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ITIC Response to the ESRI Ex-Ante Evaluation of Tourism

The treatment of the tourism industry in the ESRI’s Ex-Ante Evaluation of the Investment Priorities for the National Development Plan 2007-2013 is extremely disappointing both in terms of its content and its recommendations.

Clearly, the ESRI remains to be convinced of the importance of tourism to the Irish economy. The ESRI recommends that public infrastructural spending be increased from €7.6 billion in 2006 to an annual average €8.4 billion under the National Development Plan 2007-2013. However, in the case of tourism marketing and product development, the ESRI recommends that public support be reduced from €46 million in 2006 to €32 million on average for the years 2007 through 2013. Thus, while advocating a global increase of 10.5% in public investment, the ESRI recommends a 30.4% cut in annual state investment in tourism. 

In its Evaluation, the ESRI does not document the importance of tourism’s economic impact. Instead, it focuses on performance trends since the late 1990s. However, in its assessment of performance, the ESRI takes no cognisance of the adverse effects on overseas visitor numbers of the Attack on America on 9/11 or of the travel restrictions imposed to prevent Foot and Mouth Disease in 2001. It was entirely predictable that overseas visitor numbers would fall in the face of these two external shocks. What is surprising is the strength of the recovery thereafter, as shown in Table 1.

	TABLE 1

	Overseas Visitor Numbers 2000 – 2006 (‘000s)

	
	
	
	
	
	
	
	
	
	

	Year
	
	2000
	2001
	2002
	2003
	2004
	2005
	2000-05
	2006*

	Visitors
	
	
	
	
	
	
	
	
	

	
	
	6181
	5840
	5919
	6178
	6384
	6763
	    +923
	 5102

	
	
	
	
	
	
	
	
	
	

	% Change
	
	--
	-5.5
	+1.4
	+4.4
	+3.3
	+5.9
	+15.8
	+10.1

	
	
	
	
	
	
	
	
	
	




* Provisional results for January-August 2006 and increase on January-August 2005.
Source: Failte Ireland

As can be seen from Table 1, the strength and durability of Irish tourism is shown by the fact that overseas visitor numbers were almost one million higher in 2005 than in 2001. Over these four years, the number of overseas visitors increased by 15.8%.

The resurgence in tourism growth, evident since 2003, gathered pace in the first half of this year. Provisional data show that more than 5.1 million overseas visitors came to Ireland in the first eight months of 2006, an increase of 10.1% on the corresponding period of 2005.    
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Drawing on these recent tourism trends, a key paper presented to the Dublin Economics Workshop in October 2006 concluded:-


“In general, we can say that tourism is again exhibiting a very strong 


performance” (1).

The ESRI Evaluation describes as ‘modest’, the 14.3% increase in employment at Hotels and Restaurants between 1998 and 2005. However, given its regional spread, the trend in tourism employment should be judged against a 14.8% fall in farm employment and a decline of 4.0% in the numbers at work in Production Industries, including manufacturing, over the same period. For the first time, the numbers at work in Hotels and Restaurants, at 119,400, exceeded the level of agricultural employment, at 116,100, in the second quarter of 2006 (2).
The ESRI Ex-Ante Evaluation recognises the important role that tourism can play in regional and rural development across the whole country. It states:-

 “An important aspect of the nature of the tourism sector is that it can provide

an important stimulus to the economy of the more remote rural parts of the

          country where the range of alternative economic activities is more limited

         compared to urban centres. Thus tourism can play an important role in

         regional development. In Ireland, where tourists are likely to visit for the

         overall experience of the countryside, people and heritage, developing the

        industry in a sustainable manner is important”. 

However, having identified the importance of tourism as an instrument of regional and rural development, the ESRI has nothing more to say. It remains silent on how public resources could be used creatively to stimulate faster tourism growth both in the regions and in rural areas. Inherent in its proposals for cutbacks in the budgets for tourism marketing and in tourism product development is a reduced flow of public resources to economic development in less prosperous regions and rural areas.

This is particularly disappointing in a planning horizon that stretches out to 2013 and for the following reasons:-

· It runs against the grain of the frequently-reiterated government commitment to foster regional and rural development;

· It neglects the growing pull of Dublin in the Irish holiday market. The number of bed nights spent by holidaymakers outside the capital in 2003 was 2.7 million or 14% lower than in 1999 (3).

(1) ‘Understanding the Economic Contribution of Irish Tourism to the National Economy’, Paper presented to the Dublin Economic Workshop. 13-15 October 2006 by Jim Deegan, Martin Kenneally, Richard Moloney and Stephen Wanhill, page 10.
(2) Quarterly National Household Surveys, Q2 1999 and Q2 2006, CSO.

(3) ‘How Tourism to Ireland is Changing: Regional Distribution’, A Report prepared by Tourism and Transport Consult International for ITIC, June 2005, page 1.
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· It lacks a dynamic economic dimension. The numbers at work in agriculture have declined by more than 50,000 over the past twenty years (4). Traditional indigenous manufacturing industry is losing jobs. Many of them located in the regions. When the current construction boom subsides, where will be the wellspring of economic activity in rural and less-developed regions? Tourism provides at least part of the answer – if its development is properly supported.

In terms of the rationale for the cutbacks it proposes, the ESRI Evaluation is unconvincing.

In the sphere of tourism product development, the Evaluation does not appear to recognise that overseas visitor numbers have recovered from the trough of 2001-2002. Yet, international demand for Irish tourism has been growing strongly in recent years, with almost one million more overseas visitors in 2005 than four years earlier. Thus, the Evaluation’s fear that “spending scarce public resources on developing products, the demand for which is going to be low, is not warranted” is misplaced.

However, the current portfolio of tourism products needs to be modernised, refreshed and upgraded. The final report of the Tourism Action Plan Implementation Group found that:-


“There is evidence to indicate that, in many ways, Ireland’s tourism product 


  has become tired and lacking in verve or ‘bounce’ for many tourists” (5).

Modernising the tourism product base is crucial to future success since, as Deegan et al have found that “International tourism research reveals that successful tourism destinations have three inter-linked contributory factors, namely: good access transport at competitive prices, a good macroeconomic environment and, finally, a good tourism product” and “Recent research in Ireland suggests that the product is in need of rejuvenation and this should be a priority (6)”.

There is thus general agreement about the need to upgrade and strengthen the portfolio of Irish tourism products. However, the ESRI Evaluation expresses a general reservation about the state financial support for product development in any sector.

In tourism, state support for product development is justified on three grounds:-

First, a large part of Ireland’s overall tourism product consists of its scenery and the natural environment. For the most part, these are public, not private, goods. Only the state will undertake investments in public goods, since the returns on investment cannot be captured by private enterprises. However, these public goods also provide a platform for new product development which has a commercial dimension.

(4) The numbers at work in agriculture fell from 167,000 as shown in the census of population 1986, to 116,000 as shown in the Q.N.H.S.  Q2  2006.

(5) Tourism Action Plan Implementation Group, Final Report, March 2006, page v.

(6) Deegan – Dublin Economic Workshop October 2006.
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To take an example: Walking/Hiking is the single biggest activity in which overseas visitors engage, with more than a quarter of a million participating in 2004. Developing structured and graded walks, integrated with the provision of food, accommodation and leisure activities, is they type of product innovation that offers the prospect of substantial growth in the future. But unless the state turns the initial investment key, the suite of ancillary new commercial tourism products cannot be unlocked.

Second, many of Ireland’s most prized culture and heritage attractions are publicly – not privately – owned, from Dublin Zoo to the National Gallery and from the Rock of Cashel to the National Museum. Tourism Ireland has identified ‘Culture and Sightseeing’ as the single most important holiday need amongst potential overseas visitors to Ireland in the six principal source markets for Irish tourism (7). There is a need for the state to add to the stock of such publicly owned cultural and heritage sites that are both open to the public and attractive to the overseas visitor. The recent refurbishment and re-presentation to the public of Dublin Castle and its associated conference centre is an indicator of what can be achieved. Since the state is the owner of such cultural and heritage sites, it must also be the investor in their development.

Third, public investment is justified in cases of market failure. As the ESRI Evaluation correctly identifies, market failure can arise in tourism because of the “preponderance of many small and medium-sized enterprises in the sector, which on their own may not be able to develop the tourism product”. Moreover, the Evaluation is right in pointing out that the lack of co-ordination between small tourism enterprises should be the focus of public intervention. Its recommendation that “enterprises in a particular area should be incentivised to develop their shared tourism product on a collaborative basis” is not contested. However, the impossibility of achieving this desired outcome within the Evaluation framework becomes apparent when it is seen that the ESRI has recommended a cut in the budget for tourism product development to €2 million a year over the life of the plan.

Market failure also arises where the returns on investment to society as a whole outweigh the returns to private investors. Where private investors cannot capture an adequate portion of the total returns generated by an investment, they may decide not to proceed, thereby depriving society as a whole of a potential stream of income. In essence, this is the logic that supports public investment in a Conference Centre. Left to the market, a Conference Centre will not be built. Yet, with state financial support, a Conference Centre would attract new overseas visitors to Ireland. Their additional spending would generate positive spill over effects in the form of enhanced incomes and employment in the accommodation, transport, restaurant, leisure and general retail sectors.

(7) ‘Marketing Strategy 2004-2006’, Tourism Ireland, pages 14-15.
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The ESRI Evaluation concedes that a Convention Centre in Dublin “may have a high return”. Yet, on no evidential basis, it recommends that “this development should not receive high priority”. This implicitly prejudges the results of the cost/benefit analysis of the Convention Centre which the Evaluation recommends. In an era of objective, evidence-based policymaking, the dismissal in the space of a paragraph of a Conference Centre that has been planned for Dublin for more than twenty years is quixotic to say the least.

In keeping with the overall thrust of the ESRI Evaluation of the plan, the costs and benefits of a proposed Conference Centre should be objectively and professionally evaluated and the results compared against cost/benefit analyses (CBAs), undertaken using standard methodologies, for all other capital projects competing for public funds. Capital investment priorities should be determined by the comparative CBA rankings. 

In summary, it is clear from the evaluation that the ESRI 

· remains unconvinced of the benefits of tourism to the national economy;

· believes that the recent performance of the sector has been relatively poor, despite a steep growth in overseas tourism numbers since 2003;

· accepts that tourism has a strong regional and rural development potential, but makes no positive recommendations about exploiting that potential;

· singles out state funding for tourism investment for severe cutbacks, recommending reductions of 30% annually for the years 2007-2013 compared to 2006, while supporting a global increase of 10.5% in spending on the national plan over the same period;

· fails to accept that much investment in tourism product development in warranted because the products themselves are either publicly-owned or are based on public goods;

· correctly identifies the need for incentivising greater collaboration in the development of shared tourism products by small and medium-sized tourism enterprises and then proposes an annual budget of €2 million for all tourism product development;

· accepts that a Dublin Convention Centre may have a high return, but then summarily recommends that such a development should not receive a high priority, without benefit of any evidence.

The contents of this Evaluation do not constitute solid foundations on which future tourism growth can be constructed or on which regional tourism growth can be assured.
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