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Key Findings

The exchange rate elasticity’
of tourism to the UK is: -1.3

The income elasticity
af tourism ta the UK is: 0.6

# For every 1.0% change in the exchange rate”, the UK
international tourrsm earmings will change by 1.3% n the
opposite direetion
Eg,. every 1% decrease in the exchanges rate will increase
the UK's tourism earnings by £160m p.a. and create over
&4 700 full-time fobs "

# For every 1.0% change in visitors' incomes, the UK's
international tourism earnings will change by 0.6% m the
same directiaon
Eg., ewery % increase in visitors' incomes will jncrease the
UIK's tourism earnings by £70m p.a. and create over 2000
futl-time jobs.

Implication

‘While both cost ard incame levels affect averseas visitorns'
decisions on whether fo visit the LK, changes in exchange
rate cost have the greatest impact. In practice this is even
more important as exchange rates are prone to greater
fluctuations than rates of economic growth,

Interpretation

Marmally, increasing the price of products dees not
proportionately depress the sales volume and, as such,
resudts in an increase in total sales value. Howewer, this is nat
5o for international tourism to the LK which is ighby
competitive, haghly price sensitive and, it would appear, has
rmarty ‘chose substitutes'

1. Al elasticties comained r ihis documen) mfer 1o cranges in e
G infaben adustead) bearnm expendie, not the numbar
andvor duration of b wails

 Trade Weighted Exchange Flate

3 I i5 esnarianad thar ee addeceal il
For mvery 34 000 wcreas in Beils

valert job 15 creaied
T PR U

The impheation of this study’s findings is that a 10% increase
in perceived prices through higher exchange rates will more
than proporbionately reduce the UK's total Lownism earmngs
This ncours because not only does the 105 perceived price
Increase depress visitor expenditure by 3%, but when this
expenditure is then comverted mto sterling. the higher
exchange rate reduces the UK's fourism sarmings by an
addmonal 10%,

This illustrates the ‘double whammy® effect that changes in
exchange rates have

An example of this effect is the 26% depreciation in the
euro/acu against the pound since 1996, This s estimated 1o
hawve reduced the LK's potenteal tourism earnings from the
eurozone by 34% from £6bn to £4bn per annum, This

£2bn difference represents almost 60000 full-time
equivilent jobs.

Given the demonsirated high price sensitivity of tourism

garnings, itis important that teursm related taxes are not
Iritreduced as they would dispropertionately reduce the
UK 's towrism earmings.




Introduction

Accountng for 4% of value-added GDP and amploying
1.9 million people, tourism and the continued health of
the towrism industry are increasingly recognised to be
witally important to the UK's regional and national
econamic growth

Hesvewver, behind the abwious signs of success {tourism
creates one in five new jobs and the LIK ranks fifth in
terms of world tourism earmings), there & cause for
concern, The UK's share of world 1ourism receipts has
decreasad by more than 30% over the past 15 years
{from 6.0% in 1985 to 4. 1% in 20000 and while world
tourism receipls confinue 1o increase at over 4% per
annum, the LK's receipts have shown na growth in real
terms since 1996

As asesult of the falfing real cost of internatianal travel,
the price of tourism products and services has became
more important in influencing the comparative cost of
different destinations and, herce, the pattern of
nterrational travel. Intemational evidence suggests that,
other than intrinssc characterstics of the destination,
thiere are two keéy factors driving changes in tourism
aarnings in mature markets such as the LK

1. The Perceived Cost of the Visit
= the price of tourism products and services
- the exchange rate faced by visitors

Visitors’ Real Incomes

Price perceptions of the UK have not been significantly
influenced by price inflatron in tourism services and
products owver the last ten years, as the UK inflation rate
has been low and has not diverged markedby from rates
i key competitor markets. However. large fluctuations
in e valug of the pound against most othar currencias
have greatly influenced price perception during this
period,

Adverse changes in the exchange rate {i e | the pound
becoming stranger} have a particularly devastating effect
on inbound fourism earmings. Not enly do visitors
axperence higher prices, leading 1o a ‘price effect’ an
visitor numbers and an their spending patterns, but their
resulting expenditure is further diminished in valus when
converted into sterling.

BTA was keen to understand how influential recent
changes in exchange rates have been, and
cormmissaned Caledonian Economics to explore — using
econametne modelling techmiques - the effact an
inbound tourism earmings of changes in sterling
exchange rates and of income levels in other countries
over the last 25 years, The UK's Trade Weighted
Exchange Rate and the QECD GDP were used as proxies
for changes in the cost of visiting the UK and averseas
wisitors' incomes.

The results of this study enable us not only to quartify
the impact of recant exchange rate movements an
inbound tourism to the LUK, separating it from the effect
of other factors, but also to predict the impacts of future
changes in exchange rates on the LIK's tourism earmings
and employmant.




Other Results

1. Main Inbound Markets
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Modelling of the impact of changes in the cost of visiting the UK

and income levels was conducted for each of the LIK's four main

touwrism markets: France, Ireland, Cermany and the USA. Two

relaticnships were common to all markets

# The UK tourism earnings decrease as the cost of visiting the
UK increases, with American visitor expenditure decreasing
by 1.4% for every 1.0% increase in the exchange rate

* The UK's tourism eamings inctease 4s incomes increase, with
French visitor expenditura increasing by 1.57% for every 1.0%
Increase in GDP.

2. Purpose of Visit
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Inbound tourism comprises three main segments; Haliday,
Business and Visiting Friends and Relatives (VFR). The Businass
and VFR segments have been the fastest growing sepments
aver the last five years (+23%) and now account for SO% of the
UK's total tourism revenue. Modelling of the sensitivity of 2ach
Segrment to changes in income levels and the cost of visiting the
UK preduced a range of income and exchange rate elasticities
frarm which the comparative sensitivities of the ditferent
segments could be datarmined,

Finding

The LIK's tourism earmings are more sensitive te changes in
wisiteas' incormes in the short-haul markets, but more sensitive to
changes in the cost of the visit in long-haul markets.

Implication

Changes in the cost of visiting the LK will have a
proportionately greater impact on the UK's high value lang-haul
wisitars, This is important as these visitors stay longer and have a
higher leved of daily expenditure, thereby spending mare per
wisit than short-haul visitors.

Finding

Holiday vistors are the mast sensitive to changes in the cost of
the visit, while Business visitors and WFR visitors are the most
sensitive te changes imincome levels,

Implication

The UK’s tourism earnings from Business and VR visitors are
strangly influenced by economic growth intheir home
countries, whereas the LK's exchange rate is of greater
significance to Holiday visitors.



3. Main Qutbound Markets
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Britain's outbound tourism expenditure was modelled for
eaCh of the four mast popular countries visited by the British
(Spain, treland, France and the USA), The sensitivities of
Britain’s cutbound travellers to changes irthe cost of visiting
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these countries and to British income levels was then
compared (o those calculated for inbound visitors from
those countries

Finding

Changes in income fevels in the UK have & greater impact on
British outbound tourism expendiure than changes in
income levels in other countries have on expenditure by
OVErseas visitors in Britain.

Implication

IF Britain's GDP grows at the same rate as the OECD average
and exchange rates remain stable, cutbound tourism will
ncrease faster than inbound tourism, Unless the cast of
Britain's tourism products and services decreases to
compensate, this will adversely affect domestic tourism,

Methodology

A dynamic econometric modelling technigue was
employed to estimate the exchange rate and income
sensitivities of real toursm earmings. The equilibrium
solution to the dynamic model of Britain's real tourism
EArMings was:

7.57 +0.55 x Income
-1.28 x Cost

+ seasonal variations
= BRITAIN'S TOURISM EARNINGS
Whiare:
Income = ratural logarithm of Real OECD
Gross Domestic Product
Cost = naturat logarithm of the Trade
Weighted Exchange Rate

The multiple correlation coefficient (R7) of the
underlying dynamic equation was 0.98, meaning that
thie equation explains 38% of the varistion in Britain's
international tourism earmings over the last 25 years.
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