numerous economic-
related benefits that are derived from the tourism sector indeed contribute positively to economic
growth within the subregion. The benefits from tourism have been earlier observed to include job
creation, poverty alleviation, women empowerment (see Ashley and Mitchell, 2009), conservation
of cultural and monumental heritages (see World Bank, 2001, 2011, 2013a), increase in domestic
consumption in transport services, real estate and retailing (see Antonakakis et al., 2015; Akin-
boade and Braimoh, 2010; Oh, 2005; Webster, 2007), just to mention a few.

Considering the potential moderating role of countries’ geographical locations on the TLGH,
empirical evidence from this study portrays that tourism has significant negative impact on eco-
nomic growth in the case of SSA countries located within the Atlantic and Indian Oceans (Al) (see
Table 7 and Online Appendix V). Meanwhile, tourism’s impact on GDP growth and GDP per
capita is observed to be significantly positive in the case of CC and LLC within the subregion (see
Table 7 and Online Appendix V). For example, model 19 (see Online Appendix V), which employs
a CC — dummy and interaction strategy, gives a marginal net effect of 0.3587% [0.4399 +
(—0.0812) x (1) = 0.3587] increase in GDP growth upon a percentage increase in international
tourism receipts for CCs. We derive this marginal net effect after taking a partial derivative of
GTH; , in equation (3) with respect to TR; ,, yielding equation (4) as follows:

(8GTH, ,/OTR; ;) = 63 + 65(CC)) (4)

Surprisingly, results from Cohen et al. (2003) test of significance of the difference between two
slopes reveal that the magnitude of tourism’s positive impact on GDP growth and GDP per capita
is not significantly different between CC and LLC. Although contrary to our expectation, but
consistent with earlier studies (see Lin et al., 2019 who confirmed the TLGH among Chinese
provinces with less GDP per capita), this study further postulates that tourism exerts statistically
equal positive contribution to GDP growth and GDP per capita for both coastal and LLCs.
Intuitively, this partly tends to project that countries such as Angola, Cameroon, Ghana, Kenya,
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South Africa, Tanzania and others that share borders with oceans (CC) experience statistically
equal improvements in economic growth from the roots of tourism developments compared to
their counterpart LLC such as Burkina Faso, Rwanda, Zambia and Burundi. This particular
observation contradicts our expectations and claims of earlier studies such as Leones et al. (1998),
given the general belief that tourism activities are more vibrant in CCs because international
tourists are more likely to visit, spend more time and inject more funds into such economies than
LLCs, all other things being equal. Perhaps, LLCs (despite experiencing comparatively lower
average of international tourism receipts as a percentage of total exports — see Table 1, and
comparatively lower average international tourism receipt per tourist — see Online Appendix II)
have more vibrant adaptive capacities that allow them to translate their relatively smaller economic
benefits from tourism into more growth, compared to CCs.

Although tourism positively and significantly contributes to economic growth in the full
sample, and the CC and LLC subsamples, the relationship is inelastic in most results and similar to
the findings of Nyasha et al. (2020) and Fayissa et al. (2008). However, the recorded minimal
impact confirms the expectations of contemporary economic growth theories that seek to argue
that sectors that are highly linked to technological advancements such as banking, insurance and
manufacturing tend to have greater impact on economic growth than those that are less technology,
and research and development intensive, like tourism (Sequeira and Nunes, 2008). This not-
withstanding, SSA countries, especially the islands, ought to implement innovative strategies to
improve the magnitude at which tourism positively impacts on economic growth. As such, national
policies that seek to curb the numerous challenges, including inadequate investments and infra-
structural base, currently facing the tourism sector within SSA must urgently be of priority.

As a matter of emphasis, the most surprising empirical output observed from this study is the
finding that tourism has a significant negative impact on economic growth among islands within
the SSA region. Although partly consistent with the findings of Bojanic and Lo (2016), this study
postulates that SSA islands such as Cabo Verde, Mauritius and Seychelles that recorded very high
international tourism receipts as a percentage of total exports (see Table 1) within the study’s
period are surprisingly experiencing a significant detrimental impact on their economic growth
from tourism development.

However puzzling this particular finding may be, it is equally important to document that if
tourism development goes unmanaged, many net detrimental impacts would arise, including
reduction in the attractiveness of natural, cultural and social assets on which tourism primarily
depends. The World Bank’s (2013b) report on tourism in SSA recorded incidence of poorly managed
and overused mountain slopes, coastal areas, small islands and fragile cultural assets. The same
report indicated that most SSA countries are not maintaining and protecting their tourism-oriented
assets as expected. As hinted by Milne (1990, 1992), it is possible that SSA islands that have spe-
cialised in tourism are now confronted with huge environmental costs (including pollution of air,
water and land, crowding and congestion, loss of land for other uses and damages and depletion of
natural resources). Taking a cue from the empirical results, there is a need for stakeholders within
SSA’s tourism industry to note the importance and the essence for proactive and regular maintenance
exercises, as practiced elsewhere. For instance, Bhutan controls access to the country as a whole, the
Galapagos Islands limit the number of boats and occupants that can visit the site, and India forbids
the close proximity of vehicles to the Taj Mahal (World Bank, 2013b). All these are proactive
protective measures aimed at ensuring sustenance within the tourism sector in such locations.

Another potential reason why tourism would be detrimental to economic growth among islands
within SSA may be that these countries rely heavily on the importation of goods and services in
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serving most of their sectors including tourism. In fact, Sinclair-Maragh and Gursoy (2015) tech-
nically termed such a situation as ‘economic imperialism’. This situation has been a major lasting
challenge among islands, as Sinclair-Maragh and Gursoy (2015), Milne (1990, 1992), Archer (1982),
Britton (1980) and Varley (1978) highlight on the resulting huge levels of monetary leakages from
the local economies, leaving the incomes of locals relatively meagre compared to the total national
rewards from the sector. For instance, within the period under review, data from WDIs portray that
the average percentage of imports scaled by GDP for Seychelles, Mauritius, Madagascar, Comoros
and Cabo Verde (which are all classified as islands) stood at 98.69%, 61.96%, 42.35%, 43.34% and
63.69%, respectively, with an average of 61.05% for the entire island subsample. These figures are
very high compared to the averages recorded in the case of the landlocked (37.89%) and coastal
(39.92%) subsamples. Although the importation of capital goods through tourism could potentially
lead to growth, and vice versa (as argued by Nowak et al., 2007), the labour-intensive nature of the
sector defuses the belief that high levels of imports in such islands are mostly capital in nature.
Further, given that tourism is a key sector in these island economies, one could infer that there is an
increment in reliance on imported goods and services, including foodstuffs and managerial human
resources, to keep the tourism industry in such countries running and sustained. Given the sub-
region’s heavy reliance on imported goods and service (see Online Appendix II), it is imperative for
SSA countries, especially the islands, to increase offering local cuisines to tourists (reduce their
reliance on imported goods and services) to provide authentic experience and continually encourage
production and usage of local foodstuffs and expertise.

The observed keen competition between tourism and agriculture for major inputs in the form of
land and labour among SSA islands may partly account for what appears to be the detrimental
impact of tourism on their economic growth. Sinclair-Maragh and Gursoy (2015), and Nowak and
Sahli (2007) convincingly argued that an increase in inbound tourists into islands naturally causes
reallocation of land and labour to expand the tourism industry, usually at the expense of agriculture
in particular, and to a greater extent propagating deindustrialisation. The possible sudden shift
from traditional production and internationally traded sectors like agriculture is heavily associated
with increased tourism demands among islands (Milne, 1992; Nowak and Sahli, 2007). As such,
the empirically backed detrimental effect of tourism development on economic growth among
SSA islands is a possible hint on the fact that symptoms of the ‘special Dutch Disease’, as pos-
tulated by Nowak and Sahli (2007), are fuelling net welfare losses in such locations, as much
attention and resources are shifted from agriculture and industrialisation to the exclusive supply of
tourism products. By far, this study confirms the claim of Bojanic and Lo (2016) that islands that
are heavily reliant on tourism tend to experience economic setbacks.

Adding to the various potential reasons for tourism’s detrimental effect on economic growth,
the World Bank’s (2013b) report on tourism in SSA revealed that majority of the tourist sites and
hotels in islands located within the subregion are owned wholly by expatriates who first discovered
and developed the economic value of such locations. As such, a chunk of the proceeds that flow in
the form of international tourism receipts may have been repatriated outside such countries by the
foreign owners of such tourists and recreational sites in the form of dividends and other forms of
rewards (Sinclair-Maragh and Gursoy, 2015). As a result, major parts of the proceeds, international
tourism receipts, never remain in such countries to improve economic growth in the form of
‘realistic’ GDP growth and GDP per capita. This reflects the findings of Sheng and Tsui (2010) and
Copeland (1991) who documented that increased foreign ownerships in tourism industry tend to
reduce the sector’s true benefits for host communities, especially in small-open tourism economies
like Macao. More specifically, the World Bank’s (2013b) report on tourism in SSA reiterated that
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‘foreign ownership in tourism, as it is argued, is widespread, preventing pro-poor growth because
of the leakages that occur and the lack of backward linkages from the investment’. Milne (1992)
and Samy (1975) described this situation as very worrying for a reason that the locals only receive
‘crumbs from the table’ after being alienated by high levels of foreign owners and management. As
a matter of urgency, pro-poor tourism, as recommended by the World Bank (2013b), ought to be
fully embraced among SSA countries to extend the benefits of tourism to local communities.

Policies that seek to encourage foreign investors to continually reinvest to maintain and sustain
the local tourism industry, as well as other equally viable sectors within same economies and
subregion, ought to be strengthened and strictly adhered to. In addition, efforts should be made to
improve forward and backward linkages between tourism and the domestic economy.

Contrary to results from earlier studies (Agbloyor et al., 2014, 2016), though partly in line with
our own expectation and the findings of Chee and Nair (2010), FDI was found to have a significant
positive impact on GDP growth and GDP per capita for the full sample, and only LLC subsample.

Exchange rate recorded significant positive impact on economic growth for the full sample and
Al subsample. This is partly in line with the findings of Yazdi, Salehi, and Soheilzad (2017) but
contrary to that of Schubert et al. (2011). This implies that depreciation in currencies (increase in
exchange rates) of SSA countries against the US$ turns to improve the subregion’s economic
growth, perhaps, through increase in exports.

Financial development also surprisingly recorded a significant negative impact on GDP per capita
and a significant positive impact on GDP growth in the full sample. For the CC and Al subsamples,
financial development consistently had a significant negative impact on economic growth. This is in
line with the results of Ayadi et al. (2015) who listed deficiencies in credit allocation as well as weak
financial regulation and supervision as the potential reasons why financial development would
negatively impact economic growth. This is, however, contrary to the findings of Chee and Nair (2010),
who documented FDI and financial development as complementary agents of economic growth.

Also, economic benefits from well-organised institutions, in the light of good legal systems, ease
of doing business, financial systems monitoring, accountability and reduction in corruption, good
central governance and others, are confirmed in this study, as institutional quality positively impacts
economic growth for the full sample, CC and Al subsamples, with the magnitude being statistically
enormous for the Al subsample. This is in line with the claims of Agbloyor et al. (2016).

The extraction of mineral resources that brings earnings in the form of rents for land, forest and
water usage is, however, confirmed to contribute negatively to GDP growth and GDP per capita in
the Al subsamples, confirming the presence of the popular Dutch/beach disease among islands
within SSA. Although contrary to the findings of Asongu and Odhiambo (2018b), and
Brunnschweiler (2008), the finding is partly congruent with that of Sachs and Warner (1995).

Conclusion

With the use of recent annual data and diverse robust estimation techniques, this study establishes
evidence in support of the TLGH in SSA. The study additionally opines that geographical locations
of SSA countries moderate the impact of tourism on economic growth. More specifically, the
results show that the impact of tourism on GDP growth and GDP per capita is significantly positive
(tourism promotes economic growth) for only LLC and CC countries, and significantly negative
(tourism is detrimental to economic growth) in the case of islands (AI) within the subregion. The
results further postulate that the magnitudes of tourism’s significant positive impact on GDP
growth and GDP per capita are statistically equal between LLC and CC subsamples.
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Given the results of this study, a number of recommendations are worth noting, in addition to
the ones documented in the fourth section. Firstly, SSA countries ought to increase and diligently
implement strategic plans that seek to promote tourism as a key contributor to economic growth.
For this reason, policies that lead to developments in the sector such as investment in infrastructure
and national social amenities including roads, airports and harbours must be fostered by SSA
countries. It is also crucial, most especially among the islands, to assist and promote locally owned
and operated tourism facilities. Countries that have shown remarkable specialisation in the tourism
sector, mostly Al and CC, ought to be seen pulling significantly higher contributions towards their
economic growth. It is therefore necessary to implement strategies to first ‘maximise’ and, sec-
ondly, ‘prudently disperse’ the economic benefits of the tourism industry within the subregion.

There is also the need to encourage local production to ‘feed’ the tourism sector. These tourism-
oriented local outputs must include goods and services, and human capital capacity building as
well. Obviously, such local productions towards the tourism industry must be comparable in
quality and quantity to the sector’s existing imported standards. After satisfactorily supplying local
alternatives, governments could use legislative instruments to induce local demands from the
sector. In this case, the growth of tourism would be linked holistically to other sectors such as
agriculture, and both vocational and formal education.

Also, government agencies, especially those within the islands, and responsible for tourism,
may consider forming a solid and credible national database on how much tourist revenues leak out
of their economies in the form of repatriated profits and tourism-related importations (both goods
and service, and capital goods). Further, legislatively and economically feasible conditionalities
and caps on profit repatriations could be considered, as only money reinvested into concerned
economies generates local economic growth.

Stability and favourable movements in macroeconomic variables such as exchange rate and
inflation also ought to be pursued and well managed by SSA countries as these variables tend to
influence investors’ trust in SSA economies. For this reason, central banks and other regulatory
bodies should consistently chart a path of making better these macroeconomic indicators than
following the wishes and demands of political actors.

Last but not least, proper ‘value-for-money’ and ‘value-added’ natural resource extractive
strategies also ought to be designed and implemented among SSA countries as revenues from
natural resources still remain the region’s backbone for continuous healthy economic growth. In
line with this, the subregion ought to ensure supportive and selfless institutional operations with
total focus on holistic growth.
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Highlights

o Tourism significantly and positively impacts on economic growth in sub-Saharan Africa (SSA).

o The differing geographical locations of SSA countries moderate the impact of tourism on economic
growth.

e Thus, tourism’s impact on economic growth is observed to be significantly positive for only Landlock
and Coastal countries, and significantly negative for Islands within the sub-region.

o Meanwhile, the magnitude of tourism’s significant positive impact on economic growth is observed to
be statistically equal between landlocked and coastal countries.
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