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Abstract

The Tourism-Led Growth Hypothesis (TLGH) posits a fundamental area of research, explored in hundreds of pa-
pers elucidating the relationship between tourism activity and economic growth. However, proposing the TLGH is
not logical as the bidirectional relationship between tourism and economic growth is theoretically undeniable. In
this paper, we advocate for a shift in the study perspective towards more ambitious hypotheses that extends the
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Testing the tourism led growth hypothesis: A nonsensical exercise?

1. Introduction

The close relationship between economic growth and development has been observed in numerous
papers for decades. However, despite their theoretical proximity, they address distinct realities, with
policies having different effects depending on which objective is sought (Arndt, 1987; Suri et al., 20mn).
While economic growth simply refers to "increases in a country's production of goods and services or per
capita income" (Nafziger, 2012; p. 15) -typically assessed by Gross Domestic Product (GDP) - develop-
ment also includes qualitative changes that take place in society. In words of Haler (2012), development
means a “qualitatively higher step of macro-economic evolution” (p. 68), in comparison with economic
growth.

In the case of the tourism sector, the analysis of its effects on the economy of destinations and countries
has had a predominant focus on “economic growth”, with the work of Balaguer and Cantavella-Jorda
(2002) being the most referred theoretical framework. In their pioneering paper, the Tourism-Led
Growth Hypothesis (TLGH), as extension of the well-known Export-Led Growth Hypothesis (ELGH),
was presented. Thanks to the relative technical ease of the TLGH in testing the intricate dynamics be-
tween tourism and the prosperity of destinations, dozens of papers emerged during the last decade
regarding the topic.

However, although most studies have confirmed the positive relationship between tourism and eco-
nomic growth, the results have not been entirely conclusive, with the debate about the effects of the
tourism industry on the economy far from concluded (Song & Wu, 2022). These results invite reflection
on the resolution and formulation of the TLGH, at least from two perspectives. On one hand, research
techniques have traditionally relied on the relatively limited scope of Granger causality, with some au-
thors emphasizing the need to incorporate nonlinear methods for a more comprehensive understanding
of causal relationship (Po and Huang, 2008; Brida et al., 2015). This has led to a continuous improvement
in TLGH analysis, introducing greater complexity to research, as we expose in this paper.

On the other hand, researchers have predominantly focused their efforts on the relationship between
tourism and economic growth. In this context, the same question posed by Petrakis (2020) arises: “how
adequate is a definition of growth that only includes references to the material level of growth?” (p. 33). In
the case of tourism, framing the relationship from the perspective of development is particularly im-
portant, as politically, the activity has often been conceived as an engine for underdeveloped economies
not only in terms of convergence but also prosperity and well-being (Telfer &Sharpley, 2015).

Considering the apparent gap, this article seeks to redirect attention towards development, posing a
critical question that remains unanswered despite advancements in recent years: Does the TLGH -as
currently discussed in the literature- enable us to understand the interaction between tourism and eco-
nomic development? To address this, this paper extensively delves into the validity of the TLGH as a
hypothesis, on one hand, alternative hypotheses more aligned with current concerns in tourism eco-
nomics, and on the other hand, different linear and nonlinear methods to test them. In this way, this
research is framed within the stream of studies with a Beyond GDP perspective in the economics of
tourism, which is increasingly widespread among researchers and policymakers (Dwyer, 2020).

The application of these methodologies is illustrated through the example of Spain, which also served
as a case study in the initial TLGH exercise by Balaguer and Cantavella-Jorda (2002). With all of this,
the document aims to provide innovative contributions at a methodological level regarding the hypoth-
eses and mechanisms used to estimate the effects of tourism on destinations and countries.
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2. Questioning the approach to testing the TLGH

In the TLGH it is argued that economic growth is driven by the arrival of tourists to destinations: the
influx of tourists —an equivalent of tourism production, according to Zuo and Huang (2018)- becomes a
stimulus for the demand and supply of goods and services, creating employment and motivating both
public and private investments. This situation has been tested worldwide, both in developed and devel-
oping areas, regarding regions with social and economic features so different such as the European
Mediterranean (Proenca and Soukiazis, 2008; Cortes-Jimenez and Pulina, 2010; Mérida and Golpe, 2014),
Latin America (Schliiter, 1993; Simundic et al., 2016; Tzeremes, 2022), or Asia (Liu and Song, 2018; Wu
et al., 2020; Odeleye et al., 2022). Studies of this kind are not only applied to destinations where there
is a clear specialization in tourism-related activities but also where tourism serves as a complementary
agent, or even an economic catalyst for other primary activities, such as rural environments (Vidickiené
et al., 2020).

At the same time, it is undeniable that economic growth has both a direct and indirect impact on pro-
moting tourism development. Firstly, taxes generated by economic activity support public investment
in infrastructure such as airports, or the preservation of public domain tourist attractions, such as na-
tional parks or historical monuments. Economic development also allows for direct capital injections
to promote tourism as part of economic diversification, especially in emerging and developing countries
(Lejarraga & Walkenhorst, 2013), ranging worldwide from small cultural projects to billion-dollar en-
deavors, like artificial islands in oil-producing nations.

Secondly, the capacity of destinations to attract tourists (competitiveness) is closely linked to the income
and well-being thresholds of the resident population (Crouch & Ritchie, 1999; Dwyer & Kim, 2003).
Tourists may not have knowledge of public spending levels, employment ratios, or wealth distribution.
However, they do perceive essential factors that can influence their decisions, such as safety in the
streets, healthcare infrastructure quality, public transportation, or the cleanliness of tourist areas (Jen-
sen & Svendsen, 2016; Millar et al., 2017; Collins & Millar, 2021).

Based on this logic, as summarized in Figure 1, tourism and economic growth are unquestionably mu-
tually reinforcing phenomena. This means that the TLGH transitions from a hypothesis to an axiom or
proposition, rendering its empirical testing appear futile.

One might legitimately question why, if the theoretical relationship is so evident, there is a debate about
the confirmation of the TLGH, as evidenced by Brida et al. (2016) or Perles-Ribes et al. (2017), or about
the bilateral relationship between the factors, as occurs in Alcald-Ordéiiez et al. (2023), Benkraiem et
al. (2021), or Pérez-Rodriguez et al. (2022). The reasons for such discrepancies have been continuously
exposed in the literature, including factors like the marginal significance of tourism in the countries or
destinations under examination, the limited effectiveness of the methodologies used, sample size limi-
tations, or potential measurement errors in the selected variables, among other considerations.

This does not mean that the TLGH studies are inconclusive. Indeed, the results related to the TLGH,
even those whose conclusions pose various interpretations, help us understand the impact of tourism
in different countries and time periods (Antonakakis et al., 2019; Du et al., 2016), or the resilience of
economies linked to tourism against shocks such as economic crises (Hatemi et al., 2018; Iglesias Gar-
rido, 2018). Undoubtedly, this type of studies allows stakeholders to adopt better policies in the man-
agement and exploitation of tourism resources in a destination.

Additionally, it is important to recognize the methodological advancements, including the adaptation
of models originally designed for financial markets, such as the developed in Hacker and Hatemi (2010)
or Hatemi (2021), to tourism studies. However, since the original purpose of the TLGH approach is
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already theoretically resolved in the description of the relationship between its parts (tourism and eco-
nomic growth), researchers in the field of tourism economics should adopt more ambitious approaches.
This requires posing deeper hypotheses, as described below.
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Figure 1. Relationship among tourism destination development and economic growth.

3. Alternative hypotheses regarding tourism activity and economic development.

In this research we present two research questions, along with some methodological insights, that
would enable progress in the field of tourism economics beyond the outdated relationship between
economic growth and tourism development.

3.1. Tourism-Led Genuine Economic Development Hypothesis (TLDGH).

The first proposed hypothesis is defined as the Tourism-Led Genuine Economic Development Hypothesis
(TLGDH), a natural extension of the TLGH that is related to critical development objectives (income
distribution, sustainability, or the development of human capital), not only to economic growth as we
discussed in the introduction section.

This hypothesis would take the following form:

Ho: Tourism does not promote economic development.
H1.' Not Ho

Recent works such as Fahimi et al. (2018), Pulido-Ferndndez & Cardenas-Garcia (2021) or Sharma et al.
(2020) have already conducted research in this line of study, using the Human Development Index
(HDI) as a measure of development. However, to have a comprehensive view, it is methodologically
necessary to establish a distinction between the existing tourism alternatives, and not just focus solely
on the raw activity numbers, as all previous studies in this research line have done (see the review of
literature done by Alcald Ordéfiez and Segarra, 2023). Since it is widely recognized that the type of
tourism developed has a significant impact on the distribution of benefits and its sustainability, without
a typological distinction, it is challenging to draw conclusions that consider the characteristics of each
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territory. Furthermore, the methodological tools for testing the TLGH remain valid for this first hypoth-
esis.

3.2. Tourism as Optimal Choice Hypothesis (TOCH)

The second proposed hypothesis, which we can define as the Tourism as Optimal Choice Hypothesis
(TOCH), aims to determine whether tourism activity is the optimal choice for fostering economic
growth in a specific destination. Through this approach, one can explain why many of today's most
competitive tourist countries and regions are in peripheral areas. These locations were often disadvan-
taged or notably underdeveloped, as was the case in the Spanish Mediterranean regions before the
1950s, finding in the tourism activity the most viable alternative for growth (Naylon, 1992). At the same
time, this hypothesis is necessary to seek answers to the current divergence being experienced between
the European tourist economies and the central and northern regions, as detected by Haller et al. (2020).
Addressing this hypothesis would require two possible paths. The first would be a causal analysis exer-
cise with a careful selection of the sample. The destinations to be studied should share characteristics
at the time when the comparison of their economic growth trajectories begins, allowing for an exami-
nation of their evolution influenced by their economic specialization. Otherwise, we overlook that while
tourism may hinder the development of some regions, it may be only means of escaping poverty for
others. The analytical methods for this hypothesis could include group comparison methods (Differ-
ences-in-Differences), Discontinuity Regression Approach, Instrumental Variables for exogenous vari-
ations, Propensity Score Matching, or Synthetic Control Method.

As an alternative to causal analysis, the second exercise proposed is referred to in this article as the
'analysis of the optimal economic composition of destinations.' It consists of two stages: first, detecting
the optimal composition of productive sectors of the destination that maximize some representative
variable of economic development or the welfare of the local population. Second, comparing this estab-
lished optimal composition with the actual composition of the destination. The results obtained will
address a combination of the following hypotheses

Hypothesis A:

Ho: The weight of alternative sectors to tourism (e.g. agriculture or industry) is equal to the optimum
estimated by the model.

H.: Not Ho

Hypothesis B:
Ho: The weight of the tourism sector is equal to the optimum estimated by the model.
H].' Not Ho

The combination and interpretation of the hypothesis would be as follows:

Case 1: If hypotheses A and B are not rejected, tourism is an optimal sector for the destination.
Case 2: If only one of the two hypotheses (A or B) is rejected, but not the other, the result is inconclu-
sive.
Case 3: If both hypotheses (A and B) are rejected, there are two possibilities:
- Subcase 3.1: If the estimated optimum yields a higher weight of tourism than that actually ob-
served in the destination, tourism would be the optimum sector for the destination.
- Subcase 3.2: If the estimated optimum yields a lower weight of tourism than that actually ob-
served in the destination, tourism would not be the optimum sector for the destination.

As will be seen in the application example of the next sections, since the significance of a sector in the
destination is typically articulated as a percentage of its total economic activity or employment of the
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destination, the tests outlined earlier involve a straightforward comparison between the ideal sector
weight and the observed weight in the destination, conducted through a basic proportion comparison
test.

To determine the optimal weight of the sectors, methodological alternatives such as Stochastic Frontier
Models or data envelopment analysis which consider potential restrictions in coefficients and optimi-
zation conditions, could be viable in this context jointly with classical regressions and other advanced
models based on them.

4. Testing the Tourism-Led Growth Hypothesis (TLGH) and the Tourism-Led Genuine Eco-
nomic Development Hypothesis (TLGDH). The case of Spain 1980-2021.

This section shows an example application of the TLGH and TLGDH. For this purpose, Spain, a consol-
idated tourist destination, is used as a case study. To analyze the TLGH, the classic causality analysis is
carried out between a variable reflecting economic growth, the logarithm of the real gross domestic
product (LogRealGDP) and a variable reflecting tourist arrivals at the destination taken in logarithms
(LogArrivals).

To analyze the TLGDH, causality analysis is carried out between tourist arrivals at the destination (Log-
Arrivals) and the Human Development Index (HDI) as a variable reflecting economic development.
Although there is criticism regarding the approach to the HDI as a valid representation of development
(Nguefack-Tsague et al., 2011), the truth is that this variable is the most accepted and used in economic
literature.

The analysis spans from 1980 to 2021 due to the absence of data for the HDI indicator in Spain before
1980. Notably, while the United Nations Development Program only provides worldwide data for the
period 1990-2021, in the case of Spain the Valencian Institute of Economic Research (IVIE) also offers
information for the period 1980-1990. By combining data from both sources, we can conduct an analysis
covering a longer time span compared to other countries, providing further justification for using the
selected case study. The data for the real GDP is provided by the OECD and the considered series is the
logarithm of the Gross Domestic Product (output approach) at constant prices in millions for the OECD
base year in Euros 2015. Finally, the data on visitor arrivals are obtained from the National Statistics
Institute of Spain. Figure 2 display the evolution of the variables during the considered period.

The methodology employed in this study relies on the Toda and Yamamoto (1995) methodology, which
is specifically crafted for examining causal connections within time series. It expands upon the conven-
tional Granger causality test by implementing a standard Wald test on the first p lags of an advanced
vector autoregression VAR (p+d) model at the data's level. The augmented lags (d) are determined by
the level of integration of the analyzed series.

Assuming the null hypothesis of absence of causal relationship, the Wald test statistic follows a chi-
square distribution with p degrees of freedom in the asymptotic limit. Significance in the coefficients
implies that the model suggests a causal relationship between the two time series.

The analysis of the order of integration (Table 1) shows that the three series are integrated of order one
I(1) during the analyzed period. Therefore, as described above, in order to analyze Granger causality,
the VAR should be increased by one lag (d is set to 1). Starting with the TLGH hypothesis, all used
criteria set an optimal lag order for the VAR between LogRealGDP and LogArrivals of 2 lags (p is set to
2). The estimated VAR(2), which is not shown so as not to increase the length of the article but can be
obtained upon request, satisfies the stability conditions and it does not exhibit issues of residuals auto-
correlation.
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Figure 2. LogRealGDP, IDH and visitors arrivals to Spain 1980-2021. Authors own elaboration.

Table 1. Augmented Dickey-Fuller test statistics for LogArrivals, LogRealGDp and IDH. Spain 1980-2021.

Variable Levels First differences

Laglenght  t-stat. p-value Laglenght  t-stat. p-value Order
LogArrivals ) -2.121 0.237 o -7.653 0.000 I(1)
IDH ) -1.250  0.643 o -6.218 o0.000 I(1)
LogReal GDP ) -1.742  0.402 o -5.059 0.000 I(1)

Exogenous: Constant, lag-length automatic based on SIC criterion, maximum lag equal 9

In light of these results, an augmented VAR(3) is estimated and presented in Table 2. Meanwhile, Table
3 displays the results of the causality analysis, establishing that tourism leads to economic growth in

one direction. Thus, confirming the Tourism-Led Growth Hypothesis (TLGH) for Spain during the con-
sidered period.

Next, we proceed with the more interesting case of the TLGDH. In this case, most of the optimal lag
selection criteria in the VAR set the number of lags at one (p is set to 1). The estimated VAR(1) - not
shown - satisfies the stability conditions and it does not exhibit issues of residuals autocorrelation. In
light of these results, an augmented VAR(2) is estimated and presented in Table 4. As in the previous
case, Table 5 displays the results of the causality analysis, indicating no discernible causality between

tourism and economic development. Therefore, the TLGDH is not confirmed for Spain during the con-
sidered period.
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Table 2. Testing TLGH Augmented VAR. Dependent variables LogRealGDP Log Arrivals.

Dependent Variables LogRealGDP LogArrivals
Explanatory variables Coef. (s.e.) t-stat Coef. (s.e.) t-stat
LogRealFDP(-1) 1.793 (0.381) 4.706 2.357 (2.808) 0.839
LogRealGDP(-2) -1.003 (0.614) -1.632 -2.915 (4.531) -0.643
LogArrivals(-1) -0.131 (0.049) -2.662 0.328 (0.364) 0.901
LogArrivals(-2) 0.222 (0.146) 1.514 0.451 (1.083) 0.417
Exogenous variables Coef (s.e.) t-stat Coef (s.e.) t-stat
C -0.072 (0.321) -0.224 -3.562 (2.365) -1.505
LogReal GDP(-3) 0.289 (0.324) 0.891 2.316 (2.389) 0.969
LogArrivals(-3) -0.171 (0.159) -1.076 -1.193 (1.176) -1.014
R-squared 0.990 0.749
Adj. R-squared 0.988 0.702
Table 3. Granger causality / Block exogeneity Wald tests.
Dependent variable LogRealGDP Causality diagnosis
Excluded Chi-Square df  p-value
LogArrivals 8.763 2 0.012 Granger causality detected
Dependent variable LogArrivals Causality diagnosis
Excluded Chi-Square df  p-value
LogRealGDP 0.790 2 0.673 No Granger causality detected

Table 4. Testing TLGDH Augmented VAR. Dependent variables IDH Log Arrivals

Dependent Variables LogRealGDP LogArrivals
Explanatory variables Coef. (s.e.) t-stat Coef (s.e.) t-stat
IDH(-1) 1.125 (0.248) 4.528 -7.828 (7.415) -1.055
LogArrivals(-1) -0.008 (0.008) -0.989 0.872 (0.250) 3.480
Exogenous variables Coef. (s.e.) t-stat Coef (s.e.) t-stat
C 0.034 (0.057) 0.596 1.863 (1.704) 1.093
IDH(-2) -0.117 (0.258) -0.454 9.144 (7.704) 1186
LogArrivals(-2) 0.000 (0.024) 0.030 -0.471 (0.726) -0.649
R-squared 0.9977 0.7491
Adj. R-squared 0.9974 0.7204

Table 5. Granger causality / Block exogeneity Wald tests.
Dependent variable LogRealGDP Causality diagnosis
Excluded Chi-Square df  p-value
LogArrivals 0.979 1 0.322 No Granger causality detected
Dependent variable LogArrivals Causality diagnosis
Excluded Chi-Square df  p-value
IDH 1114 1 0.291 No Granger causality detected
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The conclusion, considering this result, is that while tourism undoubtedly stimulates economic growth
of Spain, it remains uncertain whether this translates into enhanced economic development for the
destination.

5. Testing the Tourism as Optimal Choice Hypothesis (TOCH). Some methodological proposals
and applications.

As mentioned earlier, exploring this hypothesis necessitates a thorough causal analysis involving a me-
ticulous sample selection process. The destinations under study should possess similar characteristics
at the start of the comparison of their economic growth trajectories. This ensures an examination of
their evolution influenced by economic specialization.

In this section, we will briefly outline two potential alternative methodologies for analysis, recognizing
that numerous other approaches may also be viable. These proposed methodologies will be exemplified
through their application to regional and local instances of Spanish tourist destinations.

5.1. Causal Impact Analysis.

5.1.1. Methodology description

The first proposed method relies on Bayesian Structural Time Series (Brodersen et al., 2015), applying
Bayesian estimation to analyze structural time series. Structural time series are defined by two equa-
tions: the observation equation (1) and the state equation (2), as follows:

Ve = Z{ap + & (1)
arp1 = Tear + Rene (2)

In equation (1), y, represents a scalar observation, Z: is an output vector of size d, a; is the state vector,
purportedly linked to the evolution of y,, and ¢, is a scalar error term such that &, ~ N(0, 6?). Equation
(2) describes how a, evolves over time, where T; is a d x d dimension transition matrix, R is a control
matrix sized d x ¢, and 7, is an error term such that n, ~ N(0, Q,), with ¢ dimensions and a state-diffu-
sion matrix Q: of size g x g, where ¢ < d.

Structural Time Series models represent an improvement over traditional univariate ARIMA models
(Brodersen et al., 2015), as they are more flexible and allow for predictions to be generated representing
an event in the absence of the studied phenomenon. While the ARIMA methodology simply examines
how a time series evolves moments before and after the event, without considering an external reference
or control, Structural Time Series models offer the ability to construct a "synthetic control,” which is a
combination of other markets or data series unaffected by the event in question. This provides a more
robust reference for evaluating the effects of the studied phenomenon.

Bayesian Structural Time Series Analysis utilizes Bayesian iteration for estimation, which comprises
three essential components: series decomposition and introduction of elements into the state such as
seasonality or regression variables (using the Kalman filter), adoption of the spike-and-slab method for
predictor selection, and use of a Bayesian model to amalgamate results and predictions, clustering and
relativizing defined scenarios (Scott & Varian, 2014).

To estimate the proposed model, the R software is employed, with the Impact Casual package
(Brodersen et al., 2015). With this tool, the impact of an event is evaluated by calculating the disparity
between the prediction derived for the response variable through subsequent semiparametric Bayesian
estimation and the observed reality of the series examined during the post-intervention phase.
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5.1.2. Sample selection and results

To illustrate the application of the outlined methodology, we will examine the economic development
trends in five Spanish provinces located along the Mediterranean coast, known for their prominent
tourist industry. Despite all being bathed by the same sea, being equidistant from the nation's capital,
and having significant developed tourist infrastructures, they have different economic structures. For
example, in the year 2007, the industrial sector's weight (comprising extractive industries, energy, and
water) in Malaga, which will serve as our focus province, was 5.75%, a figure that is two to four times
lower than those of the provinces that serve as control cases: Murcia (15.38%), Alicante (11.05%), Castel-
16n (27.43%), and Tarragona (19.76%).

The variable under consideration is the evolution of the Human Development Index (HDI), utilizing
the entire available sample at the provincial level calculated by the Valencian Institute of Economic
Research (IVIE) (for the period between 1980 and 2007). Despite the potentially outdated nature of this
data, for the illustrative purposes of this research, it is preferable to use provincial or regional infor-
mation rather than national data. This is because the effects of structural differences are more con-
strained when examining provinces from a same country, as they share a common geographic, social
and political framework.

Figure 3 shows the evolution of the HDI in the selected provinces. As can be seen, Malaga shows a lower
level in this variable compared to the control provinces throughout the entire period. However, if we
consider the evolution in index numbers (Figure 4) based on 1980, we can see that the difference shown
in Figure 3 is due to the initial disadvantage that Malaga has, since the evolution throughout the rest of
the period is similar or even higher than that of the control provinces.

Malaga e
Alicante
Castellon
= Murcia
Tarragona

(Y]

]

[a:]

o
T

o

1 1
198 1585 199 159

L

Figure 3. IDH selected Spanish provincesi980-2007. Authors own elaboration.
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Figure 4. IDH selected Spanish provincesi980-2007, index numbers (1990=100)

Figure 5 illustrates the analysis conducted, pinpointing the intervention in 1995, coinciding with the
tourism expansion in Spain during the late 1990s. The top chart displays the examined data and the
counterfactual prediction during the post-intervention period (1996-2007). In the middle chart, the dis-
parity between the observed data and the model's hypothetical prediction is depicted. Utilizing the
point estimate of the prediction, we can describe this effect as the pointwise causal effect. The lower
chart illustrates the cumulative impact of the intervention by summing the point impacts from the
middle graph throughout the period examined after the intervention (Brodersen et al., 2015).

In the post-intervention period (1996-2007), the HDI variable averaged around 0.89, compared to the
expected 0.88 without intervention. The 95% interval for this hypothetical prediction is [0.87, 0.89].
The predicted impact of the intervention on the HDI variable would be 0.0064, with a 95% confidence
interval spanning from -0.0030 to 0.016. Expressed in relative terms, the response variable would show
an increase of +1%. The 95% interval of this percentage would be [-0%, +2%)]. The likelihood of observing
this effect by random chance is p = 0.093. Hence, it would not be deemed statistically significant at the
0.05 significance level.

Therefore, with the data at hand, the provinces used as controls and the period analyzed, it does not
appear that the low industrial specialization of Malaga has been detrimental to its performance in terms
of economic development measured through the HDI. The result point out that the Tourism as Optimal
Choice Hypothesis (TOCH) would not be rejected for the case at hand. It would be likely that these
conclusions could be reversed for a different variable and a much longer period, considering the tourist
birth of the provinces analyzed. Unfortunately, these data are not available for the Spanish case. Any-
way, the example serves sufficiently to illustrate the proposed methodology which, as mentioned at the
beginning, would not be the only one available in this area.
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Figure 5. Causal analysis 1980-2007. Authors own elaboration.

5.2. Optimal structure economic analysis.

As stated before, an alternative methodology to the causal analysis illustrated in the previous section
would be the optimal economic composition of destinations. As an example of application, this meth-
odology is applied to the case of the municipalities of the Region of Valencia, a tourist region of the
Spanish Mediterranean coastline. The dependent variable is the gross household disposable income per
capita provided by the Spanish Tax Agency (AEAT) for municipalities with more than 1,000 inhabitants
(Income).

With regard to the explanatory variables, to estimate the Hypothesis A these variables are the resident
population of the municipality (Pop), the percentage of workers in the agricultural sector (PerAg) and
the percentage of workers in the industrial sector (PerInd) in the municipality. The selection of these
explanatory variables is due to the interest in determining the optimal weight that both agriculture and
industry should reach in the coastal municipalities where the importance of tourism is overwhelming.
On the other hand, to estimate the Hypothesis B, the explanatory variables are the resident population
of the municipality (Pop) and the percentage of workers in the services sector (PerSer) taken as a proxy
for the tourism activity in this exercise.

In order to determine the optimality conditions, all explanatory variables are included not only with
their principal term, but also with their quadratic term. The complete data for the 310 municipalities
and the nine years (2013-2021) available results in a panel of 2790 observations.

Table 6, which shows the estimations carried out for the model to estimate the Hypothesis A, distin-
guishes for each of the samples analyzed two cases, the pooled OLS estimation which does not take into
account the panel structure of the data and the fixed-effects estimation which is the preferred estima-
tion in all cases by the robust test for differing group intercepts and the Hausman tests. The columns
(1) and (2) show the estimations for all municipalities with 1000 inhabitants or more in the region in
columns. Columns (3) and (4) focus on estimations for coastal municipalities with 1000 inhabitants or
more, including the capital cities of Valencia, Alicante and Castellon. There are 58 municipalities in this
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case. Lastly, columns (5) and (6) showcase estimations for coastal municipalities with 1000 inhabitants
or more, excluding the capital cities of Valencia, Alicante, and Castellon. Excluding these capital cities,
which are large and serve as administrative capitals, would be necessary to prevent potential distortion
in the analysis.

Table 6: Estimation of the weight of Agriculture and Industry in tourism destinations. Dependent variable

Per cdpita Income

() (2) () (4) (5) (6)
Pooled OLS Within Pooled OLS Within Pooled OLS Within

const 18,220*** 14,910%** 14,740%** 1,4820%** 13,890*** 14,770%**

(668.1) (665.3) (896.4) (2,404) (1,063) (2,246)

Po 0.0080 0.0503** -0.0023 0.0363 0.0266™* 0.0391

P (0.0060) (0.0247) (0.0070) (0.0302) (0.0126) (0.0407)

sq Po -3.114e-09  -5.296e-08*** 8.197e-09 -3.083e-08  -1.802e-07*** 1.375e-08

q-rop (8.495€e-09) (1.598e-08)  (1.084€-08)  (2.232e-08) (6.283e-08)  (1.733e-07)

. -394.6%** -64.64* -852.1%** . -890.5*** -160. 9
W.Agric. -176.1 .

& (59.75) (36.20) (143.6) "7 (99:35) (154.8) (100.4)

. 7.727%%* 1.525% 29.97*** 5.871* 31.85*** 5.527"

sq_W.Agric.
q- 8 (2.033) (0.8220) (5.964) (2.998) (6.481) (3.006)
74.41* 90.85*** 993.2*** 321.4 1054*** 318.5
W.Indust.
(43.50) (34.96) (189.3) (241.1) (209.1) (241.5)
-2.140™* -1.269** -32.65*** -8.918 -33.41°%% -8.576
sq_W.Indust.

& (0.0113) (0.6181) (6.651) (6.006) (7173) _ (5.999)
n 2790 2790 522 522 495 495
Adj. R? 0.3878 0.6640 0.6029 0.7386 0.6131 0.7324
InL -25,630 -22,740 4,639 4,147 4,383 3,942

Note: Standard errors in parentheses; ***, **, * Significant at the 1, 5 and 10 percent level, respectively;
Two-way Fixed-effect estimations; Time dummies coefficients omitted in the table.

Table 7 shows the optimal level of the explanatory variables for each estimation carried out. Optimal
values (maximum or minimum) obtained from the comprehensive sample set the optimal population
around 475,000 inhabitants. This value is much larger than the observed average value of 15,828 show-
casing substantial variations in population size and productive structure between inland (agricultural
or industrial) and coastal (tourist) areas, as well as the influence of provincial capitals. The optimal
minimum percentage of agriculture activity would be around 21.20%, also above the sample value of
7.64% and the percentage of the industrial sector is set around a maximum of 35.80%, also above the
sample value of 17.61%.

Estimates for only the coastal cases show more consistent results. The fixed-effect estimates show that
the destinations have room to increase the weight of both agriculture and industry in their productive
structure. Specifically, the optimal percentage for agricultural activity would set to a minimum of
14.21%, three times the sample value of 5.59%. This last result would be clearer when provincial capitals
are eliminated from the sample. In this final case, the differences between the sample values of agricul-
tural and industrial activity and the optimal values are wider (14.56% optimal minimum versus 5.80%
observed as average for the agricultural activity and 18.57% optimal maximum versus 11.63% observed
for the case of industry.
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Table 7: Optimal structure of destinations, alternative sectors.
All municipalities

Optimal values OLS Sample mean values
% Agriculture Min 25,54 764
% Industry Max 17,38 17.61
Population 1,208,988 15,828
Optimal values Fixed-Effects Sample mean values
% Agriculture Min 21.20 7-64
% Industry Max 35.80 17.61
Population 475,036 15,828

Coastal cities including Alicante, Valencia and Castellén capitals

Optimal values OLS Sample mean values
% Agriculture Min 14.21 5.59
% Industry Max 15.21 11.59
Population 143,584 45,342
Optimal values Fixed-Effects Sample mean values
% Agriculture Min 15,00 5.59
% Industry Max 18,02 11.59
Population 589,431 45,342

Coastal cities excluding Alicante, Valencia and Castell6én capitals

Optimal values OLS Sample mean values
% Agriculture Min 13.98 5.80
% Industry Max 15.77 1.63
Population 3,831 24,236
Optimal values Fixed-Effects Sample mean values
% Agriculture Min 14.56 5.80
% Industry Max18.57 1.63
Population -1,422,526 24,236

For all cases the test of observed proportions rejects the null hypothesis. Therefore, Hypothesis A would
be rejected, and the obtained result would suggest that the Tourism as Optimal Choice Hypothesis
(TOCH) would be rejected for this case.

With regard to the Hypothesis B, the analysis is replicated for the services sector. Table 8 summarizes
the results displaying the estimations of the maximum optimum and sample values for the tourism
(services) sector in each subsample only for the fixed-effect case, the preferred case. It can be seen that
Hypothesis B is only rejected for the complete set of the sample (Z value is -8.0076, p-value < .00001)
but not for the cases of the subsamples of the coastal destinations.
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Table 8: Optimal structure of destinations, tourism activity.
All municipalities

Optimal values Fixed-Effects Sample mean values
% Services Max 54.10 64.63
Population 428,992 15,828

Coastal cities including Alicante, Valencia and Castellén capitals

Optimal values Fixed-Effects Sample mean values
% Services Max 75.37 72.75
Population 509,823 45,342

Coastal cities excluding Alicante, Valencia and Castell6n capitals

Optimal values Fixed-Effects Sample mean values
% Services Industry Max 77.50 72.43
Population 1,625,623 24,236

Thus, in general, the result obtained, in accordance with what has been expressed in the previous sec-
tions, would be inconclusive in the case of the coastal destinations of the Valencian Region. This result
could be due to the need for better model specifications, including new control variables or the estima-
tion of a dynamic panel model. However, similar to the previous case, the undertaken exercise is in-
tended only as a straightforward application example.

5. Discussion

This article deals with methodological aspects on the empirical testing of the relationship among tour-
ism growth and economic development. In this sense, the aim of the paper is not so much to obtain
conclusive results on the hypotheses presented, but rather to highlight the current state of research
practice in this area on one hand, and to propose alternatives from the perspective of hypotheses and
their resolution on the other. The ultimate objective is, therefore, to provide a new perspective on this
important line of study within tourism economics, questioning both the prevailing practices and the
direction our research efforts should take.

However, in this process, we have identified some interesting results that, beyond the limitations, de-
serve appropriate discussion. Of these, perhaps the most relevant is the fact that the relationship be-
tween tourism evolution and Spain's development (measured by the HDI variable) is not statistically
significant, unlike when analyzing the case of economic growth.

This result is consistent with what was indicated in Pulido-Ferndndez & Cardenas-Garcia (2021). While
in their work, as in others like Fahimi et al. (2018), a positive relationship between tourism activity and
development is detected, it is identified that the scope is limited or enhanced by different factors. For
example, in the work of Ibragimov et al. (2023), this positive effect between tourism and HDI is not
detected, due to the extraordinary weight of the oil industry in the country, which renders the economic
factor of tourism irrelevant. A negative relationship between HDI and tourism specialization is also
found in the case of Poland (Croes, 2021), conditioned in this case by the limiting effect of tourism on
the country's economic growth (because of underutilization of human capital). And something similar
occurs in Rivera (2017) for the case of Ecuador, without evidence that tourism drives either economic
growth or human development (HDI). In this case, the results may be conditioned by the heterogeneity
of the economic impact in the different provinces of the country.
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In our case, a first logical reason for the differences found—depending on whether it concerns the effect
of tourism on economic growth or on development—Ilies in the distinct nature between both concepts,
as we explained in the introduction section. By using the HDI as a variable, composed of three indica-
tors, it suggests that tourism is not having a clear effect on all of them. In a country like Spain, values
in terms of education and health, which account for two-thirds of the final IDH result (Anand & Sen,
1994), have not evolved much in recent years, as they are already at very high levels. It would therefore
make sense to expect a non-significant relationship between a component that evolves very rapidly,
such as tourism, and another that remains somewhat static. This issue is easily testable, and it invites
the use of other variables related to development to compare results among them, as demonstrated by
the various ones presented in Alcald Orddnez and Segarra (2023). However, introducing all these tests
in this article would deviate from the objectives proposed by this study.

A second reason that could justify the obtained result would be linked to the quality of the growth
fostered by tourism, and the existing wealth distribution mechanisms. Tourism is a labor-intensive ac-
tivity, but in Spain, different authors such as Garcia-Pozo et al. (2012) or Casado-Diaz and Simén (2016)
have pointed out the precarious situation of workers, including low wages and gender gaps. It is evident
that the labor precarization in tourism, which has also been observed in other countries like the United
Sates (Lacher and Oh, 2012), Brazil (Silva et al., 2017) or United Kingdom / London (Church & Frost,
2004), could have a negative effect on quality of life, education, and healthcare levels, which are part of
development indicators. This relationship opens interesting lines of research and policy action, as a
country with good distribution mechanisms could achieve that even with reduced tourism specializa-
tion, there is a high impact on the human development of its inhabitants.

A third reason that could explain the obtained result would be the presence of leakages in the process
of tourism production and distribution. These occur mainly when the main agents promoting tourism
activity are external (foreign) to the destination, as is the case in many small islands (Barrowclough,
2007) or in areas with very little development but with high natural value to exploit for tourism (Fran-
cisco, 1983; Davidson & Sahli, 2015). In the case of Spain, it may not be as evident, but it is true that a
significant part of the tourism offer is promoted by international operators, who also operate within the
destinations themselves. If the capital leakage generated by tourism is very high, it is evident that it will
eventually affect the effective amount of money that can be distributed among the local society, thereby
affecting its development. This issue raises the interest of future studies in the value that companies
like Airbnb, Booking, or Uber detract from countries for the generation of their services.

In addition to the ones mentioned, there are many other reasons that could explain the differences
between the effects of tourism on economic growth and development, such as environmental and cul-
tural degradation caused by the increase in tourism activity, the existence of underlying social and eco-
nomic inequality, or even the presence of a significant informal economy, which could be altering the
results. Exploring these and other reasons may lead to future lines of research with direct implications
for policymakers.

In conclusion, the practical implications of the obtained results are evident and emphasize the need to
review, from a methodological standpoint, the practices used to test the empirical relationship between
tourism growth and economic development, highlighting the necessity of formulating the appropriate
hypothesis for the latter case, without confusing the term with economic growth. The results also sug-
gest a reassessment of implemented tourism policies in Spain, to determine if they are fostering devel-
opment, which includes the well-being of residents and the sustainability of the environment, or merely
promoting activity growth, which can lead to severe issues for the population in the short and long
term.
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As reflected in this article, all of this implies new lines of research, revisiting previous studies, refining
hypotheses as outlined in this article, and seeking, as much as possible, new variables that capture the
relationship between tourism growth in destinations and their true economic development. In this re-
gard, it is worth noting the limitation mentioned earlier regarding the temporal dimension of some
existing variables related to economic development. Therefore, the authors suggest that specialized or-
ganizations and researchers commit to creating and sharing new long-term data series that reflect eco-
nomic development. Undoubtedly, this would represent a significant advancement for this type of
study.

6. Conclusions

For many years, tourism has been prescribed as a solution to promote the growth and economic devel-
opment of territories. However, growth and development are not interchangeable terms. Economic de-
velopment is a much broader concept that goes beyond mere economic growth of destinations and
should translate into an improved quality of life for the residents of these destinations.

Despite these widely known differences among researchers, it is common practice in tourism research
to test the relationship between tourism growth and economic growth, overlooking the much more
complex and interesting relationship between tourism growth and economic development. In this way,
the relationship typically tested by researchers is the TLGH, for which there are abundant studies, var-
iables, and a consolidated methodology.

However, this article argues that the logic behind the link between economic growth and tourism-
driven expansion is so overwhelming that it renders the TLGH hypothesis devoid of significance. This
doesn't diminish the value of innovation in econometric techniques to explore this relationship, which
is highly valuable for scientific exploration. However, beyond the methodological objective, the effort
made to resolve the TLGH lacks a substantive purpose.

Tourism economics researchers should focus their inquiry on pivotal questions, notably whether tour-
ism represents the most effective avenue for achieving economic growth in comparison to alternative
options and, crucially, whether such growth results in tangible development for the residents of desti-
nations. Redirecting research efforts toward these fundamental aspects, leveraging the methodological
expertise garnered from attempts to test the Tourism-Led Growth Hypothesis (TLGH) and other causal
analysis fields, is imperative for advancing our understanding of the economic dynamics in tourism.

This article has proposed two alternative hypotheses to TLGH and has proposed the methodologies that
could be used to test them. Initially, the Tourism-Led Genuine Economic Development Hypothesis
(TLGDH), an extension of the TLGH, broadens its scope to encompass crucial development objectives
such as income distribution, sustainability, and the advancement of human capital, beyond mere eco-
nomic growth. Evaluating this hypothesis demands greater attention to selecting variables that accu-
rately reflect the economic development of destinations, as opposed to focusing extensively on the
methodology. Granger non-causality analysis remains a valid and applicable methodology in this con-
text.

On the other hand, the Tourism as Optimal Choice Hypothesis (TOCH) seeks to ascertain whether
tourism activity represents the optimal choice for promoting economic growth in a given destination.
To test this hypothesis, substantial effort is needed in both variable selection and methodology appli-
cation. Although various methodologies are accessible, encompassing causal analysis, model estima-
tion, and optimization, careful consideration is crucial to appropriately address the hypothesis.
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The proposed methodologies have been applied to Spain at both national and regional levels. These
applications, not without limitations, are intended only as simple examples of analysis and interpreta-
tion of the hypothesis testing. In any case, the article suggests new questions and avenues of research,
enriching the literature on the economic impact of tourism.

Beyond the methodological issues mentioned, the article has practical relevance, considering that the
true goal of genuine tourism promotion policy should be to achieve the sustainable development of
destinations. Therefore, shifting the focus from economic growth to the comprehensive development
of destinations is an essential element toward which new tourism research should pivot on the subject.
We hope that this article contributes to improving future research in the indicated direction.
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