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Abstract

The importance of price competitiveness is discussed together with the need for a practical, timely measure taking into account changing real exchange rates between different countries. A measure of destination price competitiveness is proposed- the Tourism Trade Weighted Index. This measure is based upon the well established notion of trade weighted exchange rate indices which measure the export and import competiveness of countries, but applied specifically in the tourism context. The construction of the TTWI is illustrated, using Australia as a case study. Three types of TTWI are constructed- an inbound TTWI an outbound TTWI and a combined index. Finally, some implications of the TTWI for policy making are discussed. 

Introduction

The price competitiveness of  tourism is an important determinant of inbound visitor numbers. It is widely accepted that international travellers are, regardless of the quality of attractions on offer in destinations, sensitive to price (Crouch 1992, Lim 1997,1999). Therefore, it is important to pay particular attention to the price competitiveness of a country’s tourism industry, as compared to that of its competitors, if the industry is to continue to prosper (Dwyer, Forsyth and Rao, 2000a, 2002).
Recognising that destination managers must pay particular attention to the price competitiveness of their tourism industry to maintain or increase market share, the authors have previously sought to construct indices of the price competitiveness of tourism destinations worldwide (Dwyer, Forsyth and Rao 1999, 2000a, 2000b, 2002; Dwyer, Mistilis, Forsyth and Rao 2001). Unfortunately, current price data is often unavailable, particularly for Asian countries.Hence the need for a more timely and inclusive measure of destination price competitiveness. 

The Importance of Destination Price Competitiveness

While it is economic growth that is the most important determinant of the volume of tourism flows, changing costs in particular destinations relative to others are regarded as the most important economic influence on destination shares of total travel abroad. In his review of 70 major studies world-wide, Crouch concludes that “the pivotal role of price (and income) in explaining the demand for international tourism has been thoroughly demonstrated empirically by the large number of studies that have been carried out over the past three decades” (Crouch 1992). This conclusion has recently been supported by Lim in another meta-analysis. Lim claims that “ - - the average effect sizes of the 65 and 48 studies that reported income and tourism price findings, international tourism demand is positively related to income and negatively related to tourism prices” (1997).The costs of tourism to the visitor include the cost of transport services to and from a destination and the cost of ground content (accommodation, tour services, food 
and beverage, entertainment etc.). According to Edwards (1995) study of cost competitiveness of selected countries in the Asian Pacific region, in both the 
medium and long term, an increase in relative cost is linked to a fall in market share in travel from every origin country. A fall in relative cost is linked to a rise in market share.
Changes in the exchange rate are likely to have the same impact on the tourist’s destination choice as relative price changes. Exchange rates are relative prices of currencies. In his meta-analysis of the determinants of tourism demand, Crouch found that the mean exchange rate elasticity was -1.0, higher than the mean estimated own-price elasticity of -0.63 (Crouch, 1995,1995). He notes that a number of studies model the effect of exchange rates on demand separately from the effect of destination prices.This is because tourists are more likely to be aware of, and perhaps more sensitive to, exchange rates when selecting a destination than they are of local currency prices in the destination.
The effect of changes in relative prices and exchange rates varies between countries, so that deteriorating price competitiveness is a greater cause for concern in some countries than others (Crouch 1994,1995, Lim 1999). Thus for example, travel from the USA to Europe tracks strongly with the dollars purchasing power relative to the Euro. A strong correlationwith a slight lag has been reported between outbound tourism from the USA to Europe as travel bookings and consumer awareness respond to real changes in purchasing power (Global Insight 2003). Several studies confirm the importance of real exchange rates as a determinant of tourism flows to Australia. One study (Poole 1988) found that exchange rates were particularly important for holiday travelers from the USA and New Zealand, with elasticities of -1.8 and -1.1 respectively. Another study found that estimated price elasticities for Australian inbound tourism with respect to the real exchange rate were highest for the US, ranging from -1.6 to -2.6. Estimates for New Zealand ranged from -0.9 to –1.6. For Japan and UK estimates were more consistent averaging about -0.5 (lagged one quarter) (IAC 1989). Using quarterly data from March 1976 to December 1992, Australia’s Bureau of Tourism Research estimated separate demand equations for visitors to Australia from 13 countries. The lagged values for exchange rates were found to be significant determinants of demand. (BTR 1992). In the most recent study, Kulandran found that price elasticities of demand for tourism to Australia ranged from -0.3 for USA and -0.94 for New Zealand (Kulendran 2003).
When a country’s exchange rate rises or falls, the competitiveness of its export and import competing industries change. This is evident in Australia at the present time- the $A has recently been rising sharply, especially relative to the $US. This could have serious implications for Australia’s tourism industry, which is both an export and import competing industry. It is thus important to develop reliable measures of exchange rate changes, especially in so far as they are likely to affect the price competitiveness of any international tourism destination.

The Tourism Trade Weighted Index

To meet the need for timely and accurate estimates of the relative price of visiting the home country as compared to source and destination countries, the authors have developed a Tourism Trade Weighted Index (TTWI) that can be used to provide policymakers with an ongoing monitor of the home country’s price competitiveness. The TTWI is a new indicator of   effective exchange rates, or the international competitiveness position, of the tourism industry of a country. The normal Trade Weighted Index (TWI) is an index of  exchange rates with the weights coming from a country’s overall trade patterns. This is not an accurate measure of competitiveness for the tourism industry because tourism trade patterns are different from overall trade patterns. In contrast, the TTWI recognises the importance of different countries as sources of tourism expenditure, or as tourism destinations for the home country, and that these can be quite different from their importance as sources of general imports or destinations for general exports. It is quite possible that a country’s exchange rate will appreciate, on average, relative to its trading partners, but depreciate relative to those countries that are the sources of its tourists, or the destinations for its outbound travellers.  While the TTWI index is less detailed than price competiveness indices based on comparisons of real exchange rates and purchasing power parities (Dwyer, Forsyth and Rao 2000, 2002), the TTWI has the advantage of timely (daily) relevance to destination managers as an index of tourism competitiveness and leading indicator of future tourism flows to and from the home country.

.In a recent report Global Insight (2003) has developed a measure called the ‘Tourism-Weighted Exchange Rate’ (TWER). This concept is simply the average exchange rate for a destination weighted by each of its origin market’s share of total arrivals. This then is adjusted for relative inflation in the origin and destination to calculate a measure of the average change in prices for tourists to each destination. While similar in intent to the TTWI, the TWER measure is based on visitor flow data, whereas the TTWI, as developed herein, is based on tourism expenditure data. In this respect the TTWI is more consistent with the standard TWI measure which is estimated from expenditure on imports and exports rather than the flows of goods and services
The TTWI can be calculated for both inbound and outbound markets. These will tend to differ somewhat, since the countries which provide the main sources of tourism are not necessarily the same  countries as those to which the home country’s travellers travel to. The Inbound TTWI is an index which has weights derived from inbound expenditure patterns- it weights countries by how important it is in terms of injected tourism expenditure. The Outbound TTWI reflects patterns of expenditure by a country’s outbound travellers in different destinations. The Overall TTWI averages these two but it does not provide as much information as the separate inbound and outbound TTWIs. 

Australia provides an interesting context in which to demonstate the construction of the TTWI and to discuss its implications. The $A has risen by about 38 per cent relative to the $US over the past two years (Reserve Bank of Australia 2005). Three drivers behind the upward moves in recent months are: very high interest rates in Australia, attracting capital inflow into the market and pushing the exchange rate higher; the weakness of the US dollar because of concerns about its trade performance and budget deficit and uncertainties about economic recovery; and a big lift in commodity prices- as the world economy recovers, demand for commodities increases. However, the $A has not risen as much relative to other currencies during this period. It rose  6.3 per cent against the Euro, 19.3 per cent against the Japanese Yen,  15.4 per cent against the British Pound and 0.7 per cent against the New Zealand dollar (Reserve bank of Australia 2005). The rising $A will mean a substantial drop in the price competitiveness of the Australian tourism industry. It will lead to a significant downturn in inbound tourism and it will encourage rapid growth in outbound tourism, which will be, at least in part, at the expense of domestic tourism. What is needed is some overall measure of the change, which shows how the changes in exchange rates impact on the tourism industry.The TTWI provides an index of the change in competitiveness of Australian tourism and a basis for discussing the implications for tourism stakeholders.
Construction of TTWI: an Australian case study

Method
The TTWI consists of two arithmetically weighted average indicators.The Inbound TTWI consists of exchange rates for fourteen countries or currency areas, representing the main sources of visitors to Australia, weighted by the total expenditure in Australia from each of the source countries. The weights are shown in Table 1. Expenditure data, for 2002, are taken from the International Visitor Survey. Since the Survey does not publish total expenditure in Australia, including expenditure which is part of a package, an estimate of the expenditure in Australia implicit in package expenditure was made by subtracting 0.9 times the average international fare to Australia by non package tourists from the package tour expenditure- this reflects the fact that package tour air fares are lower than independent fares. This was then added to the average expenditure in Australia as reported in the IVS to gain a measure of total expenditure in Australia for the visitors from different countries.

The Outbound TTWI consists of exchange rates for twelve countries or currency areas, representing the major destinations for home country travellers, weighted by the total expenditure on trips to each of these countries. The weights are shown in Table 1. The total expenditure on trips to different countries is taken from the National Visitor Survey for 2002 This expenditure includes spending on international air fares- it is assumed that expenditure on the ground component of trips is in proportion to total expenditure (this is approximately true for inbound trips expenditure). 

Table 1. Country Weights for Indices

	Country
	Inbound
	Outbound

	New Zealand
	0.0945
	0.086

	UK
	0.215
	0.208

	US
	0.172
	0.202

	Canada
	0.031
	0.048

	Hong Kong
	0.04
	0.038

	Singapore
	0.059
	0.043

	Malaysia
	0.040
	0.030

	Indonesia
	0.030
	0.064

	Thailand
	0.022
	0.051

	Japan
	0.116
	0.021

	China
	0.063
	0.032

	Euro Area
	0.182
	0.177

	Taiwan
	0.022
	0.000

	South Korea
	0.050
	0.000


Source: Calculations as explained in text, based on BTR International Visitor Survey and National Visitor Survey data for 2002
The TTWI was calculated for the end of June in 1990 1995, 2000, 2001 and the end of each quarter from March 2002 to December 2004.. If need be, the Index can be calculated on a daily or instantaneous basis- whenever exchange rate data are available. Year 2002 expenditure patterns were taken for the weights because this is the latest year for which both inbound and outbound expenditures are available. The Index was expressed using the base year of 1995.

The TTWI can be calculated in either real or nominal terms, just as the normal TWI can. Typically, it is the nominal TWI which is quoted- real effective exchange rates can be calculated, but only with a lag, since they require information about the prices (eg the CPI or GDP deflator) in the home and partner countries. Generally, however, it will be the real TWI which is more reliable as an indicator of the competitive position of the countries- if a country has a depreciating exchange rate, this will not be an indicator of improved competitiveness if it is also experiencing rapid inflation. As an indicator of how a country compares in price terms with its source or destination markets, a real TTWI will be more useful.Real TTWs were calculated by adjusting by the relative rates of price change, as measured by the CPI in the different countries. The nominal TTWI was divided by the ratio of the index of source or destination country prices, relative to the home country price index. The weights for these indices were the same as for the nominal TTWIs. Thus if the CPI for Australia rose from 100 to 110, while the weighted average for source countries rose from 100 to 105, the TTWI was divided by 105/110. This results in an upward adjustment of the TTWI, meaning that higher domestic inflation has meant an appreciation of the real exchange rate- i.e., the nominal exchange rate understates the extent to which Australian prices have risen in international terms. Since actual CPI indices are not available for recent periods, they were projected using inflation rates for the previous year.

Results

The nominal and real TTWIs for Inbound and Outbound travel are presented in Table 2
Table 2. Nominal and Real Tourism Trade Weighted Indices of Exchange Rates, Australia, Inbound and Outbound
	Period
	             Nominal TTWI
	                Real TTWI

	
	Inbound
	Outbound
	Inbound
	Outbound

	1990 (June)
	119.0
	107.1
	125.2
	114.8

	1995 (June)
	100.0
	100.0
	100.0
	100.0

	2000 (June)
	99.9
	103.9
	94.3
	92.1

	2001 (June)
	94.8
	98.7
	90.5
	86.7

	2002 (Mar)
	97.1
	98.1
	95.1
	88.2

	2002 (June)
	96.1
	98.0
	94.43
	88.6

	2002 (Sep)
	93.5
	95.2
	92.2
	86.1

	2002 (Dec)
	94.7
	96.9
	93.6
	87.5

	2003 (Mar)
	100.7
	102.4
	100.2
	92.9

	2003 (June)
	108.2
	109.0
	108.3
	99.5

	2003 (Sep)
	108.0
	110.4
	107.8
	100.5

	2003 (Dec)
	115.9
	118.4
	115.4
	107.2

	2004 (Mar)
	116.3
	119.7
	115.7
	108.1

	2004 (June)
	108.7
	112.6
	106.9
	99.9

	2004 (Sep)
	111.9
	115.2
	109.9
	102.1

	2004 (Dec)
	116.3
	121.0
	114.5
	107.5


Source: Exchange Rates from Reserve Bank of Australia, Statistical Bulletins, various issues, IMF International Financial Statistics, various issues and Australian Financial Review, various issues.CPI data from Reserve Bank of Australia, Statistical Bulletins, various issues, The Economist, various issues and Far Eastern Economic Review, various issues

Interpretation of the TTWI is straightforward. The TTWI is a weighted average of exchange rates. For analysis of tourism questions, we are not normally interested in relative values of currencies so much as relative prices. If prices in all countries in the index do not change, or change in the same proportion, changes in exchange rates reflect changes in relative prices. Since prices do not all change by the same proportion, we adjust the changes in exchange rates by the changes in domestic prices to determine the real exchange rate change. This reflects the change in prices measured in constant international terms. Thus, if the Inbound TTWI increases by 10 per cent, this means that prices in the home country have risen by 10 per cent relative to those of a weighted average of source country prices. On average, the home country has become 10 per cent more expensive to visit. To this extent, the TTWI, and especially, the real TTWI, is a measure of competitiveness in tourism markets. When the Outbound TTWI increases by 10 per cent, the home country’s prices have risen by 10 per cent relative to those in a weighted average of countries which its travellers go to. Alternatively, this change can be thought of as a 10 per cent fall in the cost of visiting other countries.

The nominal TTWI  for Inbound travel fell from 1990 to 1995, and it fell a little further by June 2001.. The real TTWI fell further and did so until September 2002. This represented a significant gain in competitiveness by the Australian tourism industry, and no doubt it was an important determinant of the 1990s tourism boom. Since the middle of 2002 to March 2004 there was a strong upward trend in the nominal and real TTWIs. This indicates a serious loss in competitiveness of Australian tourism. In real terms, the cost of visiting Australia, excluding air fares, rose by 21 per cent over this period. While the TTWI fell in mid 2004 it rose again in the September and December quarters of 2004.
A similar pattern is exhibited by the Outbound TTWIs, though the swings have not been as great. It is becoming much cheaper for Australians to travel abroad- this will have negative implications for the domestic tourism industry. Currently, the domestic industry has been enjoying high demand, partly stimulated by security fears and a reluctance to travel abroad (TFC December 2003). In addition, international travel responds to price changes with a lag- it will be some time before Australians fully respond to the lower costs of overseas travel.

The TTWI measures reported here reflect the cost of goods and services purchased in the home country and source or destination countries. Weights and price indices used are based on in-country expenditure, and do not include international air fares. It would be possible to develop indicators which also incorporate the effects of international air fares (which account for about one third of the all up cost of trips to Australia). Typically, when a country’s TTWI rises, international air fares will not rise by the same proportion, since some of the costs of international travel reflect internationally set prices (eg for fuel), not the country’s domestic prices. When the sensitivity of international tourism to the TTWI is analysed, it is appropriate to use the elasticity of demand with respect to the in- country component, not the elasticity with respect to the all up trip cost.

The TTWI in Table 2 indicate that Australia is rapidly losing its price competitiveness as a tourism destination, and outbound tourism is rapidly increasing its competitiveness relative to domestic tourism. The TTWI measures give an overall picture of this process, and indicate that the situation is perhaps not quite as serious as one might believe if only the US dollar is focussed on; but, none the less, it is still serious. The rise in the TTWI may be temporary, though there seem to be no changes taking place in the conditions responsible for the rising rates. 
TTWI Vs TWI

Following discussions between the authors and representatives from the Australian Bureau of Statitistics (ABS), as regards the development of leading tourism indexes for Australia, the ABS conducted a study of  the correlation  between the TTWI and the TWI for Australia over the past 15 years (Gurney 2004). The TTWI (see Figure1) was calculated using the monthly exchange rates of the fourteen countries or currency areas representing the main sources of tourism expenditure as described in the Bureau of Tourism Research 's (BTR) International Visitor Survey. Country exchange rates include United States of America, Japan,United Kingdom, New Zealand, Canada, Hong Kong, Singapore, Malaysia, Taiwan, South Korea, Indonesia, China and the currency area of Europe .These  were weighted by the annual total visitor expenditure in Australia from each of the fourteen areas. 

                           INSERT FIGURE (GRAPH) 1 HERE (Gurney)
PETER, I WOULD LIKE TO INCLUDE A FIGURE LIKE THE ONE GURNEY DID.

I SPOKE TO GURNEY AND HE SAYS HE DOESN’T CONSIDER THAT HE OR ABS HAVE ANY IP IN FIGURE 1 AS THE DATA IS FREELY AVAILABLE. I HAVE TRIED TO PASTE HIS FIGURE ON TO OUR PAPER BUT IT WONT PASTE UNFORTUNATELY.
CAN YOUR RA DO THIS?

﻿ Figure 1. shows that the TTWI closely approximates the shape of the TWI. Statistical analysis of these variables provides evidence of this similarity (Gurney 2004). TWI's mean and standard deviation is 1.9% and 0.79% larger respectively and the pearson correlation coefficent for the two series is 0.96265. As the ABS notes, this similarity exists because Australia's trading partners are also the significant sources of visitors. At first blush, this similarity suggests that producing a TTWI may not be necessary and that the TWI suffices as a proxy for Australia’s destination competitiveness. However, there are two reasons why we should be reluctant to accept this conclusion.

In certain periods a clear difference exists between the two indexes. Despite evident similarities in the trend of TWI and TTWI for Australia over the past decade and a half, there are marked differences in the periods, December 1993- December 1994, June 1995-December 1995 and December 1997-December 1998. The latter period corresponds to the Asian financial crisis which hit some of Australia’s key inbound tourism markets- Thailand, Indonesia, Malaysia and South Korea. It is precisely the ability of the TTWI to provide specific information on tourism, rather than general competitiveness, that warrants its further exploration of its usefulness to tourism stakeholders.
Another reason for developing the TTWI as a distinctive competitiveness indicator is that the composition of trade and or tourist sources (inbound travel) and destinations (outbound travel) may vary over time. The Tourism Forecasting Council (TFC 2002) projects that between 2002 and 2012, inbound tourism growth from ‘other countries’ (4.9 per cent) and the ‘rest of the world’ (4.8 per cent) will exceed growth total average growth (4.6 per cent), and be much higher than existing key origin markets such as New Zealand (2.2 per cent), Japan (2.7 per cent), Singapore (3.5 per cent), North America (3.9 per cent), UK (4.0 per cent) and total Europe (4.5 per cent). For outbound tourism, travel to the top ten destinations until 2012 is projected to grow on average by 2.9 per cent compared to ‘other destinations’ at 3.0 per cent. (TFC 2002). These projected growth rates for both inbound and outbound tourism have the potential to cause a divergence in the TWI and the TTWI for Australia over time.
Of course, the demand for tourism depends on a mix of price and non-price factors, the relative influence of which can only be determined be sophisticated econometrics (Lim 1999). Nonetheless, since price factors do play a role in destination choice, the TTWI can be an important leading indicator of inbound and outbound flows.
Implications

The TTWI can act as an index of past trends but also acts as a leading indicator of tourism trends over the medium term.

Changing Destination Competitiveness
The TTWI allows us to distinguish those origin markets for which Australia has become either more or less price competitive over time. It also allows us to distinguish those destination countries for Australian outbound tourists that are advantaged and disadvantaged by real exchange rate changes. Table 3 sets out the percentage changes in the real exchange rate for the selected destination and origin countiries and areas between June 1995 and December 2004.
Table 3. Percentage Change in Real Exchange Rates  June 1995- December 2004
	ORIGIN
	Change in Real Exchange Rate (%)
	Pressure on inbound tourism
	Pressure on outbound tourism

	New Zealand
	+8.0
	-
	+

	UK
	-4.6
	+
	-

	US
	+10.9
	-
	+

	Canada
	-0.5
	+
	-

	Hong Kong
	+40.8
	-
	+

	Singapore
	+49.4
	-
	+

	Malaysia
	+74.2
	-
	+

	Indonesia
	+69.0
	-
	+

	Thailand
	+54.3
	-
	+

	Japan
	+68.1
	-
	+

	China
	-22.1
	+
	-

	Euro Area
	-46.3
	+
	-

	Taiwan
	+56.1
	-
	+

	South Korea
	+35.7
	-
	+


Source: based on author estimates. Note: the German mark was used as a proxy for the Euro prior to its introduction in 2000.
Table 3 indicates that, between June 1995 and December 2004, Australia has lost price competitiveness as a destination for travelers from most of its major origin markets. In the case of Malaysia, Indonesia and Japan, the cost of a visit to Australia has increased by around 70 per cent over the period. During the same period, Australia has increased its price competitiveness from the perspective of potential visitors from the UK, China, Canada and Europe. While the enhanced price competitivess is small for Canada and UK, for the Chinese it represents a 22.1 per cent reduction in the cost of visiting Australia and a 46.3 per cent reduction for residents of the Euro area. The direction of influence for outbound travel by Australians is the reverse for inbound travel. The majority of the destinations listed in Table 3 have, from the perspective of Australians, become more price competitive  over the past decade. The exceptions are the UK, Canada (a very small change), China and the Euro area.
The Impact on Tourism Flows
While it is acknowledged that tourism flows depend on non price factors as well as price related considerations (including transport costs), changes in the TTWI are of interest in themselves. However, they have implications for future tourism flows. Other things equal, the changes in the TTWI foreshadow a significant drop in the number of visitors over the next few years, and growing international travel at the expense of local tourism by Australians over the same period. 

Granted that tourism is sensitive to price (Crouch 1992, Lim 1997,1999), a rise in the TTWI indicates that, other things equal, tourism will fall. When the Inbound TTWI rises, this can be taken as a leading indicator of a fall in inbound tourism. If the $A holds up at something like its current level, experience suggests that it will have a severe impact on travel to Australia, and it will stimulate outbound travel at some expense to domestic travel. If inbound travel demand elasticities are around -1.0 (a conservative figure), a 20 per cent rise in the real price of visiting Australia, say, will lead to a  20 per cent fall in tourism. This is not likely to happen immediately- rather it will be spread over 2-3 years. Indeed, Australia’s higher prices may be already discouraging inbound tourism. Since it takes a few years for changes in prices to affect demand (Goodwin 1992, Syriopoulos 1995, Lee, Var and Blane 1996) the loss of competitiveness will not result in a sudden sharp fall in inbound tourism. Rather, it will probably be manifest in modest falls or slow growth for the next few years. When the Outbound TTWI increases, as indicated in Table 2, the cost of overseas travel falls, and more tourists from Australia will make overseas trips, to an extent, at the expense of domestic tourism.
The Impact of Price Cutting
The TTWI measures the underlying relative price trends in the home country relative to source and destination countries. It does not measure actual prices charged to tourists. Thus, in periods when the Inbound TTWI rises, it is likely that actual tourism prices will fall relative to general prices, as tourism operators lower their prices to counter falling demand. There is evidence that this has been happening in Australia (TFC May 2003). Thus the TTWI will overstate the movement in actual tourism price competitiveness. However it will still be an accurate measure of the stress which the industry is facing, since it is a reflection of the cost base of the domestic industry, and lower relative tourism prices will only be achieved by lowering profit margins. Not all of the impact of the rising real TTWI will be in terms of falling visitor numbers. Tourism operators who realise their falling competitiveness in world markets will cut prices to fill capacity. This will partly counteract the fall in visitor numbers. However, it will do little for tourism revenues and profitability, since the costs of supplying the tourism product are not likely to fall. 

The Impact on Airlines
The international airline industry may not experience much of a fall in traffic on routes to and from Australia, since as inbound tourism weakens, outbound tourism from Australia will strengthen. The rise in the TTWI will have a negative effect on Australian based airlines. While some of their costs are dependent on international prices (e.g. fuel), others are based on $ Australian  prices. The costs of Australian based airlines will rise relative to the costs of their foreign based competitors. The rising TTWI will squeeze margins rather than lead to much of a loss of traffic. The estimation of the extent to which margins have been changing is an issue for further research.
Conclusions
The TTWI is a tourism oriented index which corresponds to the well known Trade Weighted Index, which weights exchange rates of different countries according to their importance in the trade with the home country, as measured by the values of exports and imports. The TTWI is similar in structure to the TWI, which is a readily available and well understood indicator of the trading position of a country. It is a simple, aggregate, measure of  the change in the home country’s general price level relative to those in a group of source countries or destination countries. 
One of the key properties of the TTWI is that it can be calculated very quickly- in fact, almost instantaneously for the nominal index. The real index depends on data on prices which are only published with a lag, but good estimates of price indices can be projected for a quarter or two using recent inflation rates. The result is that the TTWI provides an up to the minute summary measure of the international competitive position of a country’s tourism industry. 

The TWI is normally quoted only in nominal terms- an advantage of the TTWI is that the more accurate real TTWI can be calculated very easily. The TTWI can be calculated on both a nominal basis, and on a real basis- the latter allows for different price rises in different countries, and is to be preferred as a measure of the underlying change in the international price of a destination.

The Australian tourism industry has enjoyed high international competitiveness during the 1990’s, and during this period it has shown healthy growth. The current outlook for the industry is not optimistic. The TFC has revised its long term  inbound tourism forecasts down, reflecting the global security, consumer uncertainties and economic outlook, though it forecasts a solid recovery 2004 onwards (TFC December 2002). The sharp rise in the real price of Australian tourism, as reflected in the TTWI, comes on top of these other negative factors, and if it is maintained, will be a further big negative influence on inbound and domestic tourism. It will take some time to impact, and it could lead to several years of low or negative growth in the medium term. 

Other factors will not remain the same. There is some natural growth in tourism to Australia, and this will partly counter the exchange rate effect. If Australia is seen as a safe destination, this will also counteract the exchange rate effect, and also security considerations will make Australians less willing to travel overseas. Additional promotion overseas, as promised in the White Paper will also help. In spite of these factors, it is difficult not to conclude that the Australian tourism industry will face very difficult times ahead. Granted that the Australian exchange rate has been changing significantly, and given the sensitivity of tourism to the exchange rate, it is imperative that close attention be paid to exchange rate factors. It would be interesting to construct TTWI for Australia’s separate tourism blocs. Thus for example, separate TTWI can be constructed for New Zealand ($NZ), UK/Ireland (£ stg), USA ($), other Europe (€), Japan (¥). It may well be that some of these indices are better correlated with tourism flows than others. Development and use of indicators such as the TTWI, which accurately sums up how the exchange rates relevant to the tourism industry are moving, is a priority.
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