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Tourism Price Competitiveness
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1. Introduction 
Price competitiveness is one of the most important factors in the overall tourism competitiveness of a country or a destination. There is widely accepted evidence that prices are one of the most important factors in decisions about whether, and where, to undertake trips. This is reflected in the Travel &Tourism Competitiveness Index (TTCI), where, in Pillar 10, Price Competitiveness is assessed using four sets of hard data, on Ticket Taxes and Airport Charges (10.01), National Purchasing Power Parity prices (10.03) Fuel Price levels (10.04) and the Hotel Price Index (10.05). 

Not surprisingly, given its importance, many have developed or used indicators of Tourism Price Competitiveness. These indicators vary considerably. It is possible to find indicators based on detailed prices which tourists pay in different countries, along with some highly aggregated and proxy measures. Different indicators shed light on different aspects of competitiveness, and the measures which are most useful for a purpose depend on what questions are being explored. 

Some of the key aspects which condition which indicators should be used are:

· The need for accuracy and tourism specific detail versus timeliness. More detailed and accurate measures involve more data collection and processing, and thus they take longer to produce. If timeliness is of essence, it may be necessary to rely on broader proxies for price competitiveness which can be obtained readily.

· The need for cross country (or cross destination) comparisons of the prices tourists are actually paying. If cross country comparisons of tourism competitiveness at a point of time are required, it is necessary to obtain data on the prices of tourism goods and services in different countries. There are relatively few sources of these data, and they tend to appear with a lag.

· The need for estimates of changes in relative price competitiveness over time. For some purposes, only the change in relative price competitiveness of countries is needed. If so, changes in the patterns of competitiveness can be estimated using price change data (often obtained from countries’ CPI statistics) and exchange rate data. These are much more easily obtained than actual cross country price comparisons. 

· The need to provide overall summary measures of a country’s price competitiveness at a point of time or changes in it over time. It may be useful to have summary measures which can tell whether, overall, a country’s price competitiveness in tourism has risen or fallen. Such measures require that the detailed measures of price competitiveness be aggregated in some way. 

Measures of tourism price competitiveness of countries or destinations (such as individual regions or cities) form part of more general work on destination competitiveness. Destination competitiveness is a general concept that encompasses price differentials coupled with exchange rate movements, productivity levels of various components of the tourist industry and qualitative factors affecting the attractiveness or otherwise of a destination. The development of the Travel & Tourism Competiveness Index allows tourism stakeholders in both the private and public sector to: identify key strengths and weaknesses of their destination from the visitor perspective; highlight opportunities for tourism development; and develop strategies to counter possible threats to future visitation. The focus of this review is country or destination price competitiveness.

In this chapter we outline a range of tourism price competitiveness indicators which have been developed and used. Some are more useful and valuable than others, and all have their advantages and disadvantages. We begin by motivating the review with a discussion of the importance of price as a factor determining competitiveness. We then explore some comprehensive measures of cross country price competitiveness. After this, we note some measures which can be used for examining changes in patterns of competitiveness over time, and patterns of competitiveness in specific sectors. Next we outline some summary measures which can be used to track a country’s or sectors’ competitiveness over time. The determinants of price competitiveness are then briefly reviewed, and the impacts on it of government policy and macroeconomic conditions are briefly discussed. We conclude by putting the measures into perspective with a review of the properties and potential uses of the different measures.
2. The Importance of Price Competitiveness 

In their destination choice decision, tourists consider the price (cost of living) at the destination relative to the costs of living at the origin and substitute destinations. Thus, two types of prices have to be considered in estimating the price competitiveness of a destination. The first one is relative price between the receiving and the origin country; the second is relative price between different competing destinations, which generates the substitution price effect.
Tourists incur costs within the destination that they visit including accommodation, food, tours, and shopping. They compare prices at the destination with those in their home country or region, deciding whether or not to visit that destination depending on the relative costs of living between the two areas. While prices do change between cities and regions within a country, they differ more obviously and markedly between countries.

Tourism demand is relatively responsive to price factors (Crouch 1994; Lim 2006). Several other research findings are of interest. One is that price elasticity varies as a function of the country of origin and the destination. The residents of large countries, offering a wider diversity of travel experiences within their own borders, are likely to be more price sensitive in their international travel behaviour than tourists from geographically small countries whose choice is much more limited (Little, 1980). The more unique the destination, the less price elastic is its demand (Edwards 1987). A lower price elasticity is to be expected also for more differentiated destinations (Crouch 1995). It also appears that tourists have become less price sensitive over time. This may be a result of an increased emphasis on destination differentiation strategies (Crouch 1994a; Li 2004). Destinations that compete closely with others, however, are associated with higher price elasticities of tourism demand (De Mello, Pack and Sinclair 2002). 
The relative price variable which is normally used in the demand for tourism function is the ratio of the consumer price indexes between the receiving and the origin countries adjusted by the bilateral exchange rate. A higher exchange rate in favour of the origin country’s currency can result in more tourists visiting the destination from the origin country. When the exchange rate-adjusted CPI ratio is used to measure the changes in relative prices of goods and services in the destination, the impacts of inflation and exchange rate movements are measured through one “relative price” variable, referred to as the "real exchange rate" (Rosensweig 1986). It has been argued however, that tourists are reasonably well-informed of changes in exchange rates, whereas information on price levels and price changes in destinations is generally not known in advance (Artus 1970; Crouch 1994b). With imperfect knowledge, tourists may respond to exchange rate movements but not to changes in relative inflation rates when they make their decision to travel. Thus, exchange rates are sometimes introduced into tourism demand models in addition to, and separately from, the relative price variable. Since the exchange rate is most important in costing tours and accommodation, and is a main component of price fluctuations, it may be an important proxy for the relative price of tourism in smaller open countries with floating exchange rates (Lim 2006). Note that this involves a measure of changes in price competitiveness, but it does not measure the actual level of price competitiveness. 
The impact of competing destinations has a positive influence on the demand for international tourism, meaning that a rise in price to one destination will boost visitor numbers to substitute destinations (Lim 2006). Tourists may consider a range of competing destinations before choosing any particular one. They may compare the cost of living in the choice destination with the costs of living in the competing destinations. Some destinations may be complements rather than substitutes and so may gain visitors if the cost of living in the other destination is low.

Researchers model this consumer thinking in either of two ways. One way to allow for the substitution between the destination and, separately, a number of possible competing destinations is by specifying the tourists' cost of a visit variable in the form of the possible destination value relative to the origin value (Song et al., 2000). This allows for substitution between tourist visits to the foreign destination under consideration and domestic tourism, therein acknowledging that domestic tourism is the most important substitute for foreign tourism. 
The other way is to calculate the cost of a visit at any substitute destination relative to a weighted average cost of visits in the different competing destinations, adjusted by the relevant exchange rates. The weight assigned reflects the relative market share (arrivals or expenditures) in each competing destination. This approach allows for the impact of price changes in competing foreign destinations and is used more often in empirical studies as fewer variables are incorporated into the model, and therefore more degrees of freedom are available for the model estimation (Song and Turner 2006).

Whatever method is adopted, the problem remains that the CPI is an imperfect measure of the changes in prices faced by tourists. Existing studies use too aggregative a measure whereas a more disaggregative measure is required. We must therefore consider what an ideal price competitiveness measure might look like.

3. Comprehensive Tourism Price Competitiveness Measures

It is useful to start by setting out what the most comprehensive and detailed indicator of tourism price competitiveness would involve, and then to examine actual indicators in the light of such a measure (or group of measures). For a given origin country, the ideal indicator would show just how much a trip to a range of different destination countries would cost in the origin country’s currency. Ideally, the cost of the trip would include both the travel costs, such as an air fare, and the various elements of the ground component. This type of competitiveness indicator could be calculated for different countries at a point of time, and also for the same countries over time. Thus, a “typical” trip from the US to Japan might cost $4,000 to Japan and $2000 to Thailand at a point of time- clearly, Thailand is more price competitive than Japan for US tourists.  Five years later, the cost of the same trip might have changed to be $4500 to Japan and $3,000 to Thailand- while Thailand is more competitive than Japan; its relative competitiveness has slumped. 

Any index or indicator essentially involves two elements: The basic price data, and a weighting structure.
Conceptually, price data do not pose many problems. What we would like is information in the prices actually paid by tourists for the goods and services they buy. Cross country price data were originally difficult to come by, but in recent years, comprehensive data sources have become available. In particular there is the World Bank International Comparisons project, (ICP) (World Bank 1993, 2005) which collects the prices of a comprehensive range of commodities, for most developed and many developing countries for various selected base years. This information is used, amongst other things, for the estimation of purchasing power parity exchange rates, such as that used in the TTCI. Thus, the price paid for a unit of food or motor fuel in different countries is collected, and thus it is possible to determine how much a bundle of goods and services will cost in each country, converted to the currency of a base country, such as the $US. One limitation of the data for our purposes is that the prices collected may not be the same as those paid by tourists- thus the price of accommodation to tourists (who may use higher quality accommodation than local residents) may not be accurately captured by the ICP data. This could be more of a limitation with developing countries. Nevertheless, the ICP provides a very extensive and useful data source on prices indifferent countries. 

The ICP only produces data for selected base years. However, it is possible to update the data, and produce estimates of prices in non base years, if price change data are available for a country. For most developed countries, CPI data are produced for a detailed range of commodities. Using this, it is possible to estimate prices to be used in competitiveness indicators for non base years, and to update competitiveness indicators to almost the present time. 

The weighting problem is more difficult, both conceptually, and from the practical perspective of obtaining data. The weights for an indicator of competitiveness will be based on tourist’s patterns of expenditure. These differ markedly from origin to origin, and type of tourists to type of tourist. There is no single tourism product, the price of which can be compared from country to country, or over time. The patterns of spending of a US visitor to any country or destination will differ from those of Japanese visitors. Further, the patterns of spending of a US visitor may be different in Thailand than in Japan. A Swiss traveller to France may see the sights of Paris, while a Swiss visitor to Australia may be a backpacker, with a very different pattern of spending. Indicators of competitiveness need to reflect this- for example, different indicators might be developed for different origin or types of visitor. Given the heterogeneous nature of tourism, it is not possible to develop some general overall measure of competitiveness which is accurate for all purposes. 

Another limitation is that data on tourists’ expenditure patterns are only available in detail for a few countries. Some countries collect detailed information on a regular basis on how much, and on what, their inbound tourists spend. However, most countries do not collect much information at all. Indicators of price competitiveness might be constructed using the data from countries which do collect them, or on the basis of a hypothetical standardised bundle of tourism expenditures (e.g. 30% accommodation, 20% food etc). 

An example of a comprehensive approach to measuring tourism price competitiveness is that by Dwyer, Forsyth and Rao (2000). This study takes Australia as the base country, and estimates the cost of purchasing a bundle of tourism goods and services in a range of competitor destinations from ICP data. Recognising that accommodation prices in the ICP database may not be reflective of prices paid by tourists, the study also uses hotel price surveys for accommodation prices. The weights for an index of competitiveness are taken from detailed expenditure pattern data collected for inbound tourists to Australia. Different origin countries have different expenditure patterns, and thus indexes were calculated for each origin country. Since expenditure patterns for visitors to competitor destinations were not available, the expenditure patterns in Australia were used. Thus, the competitiveness index is a measure of how much the goods and services purchased by a visitor from an origin country say Japan, in Australia, would cost in Australia and competitor destinations. Thus this index measures the price of the Australian tourism “product” in competitor countries. 

Establishment of a correspondence between tourist purchasing patterns and price data enables derivation of PPPs for each category of tourist expenditure. PPPs indicate the levels of expenditure required in different countries or destinations to purchase the same basket of tourism goods and services. The PPPs are adjusted by exchange rates to derive price competitiveness indexes. The index measures the level of prices of goods and services in a competitor destination, relative to prices in a selected destination and then adjust for exchange rates, as follows:

Price Competitive Index = PPP/Exchange Rate x 100/1

The index was calculated for nineteen destination countries, including Australia, and for thirteen origin countries, for both the ground component of trips, and for travel (air fares). The base year used was 1997, though the index was calculated for other years. A sample of the results is shown in Table 1. 

Table 1 
Competitiveness Indexes, Selected Countries 1997, Ground Component 
Australia= 100

	Destination/origin
	UK
	Japan
	Singapore

	Australia
	100
	100
	100

	US
	110
	116
	111

	Thailand
	31
	26
	33


Source: Dwyer, Forsyth, and Rao, (2000, 2002)

This Table indicates how the different destination countries compared in price competitiveness. Australia was more price competitive than the US for all origin countries, but Thailand was much more price competitive than both Australia and the US- as might be expected. Thailand was most price competitive for visitors from Japan. 

Advantages:

This approach can be based on the most detailed and accurate price data available at a cross country basis, and thus it can provide the most accurate measures of comparative competitiveness. 

Destination price competitiveness in absolute and relative terms can be estimated from the perspective of visitors from different national origin markets, and from the perspective of visitors having different journey purpose or special interest (Dwyer, Forsyth and Rao 1999, 2000a, 2000b, 2000c; 2001; Dwyer, Mistilis, Forsyth and Rao 2001).

This measure can make a detailed estimate of the price in different countries of the tourism bundle. Since the tourism bundle is different from the pattern of goods and services in GDP in general, the approach can provide more accurate measure of tourism competitiveness.

The Price Competitiveness Indices have substantial policy relevance. For example, Destination Price Competitiveness indices can be used to explore questions of how the price competitiveness of destinations change over time, and what causes this change. This is because they enable the changing sources of tourism price competitiveness to be identified and analysed. They can be decomposed to determine the relative influences on destination competitiveness of exchange rate changes and domestic inflation rates (Dwyer, Forsyth and Rao 2002). It is helpful for both industry and government to know how price competitiveness is changing and why these changes are occurring.

Industry stakeholders can employ these results to help assess the impacts of alternative government policies on destination price competitiveness, for example, impacts of tourist taxes, or climate change adaptation policies on the prices of tourism related goods and services.

The price competitiveness indices also have particular relevance for destination marketing. They indicate that a destination may be price competitive from the perspective of some tourists, but not for others, depending on purpose of visit and associated purchasing patterns.

Disadvantages:

The data requirements are considerable. Destinations vary considerably in the comprehensiveness and accuracy of the visitor expenditure data that they collect. The more comprehensive is the visitor expenditure data, the more detailed and accurate will be the price competitiveness indices that can be constructed for that destination. Very few countries publish detailed tourism expenditure data. 

Where the data used are economy wide data, and there may well be significant variations in tourism prices across regions within a country. For example, the prices charged to tourists in Bali may differ considerably from those charged elsewhere in Indonesia, or prices along the coast may vary from those of another destination that is located inland. But all aggregate, economy wide statistics have this problem. The methodology for constructing price competitiveness indices allows such indices to be completed for different regions within a tourist destination.

There is no single, all encompassing measure of tourism price competitiveness- however, this reflects the reality that the tourism product is quite heterogeneous. 

4. Time Series and Sectoral Price Competitiveness 
Changes in Competitiveness-CPI measures

The majority of researchers have used the Consumer Price Index (CPI) as a measure of  the change in destination price competitiveness (Divisekera 2003). The two limitations of this measures are that it is excessively aggregate (and need not reflect the prices that tourists pay), and that it can only capture changes in price levels, not the levels themselves. 

On the first point, this price competitiveness measure, however, is only as good as its implicit assumption that the goods and services purchased by tourists are similar to those purchased by the representative household on which the CPI is constructed. However, the CPIs of the origin country and the destination may not reflect the prices of goods which tourists actually purchase, because the expenditure pattern of a tourist is quite different from that of the average household (Dwyer, Forsyth and Rao 2000). Indeed, the basket of goods and services included in the price indices of a given country could differ significantly from the one consumed by its short-term tourists. Another assumption underlying the use of the CPI is that prices of tourism goods and services tend to move in the same direction as overall consumer prices. However, as Divisekera (2003) points out, trends in general price levels as implied by CPI measures may not necessarily coincide with that of tourism. Moreover, there is no uniformity among countries in the coverage, weights and/or the components included in the relevant price indices, depending as they do on the particular socioeconomic characteristics and consumption habits of the residents of the destination in question.
The second limitation is that CPI statistics  provide no information on the levels of prices in different country or destination- it is not possible to use them to determine whether a country is more or less price competitive than another. 

While the CPI can serve as a proxy for the change in cost of tourism at a destination, given lack of more suitable data, it would be more appropriate to use data relating to the price of the tourist’s basket of goods and services that tourists actually purchase if this is available.

Price Indexes of Tourism Bundles

A preferable measure of destination price competitiveness involves estimating the costs of the specific goods and services that tourists’ purchase. As Lim (2006) notes, since there are likely to be substantial measurement errors associated with the use of the CPI as a proxy for relative tourism prices, some researchers have preferred to use a specific tourist cost of living variable, such as drink and tobacco price indices, shopping/ meals/ entertainment and hotel price indices, or weighted prices of food, accommodation, transport, entertainment and other variables, as proxies, or the average spending on travel goods and services as the composite tourism price. Kwack (1972) and Kliman (1981) use the implicit consumer expenditure deflator to measure the disparity between the origin, destination and competing destinations' prices. 
While the tourism price index approach is preferable to the use of the CPI, in that it more accurately reflects the ways tourism prices are changing, it still faces that limitation that it can only be used to measure changes in price competitiveness between different countries or destinations over time, and cannot measure whether prices in one country are higher or lower than in another country. 

Cross Country Price Comparisons

This limitation can be addressed using comprehensive tourism price competitiveness indexes, as described above, or by using various proxy measures. 

Package Tour Price Studies

The costs of package tours have been used in some studies as proxies for tourism prices (Kulendran 1996; Kulendran and King 1997). It does, however, involve a major data gathering exercise, since prices are not readily obtainable from comprehensive sources.  Rather, they must be obtained from brochures and advertisements for tours.  Once collated, it must be recognised that package tours are not a standardised product - they differ in duration, accommodation standard, tours included and amount of internal travel.  With information about these it would be possible to regress price on these factors, and estimate the price of a standardised package. 

It is also possible to use a synthetic approach, using actual price data (e.g. from the ICP) to estimate how much a package tourist of particular characteristics would cost in different countries. (Dwyer, Forsyth and Rao 2000c). In this study the authors used a 'bottom up' approach, which involved getting information about the cost shares of the various components, which make up a tour package. 

Big Mac Index

The most frequently quoted index of price competitiveness of different countries is the "Big Mac Index".  “The Economist” magazine regularly publishes the price of “Big Mac” hamburgers in about 60 different countries. These prices are converted into a single currency and give an indication of the cost of buying a standardised product in different countries.

It is tempting to read more into the “Big Mac” Index than there is really there to see it as an indicator of the general price competitiveness of the country. In fact, the index tells us little more than the price of a particular brand the type of hamburger in the different countries. The “Big Mac” is a simple product with ingredients in fixed proportions, whereas the tourism product is a very complex one comprising different components depending on tourist expenditure patterns. There is no equivalent tourism product offered across countries, as the nature of the product is tailored to the origin market, expenditure levels and the length of the trip involved. The key issue is that of how to standardize the products being compared, so as to determine their relative price competitiveness.

Purchasing Power Parity (PPP)

Another indicator of relativities in general prices across countries (which is used in the TTCI) is the ratio of purchasing power parity (PPP) conversion factor to the official exchange rate The simplest way to calculate purchasing power parity between two countries is to compare the price of a "standard" good that is in fact identical across countries. If a "representative" consumption basket costs $1,200 in the U.S. and £800 in the UK the PPP exchange rate would be $1.50/£. If the actual nominal rate was $1.80/£ this would indicate that the pound is overvalued by 20%, or equivalently the dollar is undervalued by 16.7%. PPPs can be used to estimate the amount of adjustment needed on the exchange rate between countries in order for the exchange to be equivalent to each currency's purchasing power. In other words, it provides a measure of the overall price level in different countries.

The purchasing power parity (PPP) theory of exchange rates is based on the assumption that, in ideally efficient markets, identical goods should have only one price. In the absence of transportation and other transaction costs, competitive markets will equalize the price of an identical good in two countries when the prices are expressed in the same currency. The main reasons why different measures do not perfectly reflect destination price competitiveness are that PPP numbers can vary with the specific basket of goods used, making it a rough estimate. One of the key problems is that people in different countries consumer very different sets of goods and services, making it difficult to compare the purchasing power between countries. Also differences in quality of goods are not sufficiently reflected in PPP measures.

Sectoral Price Indicators

It is feasible to collect price data across countries for specific sectors which are important for tourism, such as fuel for transport and hotel prices. These data can be useful directly, and they can be used to adapt more general indicators, such as PPP measures, to make them more relevant for tourism. General price competitiveness indices, such as those described above in Section 3, can be disaggregated in respect of key tourism products and services so as to provide information on a destination's price competitiveness in different sectors of its tourism industry. This is to recognize that a tourism destination’s overall price competitiveness depends on the price competitiveness of each of the sectors that deliver goods and services to visitors (accommodation, entertainment, conventions and so on). These subindexes can provide the basis for tourist industry policy to enhance destination price competitiveness through studies of the productivity and efficiency of different tourism industry sectors (Dwyer, Forsyth and Rao 2000).
Two useful sectoral price indicators involve fuel prices and hotel prices. 

Fuel price levels 
Fuel prices impact on the price of transport which is a major component of tourism expenditure. They also affect general price levels of all other goods and services in an economy. Fuel prices are readily available from general world statistical sources, such as the World Bank World Development Indicators (Various years).
Hotel price index 
Given that accommodation is a very important component of tourism expenditure, it is necessary to compile accommodation prices from sources in the tourist industry to enable greater accuracy in estimating destination price competitiveness. Average room rates can serve as a useful guide to accommodation price relativities and are likely to be more accurate the ICP price relativities for accommodation. This index measures the average room rates calculated for first-class branded hotels in each country. 
There are a number of issues which make the collection of accommodation prices very challenging. Data used are economy wide data, and there are significant variations in tourism prices across countries. Thus, hotel prices in Marseilles differ from hotel prices in Paris. It is not the case that rates for every hotel in every region in Thailand are lower than for every hotel in every region in Australia. Nevertheless, rates in Thailand are, on average, lower than for Australia (and for similar types of accommodation, Thai rates will be lower than Australia’s). All aggregate, economy wide statistics have this problem. Other key stumbling blocks include: different hotels use different grading systems in different countries; prices paid for hotel rooms vary depending upon the country of purchase; prices paid vary depending upon the classification of the booking (etc. group, corporate, individual etc.); prices obtained vary depending upon which source is used (egg CRS, Dawsons, Internet, via Airline or direct); prices vary depending upon seasonal factors both from the perspective of the hotel’s season and the season of the origin market; whilst negotiated rates may be the same, different bonus systems may apply; different rooms attract different rates (egg depending upon size, view, etc).
5. Overall Measures of Changes in Price Competitiveness
What is often needed is a simpler, but more easy and quick to calculate measure of how changes in exchange rates are impacting on a country’s overall tourism price competitiveness.

Tourism Trade Weighted Index (TTWI)

The best known international measure of the competitiveness of a country’s industries is the Trade Weighted Index of exchange rates (TWI). The TWI is a general index of the competitiveness of the country, weighting different countries’ exchange rates according to their relative importance in trade, both in terms of exports and imports. This Index uses data on a large number of exchange rates (and for real TWIs, price changes) and aggregates them into a single indicator of a country’s competitiveness position. A simple and easy way to update measure of a country’s tourism competitiveness can be obtained by developing a tourism specific TWI, the Tourism Trade Weighted Index (TTWI). The TTWI is an index of exchange rates with the weights being determined by the importance of the different countries in tourism inbound and outbound expenditures.  

The TTWI can be calculated for inbound and outbound tourism, and an overall index can be calculated reflecting both directions of tourism. 
● The Inbound TTWI consists of exchange rates for those countries or currency areas, representing the main sources of visitors to a destination, weighted by the total expenditure in that destination from each of the source countries.

● 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 TTWI.

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. The TTWI can be calculated in either real or nominal terms, just as the standard TWI can. As an indicator of how a country compares in price terms with its source or destination markets, a real TTWI will be more useful since it provides policymakers with an ongoing monitor of the home country’s price competitiveness.
The authors have developed a TTWI for Australia covering the years 1990-2004. Table 2 contains estimates for selected years
Table 2
 Nominal and Real Tourism Trade Weighted Indices of Exchange Rates, Australia, Inbound and Outbound, selected periods 2000-2008
1995=100
	Period
	             Nominal TTWI
	                Real TTWI

	
	Inbound
	Outbound
	Inbound
	Outbound

	2000(June) 
	111.814
	115.550
	106.325
	103.782

	2005 (Dec)
	128.086
	132.102
	129.325
	119.268

	2006 (Dec)
	130.607
	132.821
	134.397
	121.280

	2007 (Dec)
	139.483
	143.109
	142.392
	127.993

	2008 (March)
	140.031
	153.657
	142.493
	129.803

	2008 (June)
	149.151
	133.853
	154.401
	141.275

	2008 (Sept)
	130.303
	123.798
	135.515
	124.252

	2008 (Dec)
	116.598
	126.778
	118.122
	111.942


Source: author estimates: Dec 2008 figures preliminary
Interpretation of the TTWI is straightforward. The TTWI is a weighted average of exchange rates. If the Inbound TTWI increases by 10%, this means that prices in the home country have risen by 10% relative to those of a weighted average of source country prices. On average, the home country has become 10% more expensive to visit. To this extent, the TTWI, and especially, the real TTWI, is a measure of competitiveness in tourism markets. 
When the Inbound TTWI rises, this can be taken as a leading indicator of a fall in inbound tourism. When the Outbound TTWI increases, the cost of overseas travel falls, and more residents of a country will make overseas trips, to an extent, at the expense of domestic tourism. As Table 2 indicates, both the nominal and real TTWI for Inbound travel rose from June 2005 until the first quarter of 2008. The rise in the TTWI indicates a significant loss in competitiveness by the Australian tourism industry. This was very much associated with the appreciation of the Australian dollar particularly relative to the US dollar. In the third and fourth quarters of 2008 the TTWI fell substantially. This was associated with a dramatic fall in the value of the Australian dollar, particularly against the US dollar. This indicates a substantial gain in the competitiveness of Australian tourism. In real terms, the cost of visiting Australia, excluding air fares, fell by 21.8 per cent over this period. During the same 6 month period in late 2008 the real Outbound TTWI fell by 20.8 per cent indicating the increased competitiveness of an overseas holiday for residents compared to a domestic tourism experience.

The TTWI indicates that during the period investigated, Australia lost then regained its price competitiveness as a tourism destination, while outbound tourism also lost then rapidly regained its competitiveness relative to domestic tourism.
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.
Aviation Trade Weighted Index (ATWI)

The authors have developed an Aviation Trade Weighted Index of exchange rates (ATWI) (Forsyth and Dwyer 2008). The ATWI seeks to provide an indicator of the change in the international competitive pressure on a country’s aviation sector resulting from exchange rate changes. It weights different currencies according to how important different countries airlines are as competitors in markets operated in by home country airlines.
The ATWI is a measure of the changes in relative cost competitiveness which come about as a result of changes in nominal and real exchange rates. A rise in the exchange rate will make the airlines less cost competitive - if their competitiveness position is to be restored, they will have to improve their efficiency or lower the input cost they face (perhaps by sourcing inputs offshore). 
The authors have developed an ATWI for Australia covering the years 1990-2008. Table 2 contains estimates for selected quarters in selected years. This provides a measure of how the real exchange rates of Australia and the sixteen most important competitor countries on Australia’s international air routes have varied over this decade. 

Table 3 
Aviation Trade Weighted Index, Nominal and Real, Australia, 2000-2008, selected periods. (1995 = 100.0)
	Period
	Real ATWI
	Nominal ATWI

	2000(June) 
	101.83
	105.28

	2005 (Dec)
	128.28
	124.44

	2006 (Dec)
	132.36
	127.32

	2007 (Dec)
	140.35
	136.70

	2008 (March)
	140.05
	138.66

	2008 (June)
	149.40
	147.01

	2008 (Sept)
	130.35
	127.36

	2008 (Dec)
	111.27
	110.23


Source: Forsyth and Dwyer 2007, updated. Dec 2008 figures preliminary
The ATWI is calculated for Australian international airlines, and it indicates that there has been a significant loss of competitiveness in recent years, due to the appreciation of the Australian dollar relative to currencies of key airline competitor countries. The results indicate that from June 2000 to June 2008, the Australian dollar appreciated relative to those countries whose airlines the home airlines are closely competing with. This made Australian based airlines progressively less competitive relative to airlines based elsewhere. Since June 2008 the situation has reversed with Australia’s international airline becoming more competitive than rival airlines. Between June and December 2008, the competitiveness of Australian owned airlines increased by 25.5% which can be expected to boost inbound travel.

The ATWI indicates, except for the December quarter of 2008, the change in the real index over the period is slightly higher than the nominal index, indicating that the nominal index understates the competitive pressure.

These indices are simple and quick to calculate, and provide ready information on one of the critical determinants of a country’s airlines’ cost competitiveness. They indicate how an airline’s input costs have changed relative to those of its competitors as a result of exchange rate changes. 

The ATWI only picks up the exchange rate effect – if it is necessary to examine all determinants of cost competitiveness, a full cost competitiveness index is required (Forsyth and Dwyer 2007). This is often not necessary. If a country’s exchange rate is changing, it may be important to determine how this is impacting on its airlines’ cost competitiveness. A rise in the exchange rate will make the airlines less cost competitive - if their competitiveness position is to be restored, they will have to improve their efficiency or lower the input cost they face (perhaps by sourcing inputs offshore). The ATWI sums up the size of the immediate problem or opportunity facing airlines as a result of recent exchange rate changes. Exchange rates change instantaneously – airlines’ do respond, though their responses take considerable time, generally over more than a year.

The ATWI is a relative measure, which gives an overall measure of competitiveness by weighting all the country’s airlines competitiveness by their market shares in the country’s routes. An airline’s relative cost competitiveness may have changed, but how significant an impact on its competitive position this has will depend on how its cost competitiveness has altered relative to those of the airlines with which it competes closely. Cost competitiveness indexes can be aggregated in the same way as the ATWI components are aggregated- this could be a useful exercise. 

6. Determinants of Tourism Price Competitiveness

Tourism price competitiveness is essentially a matter of the prices of the goods and services that tourists buy, expressed in some common currency. Several factors impinge in different ways on tourism price competitiveness. 

Exchange rates. Exchange rates are the first and most obvious factor influencing tourism competitiveness. Other things equal, if a country’s exchange rate rises, its tourism competitiveness falls. Exchange rates do tend to reflect relative price levels in the home and other countries- when a country’s prices rise relative to those of competitors, its exchange rate tends to fall. However many other factors influence exchange rates, especially in the short term. Exchange rates can be quite volatile, even for industrial countries with stable trading patterns, as recent experience shows. The result is that patters of tourism price competitiveness would have changed quite significantly over the six month period from June 2008.

Inflation and Overall price levels. As noted above, higher general price levels in a country tend to be cancelled out by exchange rate depreciations- but only up to a point. General prices, and the prices that tourists are paying may be rising but export prices may not be to the same extent. In such a situation, a country’s exchange rate may not move much, and it may lose price competitiveness in tourism. 

Labour prices. These are a key determinant of long term price competitiveness in tourism. Countries with low wages tend to have low prices for goods and services, even when these are converted into other currency terms using market exchange rates. Prices in $US terms are lower in China than in the US- as a result of this, international comparisons need to use PPP measures, not just market exchange rates. Low income countries are thus price competitive in tourism. Over time, growth in per capita incomes alters patterns of tourism price competitiveness- thus, the tourism price competitiveness of Asian tiger countries like Singapore has been eroded over time. 

Productivity Performance of Tourism Industries. The more productive a tourism industry is, the lower will be its output prices given its input prices. Output prices will reflect input (especially labour) prices, as well as industry productivity. A high income country could be quite price competitive in tourism if its tourism industries are productive relative to those of its low income competitors. To some extent high income countries have been able to achieve high tourism price competitiveness because their industries are productive. However the relative productivity performance of different countries’ tourism industries is a relatively under researched area. 

Export Booms and Dutch Disease. Structural shifts can impact on tourism competitiveness through changes in the exchange rate. A well known effect is the Dutch disease, whereby an export boom in one industry pushes up the exchange rate and makes other export industries less competitive. This effect is very relevant for a country’s tourism price competitiveness. Over the five years to mid 2008, Australia experienced a minerals export boom, which pushed up its exchange rate. This made its tourism industry less competitive, and inbound tourism fell, well before the effects of the global financial crisis. 

Tax Levels and Structures. Taxes, and especially indirect taxes, can influence the prices of the goods and services that tourists buy, and thus they can impact on price competitiveness. If taxes result in price rises of a country’s goods and services for export and home markets, they will tend to be counteracted by exchange rate depreciation, and the country’s tourism price competitiveness will be relatively unchanged. However, often taxes impact unevenly on different industries. Taxes such as the VAT/GST are typically levied on goods and services sold at home, but not on exports. When the rate of these taxes is increased, it will not affect most export industries- but tourism is the exception. The exchange rate will not alter much, but prices to tourists will rise, and the country will lose competitiveness. Thus the ways taxes are levied will be a significant determinant of tourism competitiveness- countries which rely heavily on taxes like the VAT/GST will be less tourism competitive than other countries with similar per capita incomes and industry structures. 

Infrastructure Charges. Infrastructure charges can take many forms, such as road pricing, airport levies and developer contributions to resort developments. These charges push up the prices charged to tourists. Since they are specific, they will not have any significant impact on exchange rates, and thus they will reduce a country’s tourism competitiveness. 

Fuel prices and taxation. Fuel is an important input into tourism goods and services, and fuel prices can have a significant impact on tourism price competitiveness. Fuel prices are dominated by the price of oil, which is much the same for all countries. However countries differ very considerable in the way they tax (or sometimes, subsidise) fuels. Thus higher fuel taxes in European countries lessen their tourism competitiveness. 

Environmental Charges. Tourism industries are becoming increasingly subject to environmental charges, which may be either specific, such as a noise levy on an airport, or very general, such as higher costs due to the implementation of an Emissions Trading Scheme (ETS). The impact on competitiveness will depend on how general the charge is, and how it impacts on other trading industries. If an ETS raises costs to all industries, it will make exports more expensive, and this will tend to lead to exchange rate depreciation. This will tend to cancel out the cost increase (though not exactly). However, if some export industries are exempted from the ETS, as is proposed in some countries, the impact on the exchange rate will be limited, and the competitiveness of industries which are not exempted, such as tourism, will suffer.  Specific duties, such as the UK’s and the Netherlands’ air passenger duties (which may or may not be regarded as environmental levies) will not have any appreciable impact on the exchange rate and thus they will reduce tourism competitiveness. 

7. Tourism Competitiveness, Policy and the Macro Environment

Destination competitiveness is sensitive to both government policy and the general macroeconomic environment. Here we provide a brief outline of how tourism competitiveness can be affected by these.

Government Policy

Government policy can impact on tourism competitiveness through both general and specific policies. General policies, such as the implementation of an ETS, can impact on a country’s tourism. In addition, some policies may be quite specific, such as an aviation tax, and these policies will be intended to have an impact on tourism. Objectives for policies differ, and sometimes the objective of a policy may be to increase the price competitiveness of tourism (for example, when improved infrastructure lowers the cost to tourism) and sometimes there is an intention to achieve some other objectives, at some cost to tourism competitiveness (for example, when an aviation tax is levied to raise revenue or correct for an environmental external cost). 

Policy can thus impact on the determinants of tourism competitiveness in a number of ways. These are summarised in Table 4.

Table 4
Government Policy and the Determinants of Tourism Competitiveness

	Determinant
	Open to Policy?
	Sensitivity to Policy
	Impact on Tourism Competitiveness
	Comments

	Exchange Rate
	Yes
	High
	Low/Moderate
	Often not recommended

	Price level
	Yes
	Moderate
	Low
	Not easy to target tourism

	Real Wage levels
	No
	Low
	Low
	

	Tourism Industry Productivity
	Yes
	Low
	Low
	Some scope to improve productivity in longer term

	Export Booms
	No
	NA
	Moderate
	Governments can mitigate effects of sudden booms

	General Taxes
	Yes
	High
	Low
	Tax structure important

	Specific Taxes
	Yes
	High
	High
	Other objectives important

	Infrastructure Charges
	Yes
	High
	High
	Other objectives important

	Fuel Prices
	Yes
	High
	Moderate/High
	Fuel price differences mainly tax driven

	General Environmental Policies
	Yes
	High
	Low
	Policy design critical

	Specific Environmental Policies
	Yes
	High 
	High
	Other objectives important


The exchange rate is a variable which governments can, and do use, to increase the competitiveness of their export industries. However there are costs to using exchange rates in this way and most advanced countries now prefer floating exchange rates however. Governments, though their monetary policies can influence price levels- however this is not a very well targeted way of influencing tourism competitiveness, especially since low home prices tend to be associated with higher exchange rates. Governments have little influence over real wage rates, which reflect the country’s stage of development. Governments can have a little influence over the productivity of their industries, including the tourism industry. In the main this is indirect, through the implementation of policies, such as competition policy, which stimulate efficiency. Again, however, economy wide productivity improvements will tend to result in exchange rate rises, and no gain in export competitiveness. 

Governments cannot really control export booms. However, these do have impacts on the competitiveness of non boom export industries, such as tourism. Where booms are sharp and temporary, governments can mitigate the effects on exchange rates, and thus on non boom industries, through encouraging the saving of the temporary income gains (as Norway does with its booms in its oil revenues). 

Tax policies can have a direct impact on tourism prices, and thus competitiveness. However, it is critical to distinguish between taxes which apply to all export industries, and those which only apply to some. As noted, while VAT/GST taxes are general, they are not applied to most export industries. Since they are applied to tourism exports, they reduce tourism price competitiveness, in much the same way that specific taxes on tourism do. If a tax is a general one and it affects all trading industries in the same way (say, an increase in corporation tax), the impact on competitiveness of any industry, such as tourism, will be limited since it will set in train compensating movements in exchange rates. Infrastructure charges are like specific taxes- when they are increased, they lessen tourism competitiveness, and when they are reduced, they enhance competitiveness. Fuel prices, and especially those of oil based fuels which are critical to tourism, are sensitive to government policy –countries differ considerably as to how they tax fuels. 

Environmental policies can affect tourism competitiveness. Specific environmental measures, such as levies on aviation, will reduce tourism competitiveness. To the extent that general measures, such as the implementation of an ETS, apply to all trading industries, they will set in train compensating exchange rate shifts, which will at least partially cancel out the initial impact on competitiveness. Again, the exact design of the policy is important, since if exemptions are granted to some industries, the loss of competitiveness experienced by other industries will be greater. 

The Macroeconomic Environment

Destination competitiveness is sensitive to the general macroeconomic environment. In normal times of macro stability, the effects are not great. However in times of macroeconomic stress, such as now or during the Asian Financial Crisis ten years ago, macro conditions can have a considerable impact on patterns of tourism competitiveness.

One of the most obvious ways in which this can happen is through the changes in exchange rates. Exchange rates have shifted, for some countries quite substantially, and they show considerable volatility. This is even the case for currencies of major countries. The results are shifts in, and volatility of, patterns of tourism competitiveness. This has been very evident, for example, in Australia. After a five year period of real exchange rate appreciation, leading to a boom in outbound travel, the value of the Australian dollar has dropped sharply (see Table 2). This has led to outbound travel becoming much more expensive, and this travel has fallen sharply, even though real GDP in Australia has continued to grow. 

Recession in several countries could impact on the prices being paid for tourism inputs, especially labour. This reduction is likely to lead to reductions in product prices- hotels and airlines are cutting prices to win business. This will lead to at least temporary changes in patterns of tourism competitiveness, with some high cost countries (in North America and Europe) increasing their tourism price competitiveness vis a vis other countries, such as those of Asia. The financial crisis is having a large impact on oil prices. This should lower the prices of tourism across the board, though it will probably not have a large impact on relative competitiveness of countries since they all pay much the same prices for their oil, and it not likely that fuel taxes, the main source of differences amongst countries, will change much.

While so far, there is not much evidence of governments altering their tax, infrastructure and environmental policies in response to the crisis, this could happen. Thus governments might postpone the introduction of their ETS proposals- depending on the design of these; such a postponement could have some impact on patterns of tourism competitiveness. Governments of individual countries might choose to stimulate their economies through tax reductions- depending on how they do this; there could be impacts on tourism competitiveness. With tax reductions putting pressure on governments budgetary positions, governments may be looking around for “easy” sources of revenue- and taxes on tourism, paid by non residents, may be appealing. Already the UK government has announced sharp increases in aviation taxes, designed to reduce its fiscal deficit- these will make the UK less competitive in tourism.  

8. Horses for Courses- Which Competitiveness Indicator?

In this chapter, we have outlined a range of different tourism price competitiveness indicators. Which one should be used, and in what context? As with many similar situations, it is a matter of horses for courses. Depending on the exact question at hand, different indicators are suitable for different purposes. 

Some questions apposite to the choice of indicators are:

· How detailed and tourism specific need the indicator be?

· What is the trade off between accuracy and timeliness and ease of access? 

· Are cross country comparisons of the level of tourism prices needed?

· Is specific sectoral information of interest?

· Are patterns of change over time in relative tourism competitiveness needed?

· Is it useful to have an overall measure of changes in a country’s tourism competitiveness?

The performance of the different indicators in terms of these aspects is summed up in Table 5.
Table 5
Properties of Tourism Competitiveness Indicators: A Summary

	Indicator
	Accuracy- Reflectiveness of Tourism
	Data Gathering
	Cross Country Comparisons
	Comparisons over Time
	Overall Indicator of Competitiveness
	Comments

	Tourism Price Competitiveness Index (Dwyer, Forsyth, Rao, 2000)
	High
	Extensive
	Yes
	Yes
	Potential
	Most detailed indicator available

	Simple PPP
	Moderate
	Easy
	Yes
	Yes
	Potential
	Broad readily available indicator

	Big Mac
	Low
	Moderate
	Yes
	Yes
	No
	Too specific- really a gimmick

	Sectoral Measures (e.g. Hotel prices)
	High
	Extensive
	Yes
	Potential
	No
	Useful for specific purposes and in general indicators

	Tourism Price Index/ exchange rate
	High
	Extensive
	No
	Yes
	Potential
	Not used extensively

	CPI/exchange rate
	Moderate
	Easy
	No
	Yes
	No
	Broad measure of changes 

	Tourism Trade Weighted Index
	Moderate
	Moderate
	No
	Yes
	Yes
	Summary measure of competitiveness changes over time

	Aviation trade Weighted Index
	Moderate
	Moderate
	No
	Yes
	yes
	Summary measure of competitiveness changes over time for specific tourism industry


Source: Derived by authors

The Tourism Competitiveness Index (Dwyer, Forsyth and Rao, 2000) is the most comprehensive indicator of tourism price competitiveness we are aware of. It only measures prices which enter the tourism bundle and thus is highly reflective of tourism.  It enables cross country comparisons at a point of time, and can be calculated over time, to indicate trends. With appropriate weights, it can be used to develop an indicator of changes in a country’s overall tourism competitiveness. It is however, the most data intensive of the measures. A simple PPP comparison is even more readily available, but it is a measure of prices for whole economies, and it does not take any specific account of the prices that tourists actually pay, though these are likely to be correlated with the PPP prices. The Big Mac index of the Economist is a popular device for illustrating the PPP point, but it is not to be regarded as a reliable indicator of tourism competitiveness. Sectoral measures, such as hotel price surveys, can give a high degree of accuracy about a specific sector, though they do involve collection costs.

If cross country comparisons are not needed, and all that is needed are changes in the patterns of price competitiveness over time, then it is possible adjust changes in exchange rates by changes in prices. If tourism specific information is not regarded as necessary, then estimates of real exchange rate changes derived using CPI changes will be specific. However, if it is felt that that CPI changes may not accurately reflect tourism price changes, then exchange rate changes can be adjusted using a tourism price index. Developing a tourism price index requires data on changes in individual tourism prices for each country, along with a weighting structure (and, as noted, given that the tourism product is hardly homogeneous, there is no single ideal set of weights). Such an index also requires expenditure data to develop a set of weights for the index. 

Over time, a country’s competitiveness will rise relative to some competitors, and fall relative to others. If an overall indicator of how a country’s competitiveness is required, it is necessary to develop some measure such as the widely used Trade Weighted Index. The Tourism Trade Weighted Index is an index which reflects the importance of different countries for inbound and outbound tourism expenditure. It is thus more tourism specific than the general TWI. The concept can be extended to a sectoral context. The Aviation Trade Weighted Index takes account of the real exchange rate changes taking place in the countries whose airlines are competitors for the home country airline- it thus gives a more accurate measure of the competitive pressure an airline will be under from its competitors than a general TWI will provide. 

In the light of this discussion, some comments on the TTCI are relevant. The intention is to provide a timely measure of tourism price competitiveness across countries. Four “hard data” price indicators are used. At the most general level, PPP price comparisons are used (10.02) – this is a measure of the cost of a general bundle of goods and services in $US terms for all the countries reported on. While this is a good measure of general price levels in different countries, it is not tourism specific.  To address this, relative price data for three key tourism related products are also provided- these include Ticket Taxes and Airport Charges (10.01, Fuel price levels (10.04) and finally a Hotel price index (10.05). By aggregating all these indicators, a more tourism specific index of prices in different countries is obtained from readily available and up to date price indicators. 
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