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This study analyzes international tourism–inward foreign direct investment (FDI) relationships by applying dy-
namic panelmodels to Japanese data for the 1996–2011 period. A growing number of studies have examined this
topic following the publication of the UNCTAD (2007) report; however, the current literature is inadequate. Our
analysis is not restricted to tourism-related FDI such as hotels and restaurants, as in the literature, but covers gen-
eral FDI in the framework of FDI dynamics, because tourism–FDI interactions are not in reality restricted to typical
tourism-related FDI. The analysis results reveal that enhanced inbound foreign tourism exhibits spillovers of in-
ward FDI beyond tourism-related sectors. Hence, although policies related to FDI promotion and tourism
enhancement are often planned, executed, and evaluated independently under different government jurisdic-
tions, coordination is recommended, because these policies interact with each other in efforts to attain economic
development goals.

© 2015 Elsevier B.V. All rights reserved.

1. Introduction

International organizations have begun promoting tourism–FDI re-
lationships as a vehicle for development (United Nations Conference
on Trade and Development (UNCTAD), 2007). Tourism facilitates not
only export revenue generation but also service sector job creation
and local economic revival through tourism-related FDI. Since the pub-
lication of the United Nations Conference on Trade and Development
(UNCTAD) (2007) report, a growing number of studies have begun to
analyze tourism–FDI relationships. The primary focus in the literature
is the relationship between tourism (for which the number of arrivals
and revenues are used as a proxy) and tourism-related FDI (i.e., FDI
inflows into setting up tourism infrastructure such as accommodation,
restaurants, and transportation in less-developed countries; Katircioglu,

2011 for Turkey; Samimi et al., 2013 for 20 developing countries;
Selvanathan et al., 2012 for India; Tang et al., 2007 for China). Enhanced
tourism is expected to contribute to the development of an economy
through increased FDI inflows into tourism-related industries. Thus,
tourism-related FDI is assumed to be a primary channel for economic
development.

However, the existing research in this field is inadequate, because
tourism–FDI interactions are not in reality restricted to typical
tourism-related FDI such as in hotels, airlines, and restaurants. Tourism
development may induce FDI in other sectors as well. For example,
China's Suning Commerce Group Co. Ltd. formed a capital business alli-
ance with Japan's Laox Appliance (a retail store for home appliances)
and the latter became a subsidiary of the former in 2009.2 One motiva-
tion for this alliance is the business opportunity of serving the growing
number of Chinese tourists to Japan by offering services such as lan-
guage support, duty-free arrangements, and acceptance of Chinese
credit cards. This is because rice cookers, air purifiers, and digital cam-
eras manufactured in Japan are principal purchase items for Chinese
tourists. The example illustrates the possibility that enhanced tourism
may induce FDI in sectors beyond hotels, etc.

Hence, this study analyzes international tourism–inward FDI rela-
tionships. Our analysis is not restricted to typical tourism-related FDI
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in the literature, but covers general FDI as well. Motivated by anecdotal
evidence that tourism influences FDI in non-tourism sectors in
Japan, we aim to fill the existing gap in the literature by estimating
the effects of inbound tourism on inward FDI beyond tourism-related
sectors.

We set up our empirical model by referring to the analytical frame-
work of FDI determination. Our model extends the framework to a dy-
namic context after introducing international tourism. In order to
investigate these dynamics, the analysis uses a sample of 29 countries/
areas, each of which is a major FDI donor to Japan, over the period
1996–2011. Our analysis is distinct from other analyses in the literature,
which examine the causality between tourism development and
tourism-related FDI using time-series analyses including only these
two variables.We focus on the spillover effects of tourism development
on FDI, and thus, we need to control for other factors determining FDI.
Such analysis requires the use of panel data on bilateral FDI and tourism
between donor and recipient countries, which are not necessarily re-
quired for the time-series analyses presented in the literature. Bilateral
FDI data, together with the number of foreign tourists and other control
variables, are compiled for the analysis. Then, the tourism–FDI interac-
tions are estimated by using a two-step system generalized method of
moments (Arellano and Bover, 1995; Blundell and Bond, 1998;
Roodman, 2009; Windmeijer, 2005).

The analysis results reveal that an increased number of foreign tour-
ists visiting Japan helps promote FDI into Japan, and that the effects of
tourism on FDI in non-tourism industries are observed to be significant.
The effects of tourism on total FDI are estimated to be 5.6 times as large
as those on tourism-related FDI. The results of a favorable interaction
between tourism and FDI imply that the two policies of inward FDI
promotion and inbound foreign tourism enhancement are mutually
inclusive. There exist positive spillovers from promoting tourism to
encouraging FDI in various sectors.

A favorable interaction between international tourism and in-
ward FDI is confirmed under different specifications. The results ob-
tained using a benchmark model are robust when we apply a
different FDI modeling of the knowledge capital model (Carr et al.,
2001, 2003; Markusen, 1997; Markusen et al., 1996) and a different
empirical approach using the bias-corrected least-squares dummy
variable (LSDVC) estimator of Bruno (2005a,b) to our context. The
results of our analysis suggest that the effect of international tour-
ism should have been extended to general FDI dynamics in previous
works. The literature focusing on tourism-related FDI has the risk of
underestimating the effects of tourism enhancement on FDI in
reality.

Our results have important policy implications that are not covered
in the literature. Tourism enhancement helps attain economic growth
in not only less-developed tourism-oriented countries but also others,
because international tourism positively influences FDI beyond tradi-
tional tourism sectors. Additionally, policy coordination is recom-
mended between FDI promotion and tourism enhancement, although
the two policies are often planned, executed, and evaluated inde-
pendently under different government jurisdictions. These policies
interact with each other to enable the attainment of economic devel-
opment goals.

The remainder of this paper is organized as follows. Section 2 pre-
sents a description of data used for the analysis and introduces
the model. Section 3 discusses the results of the analysis. Section 4
concludes the paper with future suggested lines of research.

2. Model and data

Our analysis uses Japanese data to study tourism–FDI interactions.
Japan is relevant for analysis because it allows investigating the interac-
tive relationships between inward FDI promotion and inbound foreign
tourism enhancement. The Japanese government has aggressively
targeted both inward FDI and tourism as priority policy areas for

enhanced growth performance,3 and thus, from a policy perspective, it
is critical to know whether there are significant spillover effects
among policies. Specifically, the situation in Japan amplifies the impor-
tance of examining spillover effects of increased tourism beyond
tourism-related industries. Such industries are not major recipients of
inward FDI in Japan; rather, Japan receives most of its FDI in other sec-
tors such as finance and insurance, communications, wholesale and re-
tail, chemicals and pharmaceuticals, and electric machinery. The two
policies of inward FDI promotion and tourism enhancement may not
help in attaining economic development goals if tourism development
affects FDI into tourism-related industries only. Moreover, the
Japanese situation allows us to examine whether enhanced tourism af-
fects inward FDI in other industry sectors, because such an examination
is not feasible if other sectors are not mature enough to receive inward
FDI.

We use major FDI donor countries to Japan as our sample. The sam-
ple comprises 29 countries/areas from Asia (China, Hong Kong, Taiwan,
South Korea, Singapore, Thailand, Indonesia, Malaysia, Philippines,
India), North America (the United States, Canada), Central America
(Mexico, Brazil), Pacific (Australia, New Zealand), Europe (Germany,
United Kingdom, France, Netherlands, Italy, Belgium, Luxembourg,
Switzerland, Sweden, Spain, Russia), and the Middle East (Saudi
Arabia, United Arab Emirates). The Cayman Islands, a major FDI donor,
is not included in our sample because the Japanese government does
not provide any records of tourists from the Cayman Islands.

Our empiricalmodel extends the framework of FDI determination to
a dynamic context after introducing international tourism and control-
ling for other factors determining FDI. Whereas previous works focused
on the causality between tourism and tourism-related FDI (Katircioglu,
2011; Samimi et al., 2013; Selvanathan et al., 2012; Tang et al., 2007),
our approach is expressed in the following conceptual framework. FDI
is a function of Tour and control variables, X: FDI = f(Tour, X). Since
FDI is composed of FDItourism − related industry + FDIother indutries, the afore-
mentioned literature with missing effects of tourism on FDIother indutries
might mislead the policy effectiveness of tourism enhancement. In
order to examine the possibility, FDI dynamics are examined using a
system generalized method of moments (GMM), in which current FDI
relies on past FDI realizations and the number of foreign tourists. The
system GMM accounts for simultaneous bias between FDI inflows and
foreign tourist arrivals.

FDIit ¼ α þ β1 FDIit−１＋β2Tourit þ Xitρþ εit ; where εit ¼ δi þ μ it ð1Þ

FDIit represents the net inflowof FDI from country i to Japan at time t,
Tourit denotes the number of foreign tourists visiting Japan, Xit is a set of
control variables, and εit is an error term, which comprises δi, an

3 The Japanese government has been promoting international tourism ever since the
“Basic Policies for Economic and Fiscal Management and Structural Reform” endorsed by
the Cabinet in 2002 suggested increasing the number of foreign tourists visiting Japan.
Correspondingly, the Ministry of Land, Infrastructure, Transport and Tourism (2003) pro-
posed strategies to promote foreign tourists visiting Japan by providing a report entitled
“Global tourism strategies”. The report recognizes international tourism as a promising
sector because the size of international tourism is expanding globally according to the
World Tourism Organization (UNWTO), and expects expanded international tourism to
vitalize the Japanese economy, specifically the declining local economy.
The Japanese government has also been trying to promote inward FDI for similar policy
ends. During the 1990s, FDI promotion was proposed to revitalize the Japanese economy
when Japan slipped into recession after the burst of the bubble economy. After the Eco-
nomic and Fiscal Policy Management and Structural Reform in 2002, regional govern-
ments initiated inward FDI to revitalize the local economy and to acquire greater tax
revenues. This is because the reform required regional governments to be less dependent
on fiscal support from the central government. Regional governments were expected to
raise tax revenues from the activity of multinational companies that are invited to their
jurisdictions.
The topics of tourism development and inward FDI promotion have attracted academic
attention aswell. Tourism-led economic growth has been discussedby a few recentpapers
published in this journal (Antonakakis et al., 2015; Chou, 2013; Jalil et al., 2013).Moreover,
Ahmed (2012) has examined the relationship between FDI inflows and economic growth.
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