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FIRST DRAFT

THE MEASUREMENT OF LEADING TOURISM STATISTICS IN BARBADOS USING A

MODEL OF TOQURISM EXPENDITURE/GDP.

INTRODUCTION

The tourism sector is regarded as the leading foreign exchange
earner and an important contributor to Gross Domestic Product.
It is important, from time to time, to examine the basis of such

perspectives in terms of the reliability of the underlying

statistics. There are at least three main types of tourism
statistics currently being collected/estimated: wviz. tourism
expenditure, tourism GDP(i.e.production) and tourism foreign
exchange. Given that these statistics appear in offiecial

publications it is dimportant that they be methodologically
consistent, and appropriately defined, measured and interpreted.

It seems logical (and most researchers would agree) that the

measurement of statistics on tourism should be informed by the

following main criteria:
1. The scope of the definition of tourism.
2. The intended use of the tourism statistics.

3. The perxceived Methodological and data constraints.



The current regional tourism imperative is the delineation of a

fairly broad definition of tourism in National Accounts and
related statistics. It is important to point this out because in

Barbados the current narrow view is that tourism is something

which goes on in the hotel sector. While of course the hotel

sector should remain the focal peint, tourism activity arises

from all of the following

1. Expenditure on hotel accomodation and related services.
2. Expenditure on restaurants and duty free shops.
3. Expenditure on transport, local & internmational.
4. Expenditure on recreational, social or other services.

5. Expenditure by cruise ship passengers on any of the above.

The United Nations therefore suggests the following definition of

international tourism (including tourists and excursicnists) ;

" Persons visiting the c¢ountry for less than one year,

specifically for purposes of recreation or holiday, medical

care, religious observances, family affairs, participatien
in international sports events, conferences and other

meetings, study tours and other student programs, as well as

persons intransit to another country......... "

This broad view of tourism is often rationalised by consideration

of the need toc delineate the economic role of the sector within
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the wider economy . In this regard tourism has been described a
a?" structurally integrated system of economic enterprises
administrative institutions, non-profit organisations an

markets operating within a pluralistic structural-institutiona

setting." (R. Robinson 1987). It is important that this wide

view of tourism be reflected in our three major statistiecs o

tourism.

There is also a functional role for tourism statistics. Th

public is concerned with interpreting the "performance" an

nforeign exchange benefit" of the industry. In press releases th

authorities foecus on the Real GDP and Tourism Expenditur

statistics. This is convenient if we assume that the public i

incapable of comprehending more than cne or two touris
statistics. Yet, given our reliance on these two statistics it i
important that they be periodically evaluated, taking all relate

statistics into account.

There is also a pragmatic role for tourism statistics. T
accademic view is that our perception of the performance
tourism should be informed by trends in tourism statistic

However, the pragmatic view is that trends in tourism statisti

should be informed by our perception of the performance of t

tourism sector. Obviously there are merits in both approache

Uszing the pragmatic approach we must determine whether we c

rationalise the exceptional growth in our statistics on touri



expenditure and nominal GDPF with the perceived reality of the new

brand of frugal tourist; the latter display a compulsive

propensity to save on returned beverage bottles.

This paper critically assesses the measurement of the main types

of tourism statistics in Barbados and delineates alternative

procedures for their measurement using a computer assisted model

of Tourisn Expenditure/GDP calculation. (see Appendix 2).
Sections (1), and (2), give a detailed examination of tourism
expenditure and value added statistics respectively. Section
{3) gives a general overview, interpretation and comparison of

the major tourism statistics currently in use.

1. TQURISM EXPENDITURE STATISTICS

There are two broad approaches to measuring tourism expenditure.

The first approach computes tourism expenditure from sales of all
firms which fall under the tourism ISIC categories.
This approach is not used in Barbades because of the small number

of firms for which data is

avajilable and because tourism firms

which are also retailers/producers of other products do not

readily differentiate sales accruing exclusively from tourism.

The second approach involves the use of periodic surveys of the

expenditure patterns of visitors. This more common method is

advantageous since it is often not necessary to do these surveys

every year though +this would be ideal. Researchers frequently
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derive fairly accurate estimates of visitor expenditure (between

survey periods) from trends in related tourism statisties.

However the accuracy of the estimates often deteriorates if too

much time passes between the making of the estimate and the

survey on which it is based ( Sobers H.A. 1988). This is one of

the problems with the estimates of <tourism expenditure in
Barbados, based as they are on an expenditure survey which is
over thirteen(l3) vyears old.

The estimate of Tourism Expenditure produced by -the department

of statistics is the sum of expenditure by tourists in three
categories, viz: recognised accomodation, unrecognised
accomodation and cruise passengers. (See Appendix (1) ).

Expenditure by tourists in recognised accomodation (hotels guest

houses and appartments) is the product of arrivalnights and

average rack rates per establishment. Expenditure by tourists in

unrecognised accomodation is generally the product of an estimate

of tourist nights for this category times an estimate of average

expenditure derived largely from the inflation rate. The latter

procedure is also employed 1in the estimation of expenditure by

cruise passengers, and expenditure on hotel restaurants and

services by tourists who stay in hotels.

The above procedures suffer from two main drawbacks: firstly, the

weighting procedure is based on an outdated survey undertaken in

1974, and secondly, the rack rate overstates average daily

expenditure per head. In practice, hotels grant substantial



discounts on the rackrate ( often as high as 40%) in an effort to
make competitive pricing arrangements with tour- operators. The

situation is exascerbated by the fact that these discounts vary

every vyear. In addition, sluggish demand, exchange rate

fluctuation and the country’s image as a high cost destination

have put more pressure on hotels to increase discounts in recent

years . In fact, the practice of increasing discounts when demand

is sluggish (given that this reduces the effective price paid for

accomodation) is a least cost way of devaluing the industry in

order to compete with cheaper destinations. Obviocusly the

official estimate of tourism expenditure over-states the revenue

position of the industry to the extent that this devaluation

takes place.

Recognising these basic deficiencies it is proposed that the use

of the rack rate be replaced with the more general use of the

inflation rate or hotel wages jindex. There is no reason to

suppose that these latter rates will track the fluctuations in

the true hotel rate paid by tourists. However, it is assumed that

over time the inflation rate and the wage rate ,as indicators of

cost, will bear some relationship to and at least serve as a

lower constraint on the hotelier’s ability/willingness to reduce

the trend in the true hotel rate. In any event, the recent trend

in both tourism expenditure and - hotel rack rates seems

significantly out of line with what we know of the industry from

comparisons of related statistics. (see section three).
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2. TOURISM GDP STATISTICS

Nominal Gross Domestic Product is defined conceptually as the

produced in a country during a

value of the goods and services

callendar year. A series of Nominal GDP has been prepared on an

annual basis since 1974 by the Barbados Statistical Service

(B58); the real GDP series has been prepared by the Central Bank

benchmark year. The procedures

since this used by the BSS are

presented firstly.

The tourism sector is specifically defined for National Accounts

purposes as the "highest aggregation of industries which are

involved in the production of goods and services whose production

requires similar processes." (Griffitn W. 1988). Thus ir

Barbados +the tourism sector comprises an aggregation of major

tourism related divisions and sub-divisions of the International

Standard Industrial classification (I.S.I.C.). However, it is

necesgary to assume that expenditure by locals does not make &

significant impact on the industries classified as touristic.

This arises from the fact that the industries are not at preseni

required to separate expenditure by locals from expenditure kn

tourists. The actual GDP or value-added data has been derive

from the annual accounting recoxds of firms in the appropriat

categories of the I.5.I.C. since 1976. Value-added is computed a

the difference of Sales and Intermediate Inputs; it consists o

wages and other payments to labour, operating surplus of firm



and depreciation allowances. However, since 1983 +the annual

surveys have been in abeyance and GDP has been estimated from

arrivals and related data together with the data available in the
benchmark surveys. (In this paper nc attempt has been made to

improve on the Nominal estimates of GDP}) !

Real GDP {(also known as constant price GDP) iz defined

conceptually as the value of production of goods and services in

a country in a given year adjusted for inflation. There are three

broad theoretical approaches to the estimation of Real GDF from

Nominal GDP. The most common method in large developed countries

is the

double-deflation procedure; since nominal value-added

equals Sales minus Intermediate Inputs, Real value-added is

derived as the deflated value of Sales minus +the deflated value

of Intermediate Inputs. This mnethed i= not used because no

appropriate price deflators exist for any sector of the National

Accounts. (In a related study

which experimented with the use of proxies for these deflators, a

significant increase in unewplained error varyation occured

Whitehall 1988} ). The related "Output indicator" and " Input
P

indicator" methods estimate Real GDP from respectively, the

deflated value of sales and the deflated value of Inputs (or sone

suitable proxy). It is thus quite common to estimate Real GDP
from the wvaryation in physical output, employment, or the
deflated wvalue of wages, depending on data availability or

reliability. (note that an index of employment is identical with

of manufacturing GDP indicators, -
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an index of wages deflated by an appropriate wage rate index. The

rational of such procedures is that physical output, wages,

employment and the like can, for reasonably moderate periods of

time ,be expected to exibit fairly stable relationships to Real

GDP.

In Barbados, real Tourism GDP is estimated from the physical

output method since no appropriate price deflators exist. The

mathematical derivation of the three basic approaches to Real GDP

estimation is given in APPENDIX (1).

3. COMPARISON CF LEADING TOURISM STATISTICS

The approximate relationship of the leading tourism and related

statistics is as follows:

(1) Tourist Expenditure = Tourism Sales = Travel Credits (BOP).

(2) Tourism Expenditure = discounts -~ prepayments (to tour-

operators etc.) - Hoarding = Tourism Bank Receipts.

(3) Tourism Sales - Intermediate inputs = Nominal GDP

{(4) Real GDP may be calculated as the deflated value of Tourist
Expenditure or nominal GDP if good deflators are available;
in Barbados Real GDP is derived as the benchmark value of
tourism nights

Nominal GDP grossed up by the change in

adjusted over time.



The above procedure for calculating Real GDP from Tourism Nights
is conceptually similar and would give the identical results that

may be obtained by deflating Tourism Expenditure, if all data

were estimated accurately. Unfortunately however there are a

number of anomalies. The first anomaly arises from the fact that

in +the hotel sector discounts represent income that nobeody

produces or receives.. This is because

discounts in recent times

have become a means of compensating for excessive and

uncompetitive rack-rates. Thus a 40% discount in a given year

does not mean that hotel revenue will be decreased by this
amount. The change in revenue will instead depend on the
difference between discounted revenue in the current and

previcus periods. The reality is that there are comparatively few

patrons who do not benefit from substantial discounts on rack

rates in hotels. In other words, the hotel rack rate cannot be

viewed as the typical or normal value of the service provided by

the hotel. The inclusion of the value of discounts will thus

over-state income produced and foreign exchange earned ; the

result is that Tourism -expenditure, Travel Credits and prcbably

Nominal Tourism GDP may all be seriously overstated. This also

means that Real GDP would alsc be overstated 1if it were

calculated by deflation of the Nominal series.

The second

anomaly is that Real Tourism GDP statistics are not

very consistent with the nominal data, when inflation 1s taken

into account. Real Tourism GDP grew 18% between 1977 and 1987;
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this growth rate (less than 2% at an annual average rate) is

moderate compared to other GDP categories. However Tourism

expenditure and Nominal GDP grew at the phenominal rates of 239%

and 207 % respectively. These rates are far in excess of the 115%

growth of the Retail Price Index over the period. It is

difficult to explain how an industry which grew so rapidly, as

indicated by the growth in expenditure, became so debt ridden. At

December 1986, the industry’s debts outstanding peaked at about

$130 M. with overdrafts alone totalling $30 M. Obviously part of

the problem may lie with an apparent spate of overconstruction

and undercapitalisation in the late ‘70s. However, this is only a

partial explanation in view of the massive additions tec capital

that should have followed growth of the magnitude indicated by

the official estimate of Tourism Expenditure.

The third anomaly is that it 1is difficult to explain why the

balance of payments is so weak when Tourism, the country’s main

foreign exchange earner, is apparently doing well. The weakness

in the Balance of payments is indicated by the height of the debt
service ratio (about 25%) and the sevenfeld increase in the level

of annual debt service paymenits in as many Years. The fact is

that the credibility of all of the statistics becomes an issue to

the extent that growth in the nominal statistics cannot be

explained by the product of the growth rates for Real GDP and

Inflation.



Appendix (2) gives the results of a simple model of Tourism

Expenditure/GDP calculation {denoted TEG) using seascnally

adjusted tourism nights (including cruise nights) times inflation

as a proxy for the true hotel rate. The weights were derived

from a visitor expenditure survey undertaken by the Barbados

institute for Management and Productivity in 1980. In brief, this

model shows a more plausible increase of 153-163% for tourism

expenditure over the ten year period (1977-87). There is a great

deal of similarity between the various estimates in the pre-

recession period (1977-80) when to our knowledge discounts were

fairly stable. The

official estimate shows an increase in

tourism expenditure of 113%, compared with increases of 116%

and 118% in the estimates of the TEG meodel; in addition tourism

bank receipts grew by 99%, or roughly the same amount. However

the estimates diverge markedly thereafter. During the recession

period{1981-i983) tourism bank receipts declined 13%, compared

with declines of 14% and 15%% in the estimates of the TEG model:;

the official estimate showed a marginal decline of just 4%

during this difficult period. During the post-recession period

(1984-87) tourism bank receipts increased by 17% compared with

increases of 17% and 19% in the TEG model;however the official

estimate was again considerably higher at 33% .

This systematic divergence between official estimates of

expenditure and receipts gives greater weight to the suggestion

that the official estimate of tourism expenditure greatly over-
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states the revenue position of the industry, because of heavy

discounting. It is noteworthy that a stable relationship exits

between tourism bank receipts and the estimates of expenditure

generated by the Tourism Expenditure/GDP model. in addition

tourism bank receipts exibit the same general cyclical

fluctuation as +the latter wusing entirely independent sources of

data. If the TEG estimates are correct then tourism bank

receipts track an acceptably high proportion (about sixty 60%) of
obvious potential for

expenditure given the leakages and

hoarding.
It is not intended to suggest that either of the estimates is
accurate, but if the model estimates are better, then the Balance
of payments implicaticons c¢ould be far reaching. The apparent
stability of receipts to calculated expenditure tends to suggest
either that there is no tendency to increase hoarding of receipts
in difficult periods (perhaps because surplus funds are reduced)

or that there 1is a fixed and systematic outflow of tourism

reserves which has little to do with hoarding. This might arise

from the fact that the portion of tourism expenditure accruing
(and prepaid)} to tour operators should increase more or less
proportionately with expenditure, (ceteris paribus).

The possibility that tourism expenditure is overstated is an old

issue which was also raised by the I.M.F. because of its Balance

of payments implications. The period 1982-86 has been marked by



serious Balance of payments weakness and considerable

uncertainty/speculation over the exchange rate. This is a

situation which often produces unofficial capital flight and
shows up in the form of negative errors & omissions in the
Balance of payments. The errors are marginally positive at
present but would indeed be more positive if it could be

determined that tourism expenditure was overstated. The balance

of current and capital flows (an indicator of the foreign

exchange health of the economy) was marginally negative for

most of the recession and post recession period. Ceorrection of

the Balance

of payments for the reduced estimates of tourism

expenditure result in negative and accelerating balances of

current and capital flows. This indicates that the country’s net

foreign earnings position has worsened continually since the

onset of the recession. In fact the corrected trend is now almost
identical to the trend in debt service over the period 1981-1987.

However, +the corrected trend of the errors may indicate a

significant trend in unexplained/unreported foreign capital

inflow during the period. This trend, if correct, is surprising

and warrants investigation.

CONCLUSION

It is possible to find methodological/reliability problems with

virtually all of the statistics produced in Barbados including,

GDP, BOP, Inflation, Employment and Tourism Expenditure. This
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paper highlights some of the problems with the tourism

statistics, particularly Tourism Expenditure, believed by some to

be overstated. Using the results of a new model of Tourism

Expenditure/GDP calculation the relationship between tourism and
related statisties are evaluated for the ten year period 1977-87.
The main weakness of the model lies in the failure to account for

tourists staying in unrecognised accomedation; this 1is important

because this segment (of arrivals) has been growing rapidly in

recent years. Industry specialists believe that this segment

largely comprises significant numbers of expatriate Barbadians

who spend considerably less per head +than the sectoral average

although they stay longer. If this is true then the model will

overstate GDP and the true estimate of tourism expenditure will

be even lower than the already reduced estimate derived.

The main conclusions are, firstly, that tourism expenditure is

significantly overstated, because of the failure to account forx

discounts on the hotel Rack-Rate, particularly since the last

recession. Since tourism expenditure is used as the basis for

the estimate of travel receipts (in the Balance of payments), the

latter are similarly overstated. Secondly, correction of BOI

statistics for the extent of this overestimation will result ir

significantly negative and increasing balances of current an

capital flows; this indicates an accelerating deterioration o:

the country’s net foreign earnings position; the corrected tren

is virtually identical to the trend seven~fold increase in debt



service in as many years (1981-87). The surprising thing is that

despite considerable anxiety over the exchange rate the corrected

errors and omissions indicate the possibility of increased

unexplained foreign capital inflow over the period. Thirdly,

Tourism Bank Receipts, which exibit a fairly stable relationship

to the model’s estimates of tourism expenditure (approximately

60%), is probably a fairly reliable BOP statistic {though

difficult to interpret). Fourthly, it

appears that the debt

situation of the tourism sector, and of the country in general,
partly results from the fact that tourism has grown rather slowly
over the period (often lagging the non-tradeable sector): most of

the apparent increase in tourism expenditure has been an

illusion, explainable away by inflation.
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