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ABSTRACT

Tourism has been criticised for
having negative impacts on many of the
destinations which tourists visit. There
are considered to be three principal
impacts - economic, environmental, &
socio-cultural.

This study looks at economic
impacts and finds that although there
are some negative aspects, most
economic consequences of tourism are
beneficial. These benefits include the
effects of price and income elasticity,
and also the economic consequences of
tourism  spending, including the
generation of foreign exchange.

This process stimulates the local

economy through the multiplier effect,
which can be direct, indirect, and
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induced. The article uses three tables
to explain the multiplier. and policy
implications are reviewed, using
Turkish and Jamaican studies as
reference points. At the same time, the
difficulties faced when calculating
multipliers are considered, and also
how  multipliers in  deflationary
situations can turn from being positive
to negative.

Although the economic effgcts of
tourism are usually held to outweigh
tourism’s  economic  benefits, the
negatives can be significant. These
negatives relate particularly to a likely
increase in demand for imported goods
once tourists begin to appear, revenue
leakages out of the economy, over-
dependence on tourism, and land value
inflation.



The study concludes that the
economic benefits of tourism normally
outweigh what negative features there
may be. But it also acknowledges that
the situation is much less clear-cut
when considering .environmental and
socio-cultural issues as opposed to
economic ones.

INTRODUCTION

Tourism is usually describéd as
having three major types of impacts on
many of the places which tourists visit
(Cooper ef al, 1993). These effects are
economic, environmental, and socio-
cultural in nature (and some people
have mentioned political consequences
also).

However, some impacts have been
attributed to tourism though they may
in fact originate elsewhere. Instead,
more appropriate sources may be the
media, the advertising & fashion
industries, new industrial development,
urbanisation, = modern  agriculture,
mining and forestry projects, and
government and military activity. But
while all these factors can be described
as frequent features of modern
societies, it is widely believed that
travel and tourism do generate impacts,
including economic ones.

BENEFICIAL ECONOMIC
IMPACTS

Unlike some of its environmental

and socio-cultural effects, tourism’s

economic  impacts are  mainly

considered to be beneficial. These are:
e the generation of foreign
exchange,

e the creation of new job and
employment opportunities,

e the stimulation of trade, income
and entrepreneurship -
especially in the service and
small business sectors,

o the provision of new
infrastructure which is available
for non-tourism uses,

e increased regional development
- particularly in isolated areas,

e greater tax revenues permitting
greater government spending -
or reduced taxes on other
activities, and

e the operation of what is called
the multiplier effect.

Price and Income Elasticity

Leisure tourism is considered to be
price and income elastic (Cooper e al,
1993), and therefore very responsive to
economic conditions in both host and
traveller-generating countries (eg USA
& Japan). Price decreases and
increases in destination countries (eg
Thailand & Malaysia) are likely to,
respectively, encourage or discourage
some tourists from the traveller-
generating countries (who  would
otherwise have visited) from coming.
Similarly, income rises and income falls
will have a parallel effect, respectively
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encouraging or discouraging overseas
visiting by citizens of the traveller-
generating nations.

The Economic Impacts of Tourists’
Spending

The economic effects of visitors’
presence at destinations arise from the
fact that travellers and tourists spend
their money on a wide variety of goods
and services. This expenditure can be
seen as an injection of financial
resources into the host economy,
thereby creating new levels of
consumer demand.

Foreign Exchange

Foreign tourists change their
foreign currency (usually a 'hard' or
fully convertible one) into the local
currency to pay for their tourism
experience. As a result, the host
country now has more foreign currency
to spend on its own needs, such as
providing  better  medical and
educational facilities, and/or stimulating
general economic development etc.

At the same time, in balance of
payments terms, tourism expenditure is
viewed as being equivalent to export
income for traveller-receiving
countries, eg Thailand and Indonesia.
Conversely, tourism expenditure
amounts to an import cost for visitor-
generating countries.
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Measuring Economic Impacts

However, the measurement of the
economic impacts of tourism is far
more  complicated than  simply
calculating the total amount of all such
tourists’ expenditure, or their related
receipts. Such calculations take no
account of how much tourist
expenditure leaks out of the economy
either in payment for imported goods
and services to satisfy tourists’ needs,
or as taxes and savings. Nor does it
account for how much additional
expenditure is created through the
cascading effect of money being re-
spent again and again by different
people and businesses throughout a

particular economy (Cooper et al,
1993).

Direct, Indirect and Induced
Multiplier Effects

The cascading effect of tourists’
money being spent throughout the host
economy, begins at ‘front-line’ tourist
establishments, eg hotels, restaurants
and taxis. The effect of this spending
then permeates throughout the economy
(Mathieson & Wall, 1982), creating
impacts at three different levels: ie at
the direct, indirect, and induced levels..
This is the multiplier effect.

The direct level of impact (also
called the direct multiplier) is the value
of tourist spending less the value of
imports necessary to supply the ‘front-



line” service-providers, such as hotels,
etc. The direct impact - and the size of
this multiplier - is likely to be less than
an individual tourist’s actual
expenditure because of leakage, except
in the rare cases where the local
economy can supply all that particular
tourist’s needs (Cooper ef al, 1993).

Those travel industry businesses
which directly receive the tourists’
money also need to purchase goods and
services from other organisations within
the local economy. The economic
activity generated by these subsequent
rounds of expenditure is called the
indirect multiplier effect. The indirect
effect will not involve all that money
which was originally spent by tourists,
as some of this money is also likely to
leak out of circulation through imports,
savings, and taxes.

Finally, during the direct and
indirect rounds of expenditure, money
will be paid to local residents in the
form of wages, salaries, rent, interest,
and dividends; and also to local
businesses for routine services. Some
of this expenditure (called the induced
multiplier) generates yet more rounds of
economic activity - by being spent on
local goods and services. It is only
when all three levels of impact (ie direct
+ indirect + induced) are assessed that
the full nature of this particular effect of
tourism can be identified.

In the multiplier process, direct
multipliers flow from what visitors
actually ~ spend,  while indirect

multipliers are created by tourist
industry expenditure. Induced
multipliers come from the routine

spending, by their non-tourism industry
suppliers, of both their direct tourist and
indirect tourist industry receipts.

The Multiplier Effect in Action

In Fig 1, a tourist’'s $100
expenditure creates at least another
$160 worth of transactions, though $40
is lost as leakage ($20 to imports, $20
to savings).

The left-hand column of Fig 2
shows the kinds of activities which
tourists pay for, creating direct
multiplier effects, while the right-hand
column identifies those businesses from
which  travel  companies  make
purchases.  using  tourist-generated
money, and so creating indirect
multipliers.  Fig 3 below shows those
non-travel industry businesses, who
may receive tourist-generated money.
and who then create induced multipliers
by spending this revenue.

Different Types of Multiplier

There are five types of multiplier.
Firstly, the income multiplier is the
number of times which an individual
amount of tourist expenditure should be
multiplied to identify the total effect on
the visited place’s economy.

The second and third types are the
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Fig 1: The Multiplier Effect

No Expenditure Costs Total
1 a tourist spends $100 at a hotel $100
2 the hotel spends this $100 on:
ean employee’s daily wages $40
eelectricity bills $20
ebuilding repairs $20
eimported drinks for guests $20 $100
3 the employee spends his $40 on:
ea meal $10
epart of his rent $20
*a taxi fare $10 $40
4 the café which was paid the $10 by the employee buys
efresh vegetables $10 $10
5 the landlord who received the $20 towards the
employee’s rent saves it to pay for a future building
extension (i.e. creates a ‘leakage’) $0 30
6 The taxi driver, who received the $10 taxi fare, spends
it on: $10 $10
emore fuel |

Fig 2: How Tourism Spending Flows into the Fconomy

Tourists pay for:

Travel companies pay for:

lodging wages, salaries, tips & gratuities

food commissions & payroll taxes

beverages food & beverage stocks

entertainment music & entertainment

clothing administrative expenses

gifts & souvenirs professional services & insurance premiums
photography advertising & publicity

medicines & medical attention

utilities: gas, water, electricity, sewerage, rubbish
removal etc

jewelry purchases of goods sold
tobacco materials & supplies
hairdressing repairs & maintenance
cosmetics transportation, licenses & taxes

internal transport

rentals of premises & equipment

tours & sightseeing

interest charges & loan repayments

miscellaneous

capital asset replacements

[Source: WTO (ie the World Tourism Organisation)]
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Fig 3: Ultimate Beneficiaries of Travel Industry Spending

accountants, advertising agencies, appliance stores, architects, arts & crafts
producers, bakers, banks, butchers, carpenters, charities, chemists, clothing
suppliers, confectioners, cultural organisations, dairies, dentists, department stores,
doctors, electricians, engineering companies, farmers, fishermen, freight
forwarders, garages, gardeners, giftware producers, government: education -
health - utilities etc, grocers, furniture & office equipment suppliers, insurance
agents, laundries, lawyers, newsagents, painters, plumbers, printers, publishers,
sporting venues, supermarkets, vehicle manufacturers & repairers, wholesalers, etc

[Source: WTO]

sales or transaction multiplier which
measures changes in business turnover
created by tourism expenditures; and
the output multiplier. The latter is
similar to the sales multiplier but
includes changes in inventory or stock
levels in addition to sales.

The final two types are the
employment multiplier which measures
changes in economic activity caused
by increases or decreases in tourism
employment, and the government
revenue multiplier. The latter measures
the effect on government revenue of
changes in tourism expenditure.

Policy Implications
Analysis

of Multiplier

Even though multiplier sizes can
vary both in time and also from country
to country and locality to locality,
tourism multiplier analyses are often
used to assist public sector decision
making. This is because they are
considered to be particularly suitable

for studying the current performance or
output of a particular area’s tourism
industry, and any short-run changes in
the level or patterns of tourism
expenditure (Cooper et al, 1993). This
especially applies to business turnover,
incomes, employment, public sector
revenue, and contributions to the
balance of payments.

For example, Diamond J (1976)
used an input-output model of the
Turkish economy in which he analysed
each sector of that economy’s dual roles
- as both a purchaser from, and seller of
goods and services to, that nation’s
other economic sectors. The aim was
to measure sectoral output multipliers
for the tourism sector - as well as other
sectors - in relation to four particular
Turkish government policy objectives.

Diamond’s work demonstrated that
multiplier analysis can be used to study
short-term resource allocation issues.
According to Cooper et al (1993), the
value of multiplier analysis, using
detailed input-output models, is that it
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can yield valuable information about:

- the structure of an economy,

- the degree to which sectors
within the economy are
dependent on, and transact
with, each other,

- the existence of possible supply
constraints, and

- the relative capital and labour
intensity of each sector.

Similarly, Fletcher J in his 1985
study of Jamaica, examined the
economic impact of  tourism
expenditure there according to:

a) the purpose of each tourist’s
visit,

b) whether it was in the summer
or the winter, and

c) whether it was a first or
repeat visit.

The Jamaican study’s aim was to
determine which type of tourists
generated the highest level of income,
employment and government revenue
per unit of expenditure. The Jamaican
government were then able, if they
wished. to use this information to target
their future marketing to maximise the
economic benefits of their local tourist
industry.

Advantages of Measuring Multipliers
Despite Diamond’s and Fletcher’s

studies, it has proved very hard to
measure multipliers accurately (Cooper
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et al, 1993). However, if reliable
transaction records and figures are
available, and they can be apportioned
correctly, then it may be possible to
identify:

1) where leakages may be
occurring, ie which transactions
and activities lead to:

- the importing of foreign
goods, or

- unusually high levels of
savings,

2) which activities:

- lead to continued trade. or
- inhibit trade (e.g taxes). and

3) which specific business sectors
and/or organisations are
benefiting most from tourism.

Difficulties in Measuring Multipliers

Despite the obvious value of being
able to measure the multiplier effect,
difficulties in calculating it accurately
are (according to Cooper er al. 1993)
due to the following reasons:

- data collection problems,
- data selection difficulties, and
- supply constraints.

This is because secondary data is
seldom available in sufficient quantities
to enable an accurate calculation to be
made of what a particular area, or



industry sector’s, actual multiplier is.
In addition, the first requirement for any
primary data survey is that there are full
records of every transaction. In fact,
there seldom are as some transactions,
especially restaurant tips and some taxi
fares, may be cash-in-hand.

Even if all transactions have been
recorded, an essential requirement for
accuracy is that every item of
expenditure in an  appropriately
designed sample can be correctly
analysed.  This is needed to permit
each purchase to be confidently
categorised as either tourist expenditure
(ie by consumers or the industry), or as
spending by non-tourists.

Finally, supply constraints can
invalidate the accuracy of a multiplier
analysis, if the local tourism industry’s
existing capacity is inadequate to meet
the additional demand created by the
multiplier effect. In addition, if there is
insufficient extra labour available, then
increased tourism expenditure is more
likely to generate inflation than
increased economic activity, and
possibly also a demand for more
imported goods and services.

Problems with Employment
Multipliers

Similarly, great care is required
when interpreting employment
multipliers. Employment levels do not

necessarily grow at the same pace as
income or output does.

Indeed increases (or decreases) in
the level of tourist expenditure are
seldlom matched immediately by
changes in the number of people
employed. Much depends on the extent
to which the existing labour force in
each sector is fully utilized, and the
degree to which labour is able to
transfer between different occupations,
and sections of the economy.

When the
Deflationary

Multiplier can be

Just as extra expenditures stimulate
further spending through the multiplier
effect, reductions of routine expenditure
can have a reverse effect. For example,
if normal spending is significantly
curtailed, the beneficial effects of the
tourism multiplier (normally widely felt
throughout most economies) may
actually be deflationary.

This occurs because more and
more of those businesses, which are
dependent on tourism, can no longer
spend at their previous levels.
Consequently, their suppliers now also
have less to spend - and therefore have
to deliberately limit their expenditure
too. Naturally, this situation becomes
more severe if some of them begin to
face cash flow crises, or even
bankruptcy - so further deepening the
recession.
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NEGATIVE ECONOMIC
IMPACTS

Although travel and tourism studies
tend mainly to emphasise the beneficial
features of tourism’s economic impacts,
there are some negative consequences
also to consider. These are:

e leakages of expenditure out of
the local economy,

e increased  propensities  (ie
tendencies) to import,

e opportunity costs,

e displacement effects,

e over-dependence on tourism,

e inflation and higher land values,

e seasonality issues,

e over-reliance on  expatriat
labour,

e creation of new or extra costs,
and

e problems over foreign capital
investment.

An Increased Propensity to Import

Growing tourist numbers may lead
to increasing import requirements.
According to Mathieson & Wall (1982),
the demands by some tourists for their
home comforts while on overseas
holidays, especially for food and drinks
from their home country, can impose
extra costs on host countries by
requiring them to import these items for
resale to the visitors. This is especially
so with small island economies which
often do not produce locally what the
tourists want - not just the food and

18

drink brands that the visitors prefer, but
also luxury purchases such as jewellery,
cameras, and photographic equipment
etc.

Leakage

The revenue loss, which
accompanies the spending of newly-
acquired foreign exchange on buying
foreign goods for re-sale to tourists, is
called leakage. Other forms of leakage
include savings, which are either not
spent by anyone for a long time and just
hoaded for the future, or lent by banks -
but not necessarily in or near the
tourism locality where they were
earned. In the latter situation, the
country benefits, as do the people living
where the money is finally spent, but
not the original community who
actually hosted the tourists.

Opportunity Costs

Every item of tourism expenditure
in theory could have been spent on
some other project, inevitably raising
the question of which is more
important: eg the new hotel, or a new
stretch of road, a hospital, or a school
etc. Similarly, the production of goods
and services for tourism purposes
requires the allocation of resources
which could also have been used for
other, perhaps more socially laudable,
purposes. The opportunity cost in such
situations is the cost of using scarce
resources for tourism, either as



consumption or development. as
opposed to using the money for
alternative, perhaps more socially
preferable. purposes.

Displacement Effects

Displacement can happen when a
tourism development occurs at the
expense of another industry, or when a
new tourism project takes customers
away from an existing attraction or
facility - rather than adding sufficient
numbers of new visitors to the local
tourist destination to justify the
investment.  This type of situation,
where tourism development simply
substitutes one form of expenditure and
economic activity for another, is known
as the displacement effect.

Over-dependence on Tourism

Anywhere, whether it is a town or a
country, is in an economically
vulnerable position when it is
dependent on the health and vigour of
just one industry. This also applies
when tourism is the principal industry
(Mathieson & Wall, 1982). Indeed,
tourism revenues may fluctuate, for
more than just seasonal reasons, beyond
a destination or an attraction’s ability to
predict and manage such a situation.

Inflation and Higher Land Values

Prices frequently rise, including
land and property values, when there is

sustained building demand for tourism
facilities. However, a boom atmosphere
at a destination frequently leads to over-
investment in accommodation stock:
and later, usually a fall in some
buildings’ prices.

Seasonality

Revenue and income flows usually
vary with the seasons. Peak season
visitor numbers can at some
destinations and attractions exceed their
quietest period’s attendance figures by
many times.

This can even be by a factor of
more than a hundred between a
cold, wet UK January day (9
visitors) and a sunny UK mid-
summer day (1500 + people),
according to Glastonbury Abbey’s
(UK) management staff (Harcombe
DPT, 1997). Consequently, the decision
as to what the maximum number of
customers that an attraction or tourist
facility should cater for is a difficult
one, especially for large hotels and
theme parks - because of seasonal
demand, and the need to ensure an
adequate return on their investment.

Too few beds or restaurant tables
etc may mean customers are turned
away in the high season. At the same
time, excessive over-capacity in the low
season means near-empty premises -
even though the organisation still faces
substantial fixed costs.
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Use of Expatriat Labour.

In  some newly emerging
economies, where there is a strongly
perceived need for rapid economic and
social development, the management of
many of the new tourism facilities may
initially be by expatriat staff (Mathieson
& Wall, 1982). But their whole purpose
of working there may be to repatriat
most of their savings from this work
back to their home countries - another
form of leakage. Additionally, the
expatriats may not aways train local
people adequately enough for them to
take over, so perpetuating the
foreigners” presence.

A problem that has sometimes
emerged, especially in the Gulf
countries., is that tourism may be a
reasonably high status occupation
(because of the fun element to it), but
hospitality may not be. Consequently,
the educated local elites may be unkeen
to learn hotel and catering work.
Instead they may prefer to receive the
profits from the hospitality businesses
they own. while employing foreign staff
to do the actual work.

Creation of Extra and/or New Costs

More tourists mean new or
increased  requirements for utility
production and/or facilities, such as
water, electricity, and gas supplies, and
sewage and garbage removal. In
addition, the tourism facilities and
attractions will need routine repair and
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maintenance. So also will all the
related infrastructure, especially roads;
and also any other transportation links
and facilities that may be necessary,
including railways, air and/or water
links.

Foreign Capital Investment

Investment in tourism and transport
plant (eg airports, roads, railways, and
hotels etc) can be very expensive, and
may require foreign investment.
However, profits will almost inevitably
leak out, in such cases, to investors in
investing countries. Indeed, many
investors will not wish to invest in any
less developed tourist-receiving
countries unless - quite understandably
- they can be sure they can redeem their
profits in, or sell their business there
for, hard currency.

CONCLUSION
Tourism  clearly provides a
significant number of beneficial

economic impacts to any country or
locality which receives a steady flow of
visitors.  International visitors are a
valuable source of foreign currency.

At the same time, the spending of
both domestic and foreign visitors
produces a cascading effect of new
money through the economy via the
multiplier  effect.  Enterprise  is
stimulated, and new jobs created,



together contributing to increased

government revenue.

But there are some negative factors

also to be considered. These
particularly  concern leakages of
expenditure out of the economy,

pressures for increased imports, and
new utility and infrastructural costs.
Also relevant are possible inflationary
effects, the problems of over-
dependency on a major industry (ie
tourism) and also, initially at least, on
ex-patriat labour, as well as issues
relating to foreign capital investment,
seasonality, opportunity costs and
displacement effects.

In balance, the economic impacts
of tourism are usually considered to be
beneficial for countries and localities
looking for sustained growth. It is in
the field of tourism’s environmental and
socio-cultural impacts where the real
controversies lie.

Tourism’s  environmental and
socio-cultural impacts are usually
considered to have a number of

positives to offset some, at least, of
travel’s allegedly negative effects.
However, they may not always be able
to do so with the same confidence that
tourism’s economic impacts can.
Indeed, it is these two impact categories
where most of the criticisms which are
levelled at tourism can be found.
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