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Abstract 
The local and international communities play an important role in the sustainable growth of the Malaysian 
tourism industry. The principle of sustainable growth in the tourism industry was proposed by the World Tourism 
Organization (WTO) in 1988. As the tourism industry is one of the largest and fastest growing industries in 
Malaysia, the government has poured considerable effort into promoting this industry consistent with the 
objective of the Economic Transformation Program (ETP) to transform from a resource-based economy to a 
service-based economy. This study aimed to test the hypothesis of tourism-led growth from Malaysia’s 
perspective. The tourism revenue earned by the government can be used to invest in industry to further promote 
economic growth in Malaysia. Hence, tourist receipts and capital investment in the tourism industry are 
important factors that can affect the nation’s economic growth. Utilizing Malaysian data from 1995 to 2016, the 
study employed the Autoregressive Distributed Lag (ARDL) approach to examine whether the tourism-led 
growth is valid in this study. Empirical findings indicated that both variables have a significant positive impact 
on economic growth and the hypothesis of tourism-led growth is accepted in Malaysia. 
Keywords: sustainable growth, tourist receipts, capital investment, tourism-led growth 
1. Introduction 
The tourism industry is one of the leading service industries and is considered a pivotal source of economic 
growth in the world economy. A developed and established tourism industry serves as the catalyst for national 
and regional development, helps establish the foreign exchange rate, creates more employment opportunities, 
and contributes to social development that will benefit the local community and tourists. The Malaysian tourism 
industry has received serious attention from the government since the 1980s because Malaysia was overly 
dependent on the primary and secondary sectors after it achieved its independence in 1957. Thus, the Ministry of 
Culture and Tourism was established in 1987 to diversify the economic risk by emphasizing the comparative 
advantage of the tourism industry. In 2013, the Ministry of Culture and Tourism was transformed into the 
Ministry of Tourism and Culture (MOTAC), which aims to promote Malaysia as a top-of-mind tourist 
destination. 
The Malaysian tourism industry was the sixth largest contributor to the national account in 2014 (Mohsen, 
2015a). This is one of the industries the government emphasizes in the Economic Transformation Programme 
(ETP) to strengthen and diversify economic risk. According to World Travel and Tourism Council (WTTC, 
2015), the total contribution of Malaysian tourism to its gross domestic product (GDP) was 14.9% in 2014. 
However, the total contribution of Malaysian tourism dropped to 9.8% of GDP in 2015 due to two airway 
incidents occurred in 2014 (Tourism Malaysia, 2016). Tourism industry showed the sign of recovery with an 
increase of 4.3% of tourist arrivals in 2016 after it slowed down in 2015 (Tourism Malaysia, 2017). It is believed 
that the Malaysian tourism has contributed significantly in generating national income. The total contribution of 
Malaysian tourism was RM182.4 billion or accounted 14.8% of national income (Department of Statistics 
Malaysia, 2017). Malaysian tourism is the third largest foreign income earner after manufacturing and palm oil 
industry in Malaysia which accounting for over 7.0% of the country economy in 2016 (Misachi, 2017).  
The total tourist receipts earned by the government in 2013 was RM65.4 billion, exceeding the initial target of 
RM65.0 billion (Tourism Malaysia, 2014). Furthermore, Tourism Malaysia (2015) reported that tourist receipts 
increased by 10.0% to RM72.0 billion due to the strong promotion of Visit Malaysia Year (VMY) in 2014. On 
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the other hand, tourist receipts slightly declined to RM69.1 billion in 2015 (Tourism Malaysia, 2016). The 
reduction in total contribution to GDP, employment in the tourism industry, and tourist receipts may be due to 
the security issues in Sabah, airway incidents, and the slowdown in the global economy that affected tourists’ 
arrivals in Malaysia in 2015. However, Tourism Malaysia (2016) stated that a fair comparison between years 
2015 and 2013, in which despite there was no special financial allocation for promotion activities, the tourist 
receipts in 2015 had increased by 5.6% as compared with year 2013. Meanwhile, tourist receipts increased by 
18.8% to RM82.1 billion in 2016 as compared to 2015 (Tourism Malaysia, 2017). The depreciation of Ringgit 
Malaysia has actually made shopping more affordable for foreign tourists to spend in Malaysia.  
Tourist receipts and capital investment in the tourism industry are important components of enhancing 
sustainable growth in the tourism industry. This is because tourist receipts represent tourists’ direct expenditures 
during their trips in the destination country. The tourism receipts constitute the revenue earned by the tourism 
industry and contribute significantly to the national income. The revenue earned by the government can be 
invested in the tourism industry or other industries to boost the country’s economy in order to achieve its target 
as a high income economy status in 2020. Hence, a variety of tourism packages has been launched and promoted 
to attract more local and international tourists. The purpose of capital investment in the tourism industry is to 
further the business objectives and such investment is expected to be productive across time. The tourism 
industry can become more competitive with greater capital investment. This industry involves many supporting 
industries in the value chain, such as transportation, accommodation, food and beverage, telecommunication, and 
recreation, and thus it can have a series benefits for the local economy, including economic growth and 
employment opportunities. Special event tourism needs capital investment by the government and 
non-government organizations (NGOs) to strengthen the positive effects of tourism on economic growth. Tourist 
receipts and tourist arrivals are important for tourism industry growth, but the most important impact of the 
Malaysian tourism industry is on the sustainable development of the economy and society (Mohsen, 2015b). 

 
Figure 1. Tourism Contribution and Its Growth Rate to Malaysian GDP, 1996-2016 

 
Figure 1 shows the total contribution of tourism industry to Malaysian GDP and its growth rate from 1996 to 
2016. It is clearly shown that the contribution from tourism industry had increased steadily over time. However, 
it is noticeable that there were few sharp drops occurred in 1998 (-33.2%), 2003 (-3.7%), 2008 (-10.7%), 2009 
(-2.0%) and the latest drop being in 2015 (-0.3%). These drops are due to Asian Financial Crisis, Severe Acute 
Respiratory Syndrome (SARS) outbreak, global financial crisis and local events such as the two airway incidents 
and security issues in Malaysia, respectively. As shown in Figure 1, the total contribution of tourism sector has 
increased over the years, however, the growth rate of this industry experienced a negative growth for the same 
period. 
Nevertheless, tourism industry has its period of strong performance after the sharp falls such as in 1999 (18.1%), 
2004 (16.9%), 2007 (34.0%), 2010 (8.4%), and 2016 (6.9%) as presented in Figure 1. The figure shows that 
tourism industry has experienced volatile growth over the period which raise the needs to identify the impacts of 
this industry towards economic growth in Malaysia. Hence, this study aims to examine whether or not the 
tourism-led growth is valid in this study. 
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2. Literature Review 
In the study of tourism-led growth, tourist receipts have been utilized by a number of researchers, including 
Eugenio et al. (2004), Fayissa et al. (2008), Du et al. (2014), Bojanic and Lo (2016), Vita and Kyaw (2016), and 
Chiu and Yeh (2017), to determine their impacts on a country’s economic growth. Their studies indicated that 
tourist receipts have a significant influence on economic growth. For example, Eugenio et al. (2004) stated that 
expenditure by foreign tourists can stimulate tourism development as well as human capital investment thus 
contributes significantly to economic growth. Fayissa et al. (2008) also discovered that tourist receipts have a 
significant effect on the income per capita growth rate in Africa. The impacts of tourism development on GDP 
growth vary for different countries at different levels of economic development, as Vita and Kyaw (2016) 
documented.  
Chiu and Yeh (2017) reported that the tourism industry, with its comparative advantage, can stimulate overall 
economic growth. In contrast, development of the tourism industry may not stimulate economic growth if the 
industry has a comparative disadvantage. They further stated that more tourist receipts and arrivals may not 
necessarily lead to higher economic growth if the tourism industry faces a trade deficit and comparative 
disadvantage. This may be the reason why tourist receipts do not lead to economic growth in certain countries. 
Capital investment spending in the tourism industry is another significant variable that stimulates economic 
growth. Capital investment means that the industries invested in human capital, land, and technology to further 
increase their productivity and profit maximization. Liu and Chen (2016) pointed out that increasing the 
government budget in fixed capital investment is one way to stimulate the economy. Kneller et al. (1999) 
mentioned that an increase in productive expenditure can significantly enhance the growth. They further stated 
that the government investment in transportation and communication produce positive outcome on growth. The 
physical capital is an important factor of growth in selected West African States (Salifou & Haq, 2016). Eugenio 
et al. (2004) discovered that the tourism industry is conducive to economic growth in medium- and low-income 
countries but not necessarily in developed countries in Latin America. This is likely because the tourism goods 
and services in developing countries can better satisfy tourists’ demand in terms of price and quality. Puah et al. 
(2014) reported that pricing strategy influences tourist expenditure behavior in Malaysia. In addition, Mbaiwa 
(2003) claimed that the establishment of tourism facilities, such as wholesale and retail industries, transportation, 
and camps, is influenced by the development of the tourism industry in the Okavango Delta. Development of the 
tourism industry promotes not only economic growth but also social development.  
A recent study by Du et al. (2014) showed that increases in tourism activities are associated with increases in 
GDP. Thus, they suggested governments and NGOs must cooperate more frequently to launch a variety of 
tourism products to attract more tourist arrivals and encourage tourists to increase their spending in the travel 
destination. Ecotourism is one of the strengths of the Southeast Asia region and the member countries have 
agreed to promote ecotourism within this region (Ruekeith, 2014). As a result, the government can earn more 
revenue from tourist expenditures thus promote economic growth.  
3. Methodology and Data Description 
This study employs yearly data from 1995 through 2016. The data for real GDP (RGDP) and tourist receipts (TR) 
were collected from the World Development Indicators. However, the data for capital investment (CI) were 
obtained from the World Travel and Tourism Council (WTTC). Equation (1) is used to indicate the effect of TR 
and CI on RGDP in Malaysia: 

RGDP = f (TR, CI) (1)

where RGDP is obtained by dividing current GDP by the consumer price index (CPI), TR indicates the total 
international tourism receipts for the Malaysian tourism industry, and CI is the capital investment spending by all 
industries directly in the Malaysian tourism industry. Both TR and CI are expected to have a positive impact on 
RGDP, as suggested in most of the empirical literature.  
A number of cointegration approaches such as Engle and Granger (1987), Johansen (1988), Johansen and 
Juselius (1990), Gregory and Hansen (1996), and Pesaran et al.’s (1999) Autoregressive Distributed Lag (ARDL) 
approach have been employed in the past studies. In this study, the ARDL technique introduced by Pesaran et al. 
(2001) was employed to identify whether the hypothesis of tourism-led growth exists in this empirical study. 
This technique has several advantages over other type of cointegration techniques. One of the main advantages is 
the ARDL technique can be applied for the study with a small sample size (Pesaran et al., 2001). Another 
advantage of this test is that it does not require pre-testing for unit roots to obviate the uncertainty associated 
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with such tests (Pesaran et al., 2001). However, ARDL technique may not be valid for any data series which is 
generated by I(2) or beyond because Pesaran et al. (2001) explicitly mentioned that the ARDL bounds test is 
subject to the assumption that the variables are integrated of order I(0), I(1), or mutually cointegrated. Therefore, 
testing the level of stationarity is still necessary. The empirical model for this study is shown in equation (2):  
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4. Findings and Discussions 
The stationary tests which are Augmented Dickey-Fuller (ADF) and Dickey-Fuller Generalized Least Squares 
(DFGLS) were applied to identify the level of stationarity and to ensure none of the variables are stationary at I(2) 
in this study. Table 1 shows that all variables are stationary at I(1). Therefore, ARDL technique was employed 
since our sample data cover a relatively short time and all variables are stationary at I(1). 
 
Table 1. Unit Root Tests Results 

 Test Statistics 
 tμ  tτ τμ ττ 

A: Level 
LRGDP -0.706(0) -2.213(0) -0.694(0) -2.075(0) 
LTR -0.813(0) -1.801(0) -0.574(1) -1.929(0) 
LCI -1.138(0) -2.048(2) -1.202(0) -2.440(0) 

B: First Differences 
∆LRGDP -4.047(0)*** -4.000(0)** -4.050(0)*** -4.150(0)*** 
∆LTR -3.759(0)** -3.653(0)* -3.842(0)*** -3.865(0)*** 
∆LCI -4.760(0)*** -4.695(0)*** -4.745(0)*** -4.947(0)*** 
Notes. The t and τ statistics are for ADF and DFGLS, respectively. The subscript μ in the model allows a drift term while τ allows for a drift 
and deterministic trend. Asterisks (***), (**) and (*) indicate statistically significant at 1%, 5% and 10% levels, respectively. Figures in 
parentheses are the lag lengths. Both the ADF and DFGLS tests examine the null hypothesis of a unit root against the stationary alternative. Δ 
denotes first difference operator. 
 
In this section, we report the long run estimates of our model. The optimal lag length for estimation is selected 
using Akaike Information Criterion (AIC) that helps us in capturing the dynamic relationship to select the best 
model to estimate. The long run estimated ARDL model (4, 0, 4) chosen by AIC is reported as follow: 

LRGDP = 5.218 + 0.220LTR + 0.604LCI  
                (3.497)    (4.667) (3)

The empirical findings show that for the sample period under study, a 1% increase in tourist receipts increases 
real GDP by 0.2%, while capital investment in the tourism industry provides a 0.6% increase. Both independent 
variables are positive and significantly related to real GDP.  
 
Table 2. Granger Causality Test and Diagnostic Tests Results 

LRGDP Diagnostic Tests 
LTR 10.17(0.00)*** JB 1.37(0.50) RESET [1] 0.18(0.69) 
LCI 53.17(0.00)*** BG [2] 2.98(0.23) CUSUM  Stable 
ECT -0.87(0.00)*** ARCH [1] 0.02(0.88) CUSUM2  Stable 

Notes. JB is the Jargue-Bera statistic for testing normality, BG indicates Breusch-Godfrey Serial Correlation LM Test to detect correlation error. 
ARCH and RESET are the ARCH effects for heteroskedasticity and Ramsey RESET specification test, respectively. CUSUM and CUSUM2 refer to 
CUSUM and CUSUM of squares stability tests. Asterisks (***) denote the rejection of null hypothesis at 1% significant level. 

 
We then carried out the Granger causality test between the variables using Wald test. Table 2 reports the results 
for short run Granger causality test and diagnostic tests. The null hypothesis of no causal relationship between 
tourist receipts and capital investment is rejected at the 1% significance level. This indicates that these variables 
influence economic growth in Malaysia in the short run. The coefficient of the error-correction term (ECT) is 
negative and statistically significant at 1% level. It shows that the disequilibrium among the variables needs 
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approximately one year and two months to adjust to the equilibrium state. Table 2 also indicates that the model 
passes all the diagnostic tests. Hence, the model is satisfactory in terms of goodness-of-fit; the estimated 
residuals are normally distributed with constant variances, well-specified, and free from serial correlation. 
Furthermore, the CUSUM (cumulative sum of recursive residuals) and CUSUM of squares stability tests indicate 
that the model is stable within the period of the study. 
5. Conclusion 
Tourist receipts and capital investment in the tourism industry were employed in this study to determine their 
empirical effects on growth in the Malaysian economy. The empirical results show that tourist receipts and 
capital investment in the tourism industry have significant positive impacts on economic growth in Malaysia. 
This implies that the hypothesis of tourism-led growth does exist in Malaysia. The allocation of capital 
investments in the tourism industry is important to ensure that the industry’s growth is sustainable and that 
resources are used at the optimum level. Human capital investment in the tourism industry is also important 
because the tourism industry directly and indirectly involves industries that require different types of human 
resources. For example, Jolliffe and Baum (2004) and Formadi and Mayer (2009) stated that event management 
requires multiple skills, including professional, managerial, cognitive, and soft skills. 
The tourism players should design a variety of tourism products, promotional campaigns, and special events such 
as food festivals and cultural events that reflect and represent the uniqueness of the Malaysian tourism industry. 
In addition, the decision makers have to be aware of all the factors that play a role in the development process in 
order to avoid or minimize the undesirable impacts (Stankova, 2010). Information on Malaysian tourism, 
including special events, festivals, and tourist spots, should also be updated from time to time. The authorities 
can utilize online social media or mobile phone apps to promote tourism activities because the Internet is one of 
the most common and useful tools for the public to search for information and plan trips.   
The government may use more E-visas and sign more travel treaties with other countries in the region, such as 
Association of Southeast Asian Nations (ASEAN) member countries, to encourage their citizens to visit 
Malaysia. The ASEAN region contributed 75.8% of the total tourist arrivals in Malaysia by 2016 (Tourism 
Malaysia, 2017). A closer and strategic collaboration with neighboring countries can further stimulate the 
cross-border tourism and, hence, generate employment opportunities, income, and local linkages among 
economic activities. 
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