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used before formal action, and requested a Web site statement that “such activity is not
fegal within the state of Kansas.”

The Florida attorney general®™ has concentrated his enforcement efforts on trying
to stop Western Union and credit card companies from contracting with offshore
operators and by discouraging Florida publications and media from accepting offshore
advertisements. The Florida attorney general in December 1997 reached an agreement
with Western Union “to stop wiring money from Florida to offshore gaming sites.” In
October 1999 the attorney general wrote to general counsel of both Visa International
and MasterCard International,** stating that because gambling contracts are
unenforceable in Florida, “Visa/MasterCard may not have authority to collect on charges

433

which gamblers make to offshore casinos or other gambling establishments from

computers, telephones, or any other means when a bettor located in Florida attempts to
dispute the charge.” Furthermore, if a gambler loses any money when placing a bet,
Florida Statute (§ 848.29) allows suits against any entity “which sets up or conducts the
gambling transaction in which the loss occurs or has an interest in it as a backer.” He
specifically requested a meeting as to how to prevent credit card transfer of funds for
offshore wagering. In an interview, the attorney general stated “If the two companies
don't go along with the attorney general's request, ‘we’d probably end up in court.”** In
December 1997 the atiorney general also requested the media not to accept offshore
wagering advertisements. Specifically, he contacted Las Vegas Sporting News,
Buccaneer M'aga'zine and Sunshine Network. Has he been successful? The Tampa Bay
Tribune, in an dffshore gambling editorial, reported, “Listen to the Tampa Bay area’s two
maijor sports radio stations and you will hear ads for placing bets on football games,

even though such gambling is against the law in Florida. Then again, the betting

advertised does not take place at a local casino.”*® In fairess, the inactivity of the
attorney general's office might be “because the lawyer who was overseeing the matter
died, and the office had begun shifting its resources to other issues.”

Occasionally an attorney general might request a radio station to stop broadcasting
interactive gaming ads. In Arizona, the office of the attorney general contacted “one
radio station in town [that} was running a lot of ads for an Internet sports book... ‘We
sent them a strongly worded lefter suggesting that they might want to talk to their

433 Lane Kelly, “Offshore Gambiing Curbs Working: Advertisements for lliegal Operations Halted by Media
After State Urging,"” Sun-Sentinel (Fort Lauderdale}, January 9, 1998 at 3.

434 Letler, Gary L. Betz, Special Counsel to the Attorney General, to respective General Counsel for Visa and
MasterCard, October 22, 1999.

435 "Florida AG Warms Media to Drop Offshore Gambling Sites Advertisements,” Interactive Gaming News,
November 18, 1999.

436 “The Problem of Online Gambling,” Tampa Tribune, November 15, 2001 at 16.
437 Matt Richtel, “Companies in the US Profiting From Surge in Internet Gambling,” N.Y. Times, July 6, 2001.
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at’torney.’“438 The attorney general also opined that “US companies making money from
Internet gambling are participating in an illegal operation and are liable to prosecution.”
However, she realized prosecution of an offshore entity in Costa Rica could be
frustrating since “these countries don’t even recognize our subpoenas.” The attorney
general has also opined that an operator setting up “Internet kiosks” in sports bars and
coffee shops, which allow players to participate for real money in blackjack, would be in
violation of the faw. When he has a stake in any winnings for providing free access to
gambling sites, he may be in violation of Arizona law. The attorney general has opined
that “it is illegal to accept benefits from online gambling such as salary or business
revenue, to furnish a device, assist in the organization or supervision of gambling, and
for bar owners to knowingly host betting in their facilities....”™® The owner/advertiser
had owned the domain names for online gambling and leased them to an entity, but he
didn't share in its profits. The attorney general's office opined he may be guilty of an
offense which has a punishment “from probation to two-and-a-half years in prison. The
first customer and the first kiosk count as the first offense.”*

Qccasionally, an attorney general will restrict action to activity within its state. In
New Mexico™' the attorney general reached a cease-and-desist settlement with a New
Mexico corporation that conducted an Internet-based raffle operation to assist charities.
Various activities were in violation of New Mexico laws including the “advertising of the
raffle over thEa Internet.”™*? In Colorado, the attorney general and the gaming
commission requiested all media and radio stations to cease advertisements for Internet
casinos and spors books. The letter of Dec.17, 2001 advised the media that “accepting
and airing or printing these advertisements in furtherance of illegal activity could in fact
" constitute violations of Colorado and federal law” and that they “could also violate
Colorado consumer protection statutes regarding deceptive frade practices” by
broadcasting internet gambling ads.

Dealing with States

It is important for an operator to remember the following when dealing with states:

438 Jonathon Sidener, “Net Gaming is Lucrative; Arguments on Web Gambling's Legality Unclear,” Arizona
Republic, October 2, 2001 at D1.

439 “Arizona Businessman Betting on Ontine Gaming Kiosks,” Rolling Good Times.

440 Anne Lindner “l-Gaming at Intemet Kiosks Raises Eyebrows in Arizona,” Interactive Gaming News, August
15, 2001.

441 “New Mexico AG Successfully Stomps Net Raffle” Sept. 20, 1999,

442 “Attorney General Madrid Reaches Settlement: On-line Charities Raffle Company to Cease lllegal Activity,”
September 15, 1999 as cited in ID.

443 Letter, Colorado Attormey General and Chairman, Colorado Limited Gaming Control Commission, Dec. 17,
2001 “Re: Advertising for Hlegal Offshore Sports and internet Wagering.”
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Headline Archives
ONLINE GAMBLING
Don’t Roll the Dice

06/06//07

If you've ever thought about
visiting a cyber casino, here’s
something you should know: it's
illegal to gamble online in the
United States.

“You can go to Vegas. You can
go to Atlantic City. You can go to
a racetrack. You can go to those
places and gamble legally. But
don’t do it online. It's against the
law,” says Leslie Bryant, head of
our Cyber Crime Fraud unit at FBI

Headquarters.

That means:

... No placing cyber bets on sporting events or in virtual card games;
... No transferring money electronically for gambling; and

... No wagers in offshore Internet casinos even if you live in the U.S.

What's allowed? Some free online games, fantasy leagues, and
Indian gaming sites that aren'’t strictly defined as Internet gambling.

It's also illegal for businesses to run gambling websites and to solicit
online bets. Even companies handling transactions for cyberspace
bettors can face federal charges.

Cracking down. Our strategy for tackling illegal online gambling—as a
key enforcement agency—is to start with the companies providing the
services in the first place. “We're going after the people making the
money—the owners of these virtual casinos, gaming rooms, and off-
track betting parlors,” Bryant says.

We currently have about a dozen of these cases in motion. One of the
biggest came last July when a federal grand jury in St. Louis returned
a 22-count indictment against 11 individuals and four companies for
their involvement in illegal online gaming and related activities. On May
24, one of the companies—BetonSports— pled guilty to racketeering
charges in the case.

We've also had success against companies supporting the money
flows behind virtual gambling. In January, for example, two Canadians
were charged with operating an Internet payment services company
that transferred billions of dollars in illegal gambling proceeds between
U.S. citizens and the owners of online gambling sites outside the

http://www.fbi.gov/page2/june07/gambling060607.htm
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country.

In 2003, another Internet financial services company paid $10 million
in a civil agreement to settle allegations that it aided illegal offshore
and online gambling agreements. The U.S. government has also
settled several cases with online businesses that have accepted
money to market virtual gambling operations.

Think a little online gambling can’t cost you? Don’t bet on it. Even
if you don't get caught gambling, you could well lose the money you
have in an online gaming account if the company faces charges, since
the U.S. government seizes assets in these cases whenever possible.

FYI, here are the primary federal laws that govern online
gambling:

= Unlawful Internet Gambling Enforcement Act of 2006

= Transmission of wagering, betting by use of a wire
communication

m Broadcasting lottery information

Fraud by wire

= Mail fraud: Attempt and Conspiracy

For more information on our cyber investigations and operations, see
our Cyber Investigations website.

Accessibility | eRulemaking | Freedom of Information Act | Legal Notices | Legal Policies and Disclaimers | Links
Privacy Policy | USA.gov | White House

FBI.gov is an official site of the U.S. Federal Government, U.S. Department of Justice.

http://www.fbi.gov/page2/june07/gambling060607.htm 8/30/2007
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Online Gross Gambling Yield by Operator Location 1998 - 2012E

Constant US$ billions 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007E 2008E 2009E 2010E 2011E 2012E

Africa 0.02 0.03 0.03 0.05 0.10 0.17 0.21 0.23 0.24 0.21 0.26 0.30 0.32 0.34 0.37]
Asia and the Middle East 0.00 0.00| 0.01 0.12 0.19 0.31 0.34 0.44 0.94 0.98] 1.39 1.72 2.04 2.35 2.70)
Cen America and the Caribbean 0.48 0.78| 2.32 2.75 2.89 2.65 3.03 3.13 3.36 2.40 3.43 4.60 5.30 4.91 5.01]
Europe 0.05 0.09| 0.24 0.82 1.50] 2.85 3.82 5.37, 6.58 6.86! 8.09 8.72 9.33 9.95] 10.53]
North America 0.02 0.03 0.09 0.15 0.28 0.45 1.38 2.94 3.45 2.93 3.37 3.71 3.89 4.67 4.97
Oceania 0.04 0.11 0.12 0.15 0.19 0.24 0.34 0.38] 0.41] 0.34 0.39 0.43 0.45 0.47 0.49)
Total 0.61 1.04] 2.80] 4.05 5.14 6.67| 9.12 12.49 14.98 13.73 16.93 19.47 21.33 22.70 24.07|

Source: Global Betting And Gaming Consultants May 2007




GBGC Forecasts

Last Updated:

5/2007

Please Reference - Global Betting and Gaming Consultants

NB. All figures are Gross Gambling Yield (i.e. Stakes less Prizes or Rake, etc)

Online Gross Gambling Yield by Operator Location 1998 - 2012E (Selected Jurisdictions)

Constant US$ millions 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007E 2008E 2009E 2010E 2011E 2012E

Antigua 546.1] 1,716.1] 2,391.5{2,109.4|1,415.7| 1,124.6] 1,137.5] 1,086.1 947.9 981.6] 1,014.7 1,041.3] 1,067.7] 1,094.0
Costa Rica 202.3 784.5 860.5| 951.7|1,112.1] 1,360.2| 1,436.3| 1,499.0f 2,007.7f 2,088.9| 2,175.1| 2,257.8] 2,341.3] 2,425.6
Curacao 12.7 36.4 54.8] 105.6] 163.5 251.0 253.2 240.7 214.9 229.1 241.3 253.4 259.2 264.9
Malta 0.0 0.0 321.6] 383.0] 688.6 791.5 976.9] 1,181.1] 1,322.3| 1,500.9] 1,652.9] 1,778.5| 1,879.8] 1,960.2
Gibraltar 54.0 139.1 280.8| 438.8] 950.3|] 1,579.0f 2,472.6] 3,152.9] 2,284.4] 2,723.9| 2,743.3] 2,793.9] 2,707.7| 2,668.3
Khanawake 32.7 121.1 242.2| 297.5| 455.7] 1,269.6] 2,659.1f 2,459.7 2,058.9| 2,248.9| 2,407.4| 24524 2473.0] 2,482.4
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Cost of Capital 2006 Yearbook

The main provider of data for the Cost of Capital Yearbook is Standard & Poor’s Compustat® Data, Copyright ©
2006, a division of the McGraw-Hill Companies, Inc.

The information presented in this publication has been obtained with the greatest of care from sources believed to be
reliable, but yet not guaranteed. Ibbotson Associates and providers of data to Ibbotson Associates make 1o
warranties, expressed or implied, as to the results to be obtained by the subscriber or others from the use of the data
provided hereunder, and there are no expressed or implied warranties of merchantability or fitness for a particular
purpose or use. The accuracy and completeness of the data are not guaranteed, and Ibbotson Associates and its data
providers shall have no liability for errors or omissions with respect to the data or its delivery regardless of the cause
of such error or omission. In no event shall Ibbotson Associates or its data providers have any liability for any
indirect, special, or consequential damages, including bur not limited to lost profits. Data contained hereunder is
proprietary to Ibbotson Associates and its data providers and is for customer’s internal use only; redistribution of the
data is expressly forbidden.

Copyright © 2006 Ibbotson Associates, Inc. All rights reserved. No part of this publication may be reproduced or
used in any form or by any means—graphic, electronic, or mechanical, including photocopying, recording, taping, or
information storage and retrieval systems—without written permission from the publisher. To obtain permission,
please write to the address below. Spegify the data or other information you wish to use, the manner in which it will
be used, and attach a copy of any charts, tables, or figures derived from the information. There is a $150 charge per
request. There may be additional fees depending on usage.

Published by:

Ibbotson Associates

¢/o Morningstar Inc.

225 West Wacker Drive, 9th Floor
Chicage, IL 60606

Main (312) 696-6000

Sales (800} 758-3557

Fax (312) 696-6010
www.ibbotson.com

Additional copies of the 2006 Cost of Capital Yearbook may be obtained for $395, plus shipping and handling.
Archived copies of previous editions (1994-2003) are available for $495, plus shipping and handling. To ensure that
you are using the most up-to-date dara available, order the Cost of Capital Yearbook with Quarterly Updates, the
preferred solution of financial professionals worldwide. In addition to receiving the annual yearbook (data through
March), the Cost of Capital Yearbook with Quarterly Updates also includes three quarterly updates (data through
June, September, and December). The cost of the Cost of Capital Yearbook with Quarterly Updates is $995, plus
shipping and handling.

For additional information about Ibbotson Associates publications, products, or consulting services, call Ibbotson
Sales at 800 758 3557, or visit the Cost of Capital Center at www.ibbotson.com. Written inquiries are accepted at
the address listed above.

Tbbotson Associates
Chicago, IL i




STATISTICS FOR SIC CODE 7999

Amusement and Recreation Services, Not Elsewhere Classified

This Industry Comprises 17 Companies

Industry Description Sales (million$) Total Capital {mimon$)
Establishments primarily engaged in the operation of Totat 18117 Total 65.805
sports, amusement, and recreation services, not Average 1.085.7  Average 3.870.2
elsewhere classified, such as bathing teaches, Three Latgest Companies Three Largest Companies
swimming pools, riding academies and schocls, carnival HARRAHS ENTERTAINMENT INC 7.111.0 HARRAHS ENTERTAINMENT INC 28.364.5
operalion, exposition operation, horse shows, picnic MGM MIRAGE 6,482.0 MGM MIRAGE 24.629.1
grounds operation, rental of rowboats and canoes, and ISLE OF CAPRI CASINGS INC 1,111.6  STATION CASINOS INC 7,220.8
shooting galleries. Three Smaliest Companies Three Smallest Companies
LOTTERY & WAGERING SOLUTIONS §.1 GLOBAL CASINOS INC 83
GLOBAL CASINOS INC 38 ALL AMERICAN SPORTPARK INC 5.8
ALL AMERICAN SPORTPARK INC 22 LOTTERY & WAGERING SOLUTIONS 07
SIC vs. S&P 500 for Last 10 Years (%) Number of Companies & Total Capital {billion$)
S&F Debt Rating Large Cap Mid Cap LowCap MicroCap  Totals
B SIC Composite BIS&P 500 FYYWYWY L 0 0 0 0 T (companies]
‘a‘ggg 0.0 0.0 0.0 0.0 0.0 {capital)
30:00 BBB 1 o 0 0 1
25.00 25.4 0.0 0.0 0.0 25.4
20,00 EB, B, CCC, CC, D 1 1 3 1 6
15.00 246 7.2 6.4 04 38.7
12—38 Not Rated 0 0 0 10 10
6.00 Totals Dlg 0.(1] 0.2 11‘? 11:
Avg Return Std Deviation 50.0 72 a4 22 5.8
Annualized Statistics for Last 10 Years (%) Compound Annual Equity Return (%) Sales, Income & Market Capitalization (billion$)
Avg Return Std Deviation 5 Years 10 Years Operating Net  Equiy Debt
S&P 500 10.28 17.20 T5th Percentile 39.34 17.32 Sales  Income Income  Capital Capital
SIC Composite 27.11 34.81 Median E 29.87 11.06 Current Yr. 18.1 4.7 0.9 36.8 29.0
Large Composite 22.00 36.11 25th Percentils 21.82 453  LastYr. 13.0 34 0.8 255 15.3
Small Composite 2874 130.29 SIC Composite 34.43 2297  2Yrs. Ago 124 341 0.6 18.6 13.5
targe C_smposite 28.47 1680 3 Yrs. Ago 12.3 3.1 0.5 11.0 13.2
Small Composite 115.20 -23.88 4 Yrs, Age 1.7 2.8 04 13.9 134
Growth Over Last 5 Years {%) Capital Structure Ratios (%) Distribution of Sales & Total Capital {million$)
r ’ Distribution of Sales Total Capital
Net Cperating Net Debt/Total Capital Debt/MV Equity Latest 5-YearAvg Laiest 5-Year Avg
Sales Income  {ncome Latest 5-Year Avg Latest 5-Year Avg  9Gth Percentils 3,259.8 2452.8 14189.5 7,005.2
Median 4.95 9.12 6.26 43.55 54.40 7714 119.28  75th Percentile 915.4 8457 21586 1,420.8
SIC Composite 11.31 13.22 2395 4247 47.55 72.91 90.69  Median 153.2 197.7 4263 2515
Large Composite 14.83 15.03 31.25 45.89 48.58 84.83 9447  25th Percentile 18.9 9.8 89.5 57.1
Small Composite -10.83 NMF  -70.23 30.88 76.85 44.68 331.97  10th Percentile 4.7 4.0 7.3 5.2
Margins (%)
Operating Margin Net Margin Asset Turnover Return on Inv, Cap. Return on Assets Return on Equity
Latest 5-Year Avg Latest 5-Year Avg Latest 5-Year Avg Latest  5-Year Avg Latest 5-Year Avg Lalest &-Year Avg
Median 19.28 18.18 3,71 0.69 64.77 82.55 1.47 1.96 2.79 0.38 2.65 1Ab6
SIC Composite 26.17 2521 4.91 4.75 47.35 51.07 202 247 2.32 2.43 2.47 3.58
Large Composite 28.17 26.G2 4.95 5.86 45.86 48,78 1.87 285 2.27 2.86 266 4.39
Small Composite 5.37 16.12 -0.19 -27.19 75.58 64.10 63.91 -68.55 -0.14 -17.43 -0.28 -107.12
Equity Valuation Ratios (Multiples) S Dividend Yield
i (% of Price)
Price/Earnings Market/Book Price/Sales Price/Cash Flow Price/Qperating Income 5
Latest 5-Year Avg Latest 5-Year Avg Latest 5-Year Avg Latest  5-Year Avg Latest 5-Year Avg § Latest 5-Year Avg
Median 37.69 94,38 2.37 1.15 1.65 0.78 NMF NMF 7.76 425 ; .00 .00
SIC Composite 40.44 2041 2.28 1.83 1.99 1.33 NMF NMF 7.58 627 1 095 0.68
Largs Compaosite 37.62 18.91 1.91 171 1.86 1.33 NMF 45,98 711 5.13 0.98 0.62
Srnall Composite NMF NMF -4.45 -0.85 8.67 0.25 28.45 NMF 12.42 1.57 ; 0.00 0.00
Growth Rates (%) i Cost of Equity Capital (%) ’ Weilghted Average Cost of Capital (%) ! Levered §Un[evered
i Betas {Betas
Analysts' : CAPM 3-Factor Discounted Cash Flow ; CAPM 3-Factor Discounted Cash Flow ; Raw  Adjusted ; Adjusted
CAPM + Size Pram Fama-French 1-Stage  3-Stage i CAPM + Size Prem Fama-French 1-Slage 3-Stage : Bela Beta ¢ Bata
Median 10.59 13.72 11.44 15.81 10.05 E 9.38 10.04 .92 12.66 0.77 078 h 0.39
SIC Composite 10.39 11.41 10.83 15.92 8.70 ‘ 9.10 9.69 8.36 12.31 0.73 0.75 0.50
Large Composite 10.27 10.27 10.41 15.97 11.40 ) 8.76 8.76 8.84 11.78 0.71 0.73 047
Small Composite i 11.88 15.83 15.03 15.81 &.00 ; a.76 11.87 11.53 11.96 1.47 0.6 .53
Cost of Capital 2006 Yearbook  ©2006 Ibbotson Associates
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Introduction

The following document was issued by the Secretary General of the World Tourism
Organisation to its members on 5 November 1981. It was prepared by the
Investment in Tourism working party of the Affiliate Members of WTO which is

made up of:

Horwath & Horwath (UK) Ltd — Chairman, representing Horwath & Horwath
International

Centre d’ Etudes du Tourisme (Canada)

Iberia (Spain)

Institut fur Fremdenverkehrs-Entwicklung (Austria)
International Hotel Association

Kenya Tourist Development Corporation
Promotour (France)

Spantax (Spain)

Travel Industry Association of America

The paper sets out to explain tourism multipliers, and the state of knowledge of
them, in simple layman’s terms. It is intended to aid practitioners in tourism who
do not have direct technical knowledge.

It was prepared for the working party by Martin W. Gerty of Horwath & Horwath
(UK) Ltd under the guidance of professor Brian Archer (Department of Hotel and
Tourism Management, University of Surrey), and J.A. Bodlender (Horwath &
Horwath International), Chairman of the working party. Professor Archer also
edited the paper. The working party’s thanks are expressed both to Professor
Archer and Mr Gerty for their time and effort in preparing this paper.

The paper does not necessarily represent the views of the World Tourism
Organisaton, its affiliate members or the working party.

It has been written to focus attention on the effects of the tourism multiplier and
the economic benefit, which can therefore be derived from the introduction of
additional tourist expenditure into a region, and on the factors to be considered
when evaluating this benefit. In this context accommodation is of particular
importance, because it accounts for a high proportion of tourist spending in a
destination, and because serviced accommodation is labour intensive, resulting in

November 1981 Page 1



Horwath Tourism & Leisure Consulting Tourism Multipliers Explained

significant direct and induced secondary and tertiary benefits to the local
economy. This is fundamental to the encouragement of investment in tourist
facilities, and particularly hotels, in Third World countries.

We have reproduced this document for private circulation to a select number of
the clients of our member firms and their contacts within the industry, with the
specific permission of the Secretary General of WTO, for which we express our
thanks. A number of copies are also being supplied to International Hotel
Association for private circulation. Copies of the original document in Spanish
and French are available from WTO, Madrid.

November 1981 Page 2



11

1.2

1.3

The Multiplier Concept

The Multiplier measures the impact of extra expenditure introduced into an
economy. It is therefore concerned with the marginal rather than average
changes. In the case of tourism this extra expenditure in an area can take
many forms, including the following:

spending on goods and services by tourists visiting the area;
investment by external sources;

government (domestic or foreign) spending (e.g. domestic government
spending on infrastructure in a region or foreign government aid);

exports of goods stimulated by tourism.

The expenditure can be analysed as follows:

Direct Expenditure - in the case of tourism this is expenditure made by
tourists on goods and services in hotels, restaurants, shops, other tourist
facilities, and for tourism generated exports, or by tourism related investment
in the area.

Indirect Expenditure - this covers successive rounds of inter-business
transactions which result from the direct expenditure, such as purchases of
goods by hoteliers from local suppliers and purchases by local suppliers from
wholesalers.

Induced Expenditure - this is the increasing consumer spending resulting
from the additional personal income generated by the direct expenditure,
e.g. hotel workers using their wages for the purchase of goods and services.
Indirect and induced expenditure together are called secondary
expenditure.

However, there are different and conflicting concepts of the multiplier, with four
types of multiplier, which are intrinsically linked, being in common use:

Sales (Transaction) Multiplier — this measures the extra business turnover
created (direct and secondary) by an extra unit of tourist expenditure.

Output Multiplier - this is similar to the Sales Multiplier but it also takes into
account inventory changes, such as the increase in stock levels by hotels,

November 1981 Page 3



Horwath Tourism & Leisure Consulting Tourism Multiplier Explained

restaurants and shops because of increased trading activity. It should be
noted that few researchers specify whether or not inventory changes have
been taken into account.

Income Multiplier — this measures the income generated by an extra unit
of tourist expenditure. Confusion arises over the definition of income.
Many researchers define income as disposable income accruing to
households within the area, which is available for them to spend.
However, although salaries paid to overseas residents are often excluded,
a proportion of these salaries may be spent in the local area and should
therefore be included. In considering national economies some studies
include revenue accruing to the government in income.

Income multipliers can be expressed in one of two ways: the ration
method, which expresses the direct and indirect incomes (or the direct
and secondary incomes) generated per unit of direct income; or the
normal method, which expresses total income (direct and secondary)
generated in the study area per unit increase in final demand created
within a particular sector.

Ratio multipliers indicate the internal linkages which exist between various
sectors of the economy, but do not relate income generated to extra sales.
Hence, on their own, ratio multipliers are valueless as a planning tool.

Employment Multiplier — this can be expressed in one of two ways: as a
ration of the combination of direct and secondary employment generated
per additional unit of tourist expenditure to direct employment generated,
or as the employment created by tourism per unit of tourist expenditure.

Multipliers can be further categorized by the geographical area which is covered
by the research, such as alocal community, a region within a country, or a
country as a whole.

November 1981
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2.1

2.2

2.3

Models

Multiplier evaluation necessitates the use of models. The degree of
sophistication of these models varies. However, there are three elemental
forms:

0) Base Model - this is very simplistic and rarely used in practical research. It
assumes that one can divide the economy under research into export
activities and local (non-export) activities, and that a stable relationship
exists between the export and local sectors, with these sectors linked by
linear relationships. It further assumes that unemployed resources are
available within the economy, and that the scale of the export activities is
the sole determinant of the level of income and employment within the
area.

(i) Keynesian Model - this is based on identifying streams of income and
employment which are generated in “rounds”, which diminish in geometric

progression because of leakages at each round.

(i)  Input-Output Model - the input-output concept analyses the economy into
its sectors and expresses a relationship of these sectors in matrix form, based
on the results of research into the effects of tourist expenditure.

Most multipliers in common use incorporate the general principle of the Keynesian
model. Keynesian multipliers have been developed into modified forms of input-
output analysis with separate formulae being utilised for each principal business
activity — one for businesses which are not primarily dependent upon tourism
expenditure and will continue to exist without it, and the second for businesses
which are dependent on tourism for their existence.

Fundamental to multiplier research is the concept of “leakages” from the
economy. Itis such leakages which result in rounds of income and employment,
identified in Keynesian models, diminishing. The exact nature of these leakages
will depend on the characteristics of the particular study. Some examples of
leakages are as follows:

payment for goods and services produced outside, and imported into, the
study area;
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remittance of incomes outside the study area, for example, by foreign
workers;

. indirect and direct taxation where the tax proceeds are not present in the
study area; and
savings out of income received by workers in the study area (i.e. where
there is a low propensity to consume).

November 1981 Page 6



3. Weaknesses and Limitations of Tourism Multipliers

Tourism multiplier research suffers the following limitations:

3.1 Data Deficiency

Multiplier analysis requires a detailed database. In many cases researchers
generate their own data. However, this takes considerable time and money.
In general terms the smaller the research area the less likely it is to have data

available in a suitable format.

This situation is compounded by the fact that tourism is a multi-product industry,
covering a broad spread of economic sectors. Any economic data, which is
readily available, does not usually analyse the economy in sufficient detail.

3.2 Restrictive Assumptions and Limitations

Many of the weaknesses and limitations of multiplier analysis result from
restrictive basic assumptions, which are made in constructing the models. The
more sophisticated models eliminate or reduce some of these weaknesses.

base theory models and the simpler Keynesian-type models do not take into
consideration the different effects of expenditure in different sectors of the
economy. For example, they treat a unit of expenditure by a tourist for
hotel accommodation in the same way as that of a tourist purchasing
consumable goods from a supermarket.

models may be of static form. This assumes that production and
consumption functions are directly proportional, i.e. that further production
undertaken by each sector of the economy will require purchases of inputs
in the same proportions as previously. This has the following limitations:

o] it ignores the possibilities of economies or diseconomies of scale;

o] it uses average rather than marginal relationships between
production and consumption;

0 it assumes that trading patterns remain stable, i.e. that a particular
sector will continue to import and t purchase from other sectors
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3.3

3.4

within the local economy in the same proportions as previously. This
takes no account of supply constraints.

Existence of Supply Constraints

Most multiplier studies assume that supply is “elastic” in all sectors of the
economy, i.e. that the increase in output required to meet the increased
demand resulting from tourism will be met by purchases from the same sources.
This may not be possible because of technical constraints. Supply constraints
cited in research include the following:

lack of available resources (capital, land, labour etc) in the local economy,
thus limiting local production;

lack of foreign exchange to enable the purchase of capital goods and
other necessary imports, thus limiting local production;

the inability of sectors of the local economy to respond to increased
demand for their product. For example, the inability of domestic agriculture
to meet increased demand, which results from a significant increase in
tourism, for its produce. Such an increase in demand may also lead to price
increases, which in turn result in imports becoming price competitive and
hence replacing domestic produce.

In its static form input-output analysis can be used to identify potential supply
constraints.

Use of Homogeneous Consumption Functions

Most multiplier models assume that as household incomes rise these incomes will
be spent on the same products as previously. Clearly in practice it is likely that
such rises in incomes will result in changes in the type of goods purchased.

Research indicates that allowance for changes in consumption patterns
increases leakages and reduces the multiplier effect, particularly in developing
countries, which tend to have higher propensity to import.
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3.5

3.6

3.7

Repercussive Feedback Mechanism

Few multiplier models take into account the effects of increased incomes outside
the study area which result from exports to the study area. This may in turn
generate tourism and expenditure in the study area. Research, which has only
been conducted on small economies, indicates that this has only a minimal
effect.

Speed of Transactions within the Economy

Static multiplier models take no account of the length of time the multiplier effect
takes to work its way through the economy. However, research indicates that
different multiplier values can result from different estimates of the speed with
which the resultant transactions occur in the economy. Little is known about the
way in which a multiplier works its way through economy. However, it has been
suggested* that direct tourist expenditure is likely to “turnover” five to six timesin a
12 month period.

Sensitivity of Coefficients

In constructing a multiplier model a balance has to be reached on its sensitivity. It
must be robust enough to withstand substantial changes in the value of
coefficients (such as the propensity to consume), yet sensitive enough to react to
changes in the pattern of tourist expenditure. The success of researchers in
achieving this balance varies.

Footnote: * 1963 USA Presidential Report
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4.2

November 1981

The Suitability of Multipliers

The major criticism voiced about the suitability of using the multiplier approach
to analyse the impact of tourism, particularly in the context of developing
countries, is that it ignores the opportunity cost of resources and factors of
production, which would be diverted from other uses. Even if spare capacity
exists it does not indicate whether or not tourism is the most efficient way of
employing this spare capacity in the short term.

However, it should be noted that the above aspects relate to the need to
make a sensible investment decision. This can be evaluated by the use of
cost-benefit analysis. Multiplier analysis relates to a different policy question,
and is more suitable for the examination of the economic effect of increased
tourist expenditure and its impact on other sectors of the economy.
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5.1

5.2

Multiplier Values
Introduction

The size of a tourism multiplier depends on the specific circumstances of the case
under study, including the nature of the local economy and particularly the
degree to which its various sectors are inter-linked in their trading patterns.

It should be noted that, whilst a considerable number of tourism multiplier studies
have been carried out in recent years, some of these studies have been
conducted with a lack of expertise and have given misleading results.

The following sub-sections give values of tourism multipliers indicated from past
research.

Tourism Output/Sales Multiplier

A range of tourism output/sales multipliers resulting from specific researches is
given in the table below. These range from 1.16 in Gwynedd (a regional
economy in Great Britain) to 2.339 - 3.198 for the Turkish economy. This latter
figure is shown as a range because the researchers quantified an unconstrained
multiplier (3.198) and one which includes allowance for foreign trade constraint
(2.339).

Tourism Income Multipliers

Country or Region Tourism Output/Sales Multiplier
Turkey Q) 2.339 - 3.198
Door County, Wisconsin ) 2.17
Clinton County, Pennsylvania 3) 1.98
Grand County, Colorado 4) 1.94

(a) Fisherman 1.95

(b) Hunters 191
Southwestern Wyoming (5) n/a

(a) Lodgings 2.30

(b) Food and Drink 1.84

(c) Gas and Auto Sales 1.73
Walworth County, Wisconsin (6) 1.87
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5.3

Tourism Multipliers Explained

Country or Region

Tourism Output/Sales Multiplier

Sullivan County, Pennsylvania
(a) Wwildlifers
(b) Tourists
(c) Vacation Home Owners
Barbados

Gwynedd, North Wales

©)

Q)
®

1.60
1.56
1.62
1.62
141
1.16

Sources: The numbers in brackets refer to the relevant studies mentioned in the Bibliography

It can be seen from this table that the multiplier for Barbados has a relatively low
value. This is because of the relatively weak backward linkages in the

economy, which is typical of small island economies.

Tourism Income Multipliers

The following table shows tourism income multipliers for 21 countries or regions.

Country or Region

Tourism Income Multiplier

Normal Value (Ration Value)

Ireland

United Kingdom

Dominica

Bermuda

Eastern Caribbean

Antigua

Missouri State

Antigua

The Bahamas

Walworth County, Wisconsin
Cayman Islands

Grand County, Colorado
Door County, Wisconsin
Sullivan County, Pennsylvania
Southwestern Wyoming
Gwynedd, North Wales

St. Andrew’s, Scotland
South West England

Greater Tayside, Scotland
East Anglian Coast, Scotland

Isle of Skye, Scotland

©
©)
(10)
(11)
(12)
(10)
(13)
(14)
(11)
®)
(10)
@)
@
)
®)
®
(15)
(16)
an
(18)
(19)

1.776 - 1.906 (2.674 to 2.87)*
1.683 - 1.784 (3.163 to 3.354)*
1.195
1.099
1.073
0.880
0.879%*

0.866 (1.63)*

0.782
0.777 (1.52)*

0.650
0.598 (1.34 to 2.50)*
0.550%*

0.443
0.389 - 0.528**

0.370
0.337
0.330 - 0.470
0.321
0.320

0.250 - 0.410

Sources: The numbers in the brackets refer to the relevant studies mentioned in the Bibliography.
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5.4

*  These multipliers were expressed originally in their “ratio” form. The “normal”
values were calculated from data supplied in the original texts.

**  These multiplier values were not stated in the original text, but were derived
from data contained in the relevant articles. In the case of Southwestern
Wyoming, the figures relate to sectoral income multipliers.

With the exception of Ireland and the United Kingdom the national multipliers
relate to small economies and range from 0.65 in the Cayman Islands to 1.195 in

Dominica. The remaining income multipliers in the table relate to regional or local
economies.

Generalisation Relating to Size of Multiplier

An area’s economic composition is the key factor determining the size of a
multiplier. The wider the range of economic activities within the area, the greater
the amount of trading which is likely to take place between them, and hence the
larger the size of the multiplier. The propensity to import goods and services is
particularly important. The higher the propensity to import, the lower the resultant
value of the multiplier, and hence the lower the benefit to the economy.
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