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1. BACKGROUND

The objectives of the South Coast Sustainable Development Project (“Project”) are many.  One important criterion is that the investment made in developing the infrastructure devoted to tourism, protected areas, and fisheries as well as the monies invested to create a strengthened institutional structure supporting the Project must be economically viable.  Specifically, it is required by the Inter-American Development Bank (IDB) that the investment achieve a minimum annual discounted return of 12 percent over the Project horizon of ten years.

The main source of economic return stems from the expected increase in South Coast tourism activity generated by the Project investment.  This enhancement in the tourism product combined with a focused marketing strategy is anticipated to more than double the number of international and resident tourists visiting the South Coast, either staying over night or travelling to the South Coast on day trips.  The spending by these visitors combined with the economic spin-offs of the infrastructure development and institutional strengthening is expected to generate substantive economic returns to the South Coast region, both in terms of economic activity and in jobs.

In developing the estimates of economic return, the Study Team has used in every case cautious assumptions, effectively biasing the economic benefits downward.  As a result, the estimates of economic return presented in the Report must be considered conservative.  Furthermore, it can be argued that the ecological protection of a region has real, if not easily quantifiable, economic benefits.  Similarly, the creation of a sustainable fishery will benefit society through the development of a more efficient existing fishing industry and ultimately in creating a socially viable fishing community on the South Coast.  While these benefits are recognized as being important and potentially large, this analysis does not attempt to quantify these returns to the economy.  Rather, the analysis focuses exclusively on the economic benefits generated by increased tourism.  Since the unquantified benefits stemming from the investment in fisheries and protected areas are positive, the rate of return established in this report can be considered a minimum.

2. DATA SOURCES AND ASSUMPTIONS
Considerable economic benefits
 will accrue to the Jamaican economy as a result of implementing the South Coast Sustainable Development Project.  These benefits stem from three main sources.  

a)  The increase in visitor expenditures.  These expenditures are due to the arrival of new or incremental tourists to the South Coast who would not have come to the area in the absence of South Coast rehabilitation.  These new visitors include both stop-over arrivals and individuals travelling to the South Coast on day trips.  The spending by visitors on accommodation, at local restaurants, on attractions and other site-seeing activities, and on the purchase of local crafts generates added income and employment and thus boosts the local economy.  It also contributes to government revenues through the taxes assessed on tourism-related purchases.

b)  The increase in capital expenditures.  Investment in new capital is either a direct result of the Project implementation (e.g. the construction of the Black River Boardwalk) or the result of privately financed refurbishment of and new construction of required accommodation facilities.
  

c)  The increase in institutional strengthening.  Strengthening the framework and institutional capabilities of the South Coast is critical to the success of the Project.  The additional wages paid to institutional staff, the increase in office expenses and general operational costs, plus the added expenditures required to maintain Project infrastructure all contribute to economic activity and employment in the South Coast.

2.1
Increased Visitor Expenditures

There are three factors that determine the increase in tourist expenditures.  These are briefly itemized below, with a more detailed explanation provided in later sections.

a)  The increase in the number of tourists visiting the South Coast.  Incremental tourist visits include both tourists staying overnight (stop-over visitors) and those travelling to the South Coast for the day from elsewhere in Jamaica (day-trippers).  The source of visitors is sub-divided into three segments: foreign-born International visitors, non-resident Jamaicans (including international visitors born in Jamaica), and resident visitors.  For each sub-segment a profile of demand for each accommodation type is determined.

b)  The expected length of stay.  Average length-of-stay estimates are developed for each visitor segment and further sub-divided by accommodation type.  Multiplying these average lengths of stay by the appropriate number of stop-over visitors in each sub-segment results in the projection of the number of incremental visitor nights.  The number of visitor nights itself influences the accommodation occupancy rates and hence the number of new and/or refurbished accommodation rooms needed.  The expected length of stay for day-trippers is implicitly 0.

c)  The expected daily expenditure per visitor.  Average daily expenditures are assessed for both stop-over visitors (by segment and accommodation type) and day-trippers (by segment).  Multiplying the number of visitor nights by average stop-over expenditures for each sub-segment generates the total expenditures by stop-over visitors.  Multiplying the number of day-trippers by their average expenditure gives the total day-tripper expenditures.

2.1.1
Number of Tourists

As described in the chapter on Market Assessment, the proposed marketing strategy is suggesting the South Coast can expect an increase of 30,000 foreign-born international stop-over visitors by year 10 of the Project, with an additional visits of 7,500-7,600 Non-Resident Jamaicans
 and 3,750-3,800 Resident Jamaicans.  The profile of this increase is displayed in Table 2.1. 

Table 2.1: Stop-Over Visitors To South Coast by Source

 Source: Scott Wilson 2002
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Projections are extended four additional years in order to capture longer-term trends.  The economic evaluation is based only to year 10.

The Jamaica Tourist Board (JTB) uses the Immigration Department’s Arrivals Database to track the number and characteristics of international visitors to Jamaica.  This database was filtered for vacationers not staying at all-inclusive and large EP hotels, and the accommodation profile for international visitors from each source region determined.  The data show, for example, that 57.5 percent of vacationing North Americans not born in Jamaica stayed in Small Hotels as opposed to only 49.9 percent of Europeans.  Similar statistics were estimated for Guest Houses, Villas and Apartments.  It was assumed that no international tourists not born in Jamaica would stay in private homes.  

Non-resident and resident Jamaicans who presently visit the South Coast generally stay in private homes, that is, they generally are visiting friends and/or relatives.  Our projections of increased visitation to the South Coast assume that it is the addition of new and enhanced infrastructure, attractions and cultural heritage that attract visitors.  As a consequence, the additional non-resident and resident Jamaicans coming to the South Coast are not coming to visit their relatives (those people are coming already), but rather are coming for the South Coast itself.  As such, the assumption is that non-resident and resident visitors are equally likely to stay in all accommodation types.  

Based on these accommodation profiles, Table 2.2 displays the projected increase in stop-over visitors by accommodation type.

Table 2.2: Stop-Over Visitors To South Coast by Accommodation Type
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Source: Scott Wilson 2002

Besides the increase in stop-over visitors, the South Coast is expected to benefit from an increase in day visitors as new attractions, visitor facilities and cultural heritage exhibits come on stream.  Table 2.3 on the following page displays the projected increase in day visitors to the South Coast by source region.

2.1.2
Length of Stay

The average length of stay for stop-over visitors is critical in assessing the expected number of visitor nights.  Data from the JTB arrivals database was examined and the average 2001 stay patterns for each source segment (e.g. North Americans) for each accommodation type (e.g., small hotels) calculated.  On average, the typical international visitor not born in Jamaica stayed roughly 12 days in the South Coast.  North Americans stayed the shortest period (roughly 9 days) while Europeans stayed 16 days and other international visitors stayed 11 days. 

Table 2.3: Day-Trip Visitors To South Coast by Source

Source: Scott Wilson 2002[image: image3.wmf]20.0%
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It is recognized that the Immigration Arrivals data may be problematic in that only one (main) location of stay is included in the database.  Visitors staying in Kingston, for example and who travel for a few days to tour the South Coast are not accounted for in the data.  Consequently, the average length of stay is likely biased upwards (as the number of visitors to the South Coast is likely biased downward).
  Furthermore, the Study Team expects the South Coast to appeal to visitors wishing a variety of experiences and therefore it is likely that many visitors will split their visit to Jamaica among several locations.  As such, the Study Team reduced the average length of stay by two thirds for each source segment and accommodation type.  The weighted average Length of Stay estimates for each source group are presented in Table 2.4 on the following page.

Table 2.4: Average Length of Stay in South Coast By Source

 Source: Scott Wilson 2002[image: image4.wmf]$0
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Chart 2.1 displays the trends in stop-over visitor nights for each source group.

Chart 2.1: Total Stop-Over Visitor Nights by Source 
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2.1.3
Daily Expenditures

Total Daily Expenditures

Each month, the Jamaica Tourist Board undertakes a detailed survey of a random sample of tourists at the two airports.  This survey identifies the total average daily spending by each surveyed tourist as well as the types of goods and services purchased.  The Expenditure Survey database was used to determine average daily spending for vacationing tourists in each source segment using each accommodation type.  Thus, the data identified the average daily spending for say, North Americans staying in Guest Houses.  Table 2.5 on the following page displays the average weighted assumptions regarding average daily expenditures for each source group.

Table 2.5: Average Stop-Over Expenditures By Source (in US dollars)
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Only anecdotal information on daily spending for day-trip visitors was available, based on the cost of tours from Montego Bay and Negril.  It is assumed that both residents and non-residents generally will not take tours, but rather will drive to the South Coast.  As a consequence, their average daily expenditures are expected to be significantly lower.

Table 2.6: Average Day-Trip Expenditures By Source (in US dollars)
Source: Scott Wilson 2002[image: image7.wmf]0
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Daily Spending Patterns

Spending on various goods and services varies considerably by the type of accommodation used by the visitor.  A JTB report published in 1998 identified these spending patterns, including the embedded value of attractions within the tour price, and the implicit cost of government taxes.
  These spending patterns by the various accommodation types were applied to the appropriate daily spending values in order to determine the total spending by visitors on each good or service, including accommodation, food and beverages, tours, attractions, sports and recreation activities, and shopping.  Because of taxation, the total spending on goods and services is less than total spending.

2.1.5
Increases in Visitor Expenditures

Chart 2.2 on the following page displays the increase in stop-over visitor expenditures by segment based on the increase in visitors, their length of stay and their daily spending.

The total increase in expenditures for all segments combined is projected to reach US$13.3 million by year 10 and US$15.3 million by year 14.  Total stop-over expenditures over the entire 10-year period are anticipated to exceed US$57.6 million.

Chart 2.2: Increase in Stop-Over Visitor Expenditures (in US dollars)
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The historical nature of the South Coast is anticipated to attract relatively large numbers of resident Jamaicans and those with Jamaican heritage living abroad.  Chart 2.3 displays the trends in day-trip expenditures over the life of the Project.  Day-trip expenditures are expected to reach US$4.1 million in year 10 and US$4.8 million in year 14 with aggregate day-trip spending of US$17.7 million over the 10-year planning horizon.  Combining stop-over and day-trip visitors, the aggregate spending over 10 years exceeds US$75.4 million.
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Chart 2.3: Increase in Day-Trip Visitor Expenditures (in US dollars)
Source: Scott Wilson 2002
2.1.6
Impacts on Accommodation Demand

The accommodation infrastructure of the South Coast is not considered sufficient or adequate in quality to attract visitors in the numbers suggested in the marketing strategy.  As such, there is an implicit assumption that the stock of accommodation will be refurbished and enhanced during the life of the Project.

Generally speaking, stop-over visitors ought to be indifferent between a refurbished room and a room in a new structure.  As such, the visitor projections do not require a set number of refurbished and a set number of new rooms to be provided.  Rather, based on the expected additional visitor nights the Project will generate and a reasonable expected occupancy rate as displayed in Chart 2.4, the number of new and refurbished rooms required will be 744 by year 10 of the Project, roughly 40 percent of these being small hotels rooms.

Chart 2.4: 
Occupancy Rates of New and Refurbished Accommodation (percentages)

Source: Scott Wilson 2002[image: image10.wmf]$0
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The breakdown of the cumulative increase in new and refurbished rooms is highlighted in Table 2.7 on the next page.  This profile follows the Project’s recommendations for the enhancement and development of small-scale accommodation suited to the nature and cultural tourism product being offered by the South Coast.

The number of refurbished rooms vs. the number of new rooms will depend a great deal on the government incentives provided to existing and potential hoteliers.
  For the purposes of determining the economic impacts of the Project, however, it was necessary to identify the number of new vs. refurbished rooms that will be built.  Table 2.8 highlights the assumptions regarding the cumulative increase in new rooms.
  Under the assumption that the average new hotel will contain 30 rooms, the projection is assuming five new hotels will be required over the 10-year life of the Project and that another six existing hotels will be refurbished to Project level.  This leaves four hotels not refurbished at the end of the ten-year period.

Table 2.7: 
Increase in New and Refurbished Accommodation Stock (number of rooms)

Source: Scott Wilson 2002[image: image11.wmf]INDIRECT GDP

DIRECT GOVERNMENT REVENUES

International

Non-Resident

Resident

TOTAL

Stop 

Over

Day-Trip

Stop 

Over

Day-Trip

Stop 

Over

Day-Trip

Year 1

$0.00

$0.00

$0.00

$0.00

$0.00

$0.00

$0.00

Year 2

$0.00

$0.00

$0.00

$0.00

$0.00

$0.00

$0.00

Year 3

$0.27

$0.09

$0.07

$0.01

$0.02

$0.03

$0.49

Year 4

$0.47

$0.16

$0.13

$0.02

$0.04

$0.06

$0.89

Year 5

$0.76

$0.26

$0.20

$0.03

$0.07

$0.09

$1.41

Year 6

$1.16

$0.39

$0.26

$0.04

$0.09

$0.12

$2.06

Year 7

$1.64

$0.54

$0.33

$0.06

$0.11

$0.15

$2.83

Year 8

$2.11

$0.70

$0.40

$0.07

$0.13

$0.18

$3.59

Year 9

$2.44

$0.84

$0.46

$0.08

$0.16

$0.21

$4.18

Year 10

$2.69

$0.93

$0.53

$0.09

$0.18

$0.24

$4.65

TOTAL

$11.55

$3.91

$2.37

$0.40

$0.80

$1.07

$20.10

DISC

$5.44

$1.84

$1.14

$0.19

$0.39

$0.51

$9.51


Table 2.8: Increase in New Accommodation Stock (number of rooms)

 Source: Scott Wilson 2002
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2.2
Increased Capital Expenditures

Economic activity in Jamaica will be further enhanced through an increase in capital investment as a result of the Project.  This increase in capital expenditures stems from two sources: Project investment in building and civil structures; and capital investment in accommodation structures, both for new construction and for the refurbishment of existing structures.

2.2.1
Project Capital Expenditures

The main thrust of the South Coast Sustainable Development Project is the rehabilitation and enhancement of existing infrastructure.  It includes the improvement of Black River water drainage system, re-development and beautification of the Black River waterfront and Town Square, upgrading of the Heritage Trail including signage, construction of the Taino and Black River Museums and Morass and Peake Bay Boardwalks, as well as improvements to fishing beaches, protected area infrastructure, and Hellshire Beach area.  It also includes development and enhancement of the fisheries and protected areas infrastructure.

The Study Team estimated the cost of each of these capital improvements, including allowances for design and maintenance over the life of the Project.  Total costs were broken down by the amount of labour, materials, plant and profit. Materials and plant were further broken down into expected imports vs. domestic production.  

The economic impact of an investment project is estimated differently from the operations of a business or industry.  In the case of investment, economic activity (direct GDP) is defined as total investment less the level of imports.  Direct employment is estimated as the total labour cost minus benefits divided by the average construction worker wage as defined by STATIN, Jamaica’s statistical agency.

2.2.2
Accommodation Capital Expenditures

The increase in visitor nights results in an increase in accommodation demanded, either for refurbished rooms or for new rooms.  The Study Team estimated the cost for refurbishing a room (US$15,000 for each hotel room, US$5,000 for Guest Houses and Villas/Apt rooms) and for building a new room including construction of common areas (US$100,000 for small hotel rooms or $US3 million for a 30 room hotel, US$15,000 for Guest Houses and Villas/Apts rooms).  These costs were applied to the accommodation stock forecast outlined earlier in the report to produce an annual projection of accommodation capital expenditures.

2.3
Increased Institutional Strengthening

A major thrust of the Project is the development of a robust institutional framework that will enable the other components of the Project to realize their goals, both in developing a sustainable and economically viable tourism product and in protecting and enhancing the fisheries and protected areas of the South Coast.  While funds for this Institutional Strengthening are provided through the IDB and therefore constitute part of the “costs” of the Project, the employment of institutional staff and the purchase of local goods and services also generate an economic return to the society.

The underlying rationale for institutional spending is found in the Chapter on Institutional Strengthening and Legal Reform.
  An annual budget was prepared for each major component of the Project: Tourism (including monies allocated to marketing), Fisheries (including monies allocated to support Fisheries Division co-management), and Protected Areas (including monies earmarked for co-management with NEPA).  These budgets were allocated to wages and salaries, to material purchases and to capital costs required to bring these institutions up to the required level of efficiency. 

3. APPROACH AND METHODOLOGY
The above section described the expected trends over the next ten years in additional visitors and visitor expenditures in the South Coast region due to the implementation of the South Coast Sustainable Development Project.  It also highlighted the impacts that the increase in stop-over visitors will have on the required accommodation stock.  In addition, the section outlined the expected private sector investment that ought to take place, the expected infrastructure costs of implementing the Project, and finally the expected institutional, operational, and maintenance costs of sustaining the Project over the ten year planning horizon.  

As part of the Terms of Reference, the Study Team was charged with determining the economic impacts this spending will have on the Jamaican economy.  Specifically, the Study Team was required to determine the internal rate of return (IRR) of the Project and to assess whether this return is likely to meet or exceed the Inter-American Development Bank (IDB) requirements of an annualised 12 percent return.

3.1
Internal Rate of Return

The IRR of a project is defined as the economic return to the country divided by the Project costs, appropriately discounted to account for timing differences in outflow of project funds and the increase in economic activity.  While the definition of project costs is relatively straightforward, the definition of “economic return” to the country is not.  

Under a business model, rate of return is usually defined as earnings (profits) divided by the invested capital.  In that case, the owners or shareholders of the business are seeking a return on their investment and it is profits that are available to be returned to the shareholders in the form of dividends.  

Under a country model, the use of earnings is not a good choice since the benefits of greater economic activity also accrue to labour in the form of greater employment and/or higher wages.  An alternative in the country model is to use the level of GDP (Gross Domestic Product or value-added) generated by project activity.

For an industry, GDP is defined as the total output of the industry (usually equivalent to the revenues earned from productive activity) minus the material inputs (i.e. inputs excluding labour, capital, financing costs, but including the costs of maintaining capital infrastructure and equipment) used by the industry to produce that output.
  The remainder (Output minus Inputs) is referred to as GDP and is made up of the total wage and salary bill (including benefits), monies allocated for depreciation of fixed capital (similar in concept to capital consumption allowances under the business model), any financing costs, and finally profits.  Under the business model (where profits is used as the numerator in defining IRR), hiring additional labour (or paying workers more) reduces profits and thus reduces the IRR.  Under the country model (where GDP is used as the estimate of economic return), the increase in wages and salaries is exactly offset by the reduction in profits and GDP remains unchanged.  As such, GDP provides an unbiased estimate of economic activity to a country.

There is one problem with using GDP as the indicator of economic activity.  While GDP includes both profits and wages and salaries, it also contains a value for the depreciation (or the using up) of fixed capital (structures, furniture and fixtures, machinery and equipment, and the like).  Since the depreciation of capital is not in a true sense a benefit to the economy, it is necessary to remove the depreciation component from GDP in order to get a valid numerator for the estimation of a country’s IRR.  Thus, for the purposes of this report the definition of the Project’s Internal Rate of Return is:


IRR = (GDP (or Output – Material Inputs) – Depreciation)/Project Cost

3.2
The Estimation of GDP less Depreciation

In 1998 the Jamaica Tourist Board commissioned a detailed analysis of the Tourism industry.
  The report examined the financial structure and GDP, employment and wage, foreign exchange, and government revenue contribution of 20 separate tourism sub-sectors.  It also detailed the direct GDP-to-Output ratios and the depreciation rates associated with each sub-sector along with Employment-to-Output ratios and Government Revenue-to-Output ratios.

Earlier sections in this report describe the expected expenditures by visitors, both stop-over and day-tripper, on various tourism-related goods and services or equivalently, expenditures by specific industry sector.  Applying the aforementioned GDP-to-Output ratios to each sector output and removing depreciation provides the direct contribution (GDP less depreciation) of visitor expenditures to the Jamaican economy.  In addition, estimates of total employment generated and the contribution to government revenues is determined.

For capital investment in Project infrastructure and private sector accommodation structures, the Study Team’s Quantity Surveyor (QS) provided estimates of total cost, labour cost, materials and plant costs and profit for each capital investment.  Using these data, GDP-to-Output ratios specific to each type of investment were developed, as were estimates of employment and government revenue contributions.  The direct economic contribution of institutional strengthening was estimated in an identical manner.

3.3
Calculation of Indirect Impacts

When inputs are purchased by a business catering to visitors (say, fresh produce or meat by a restaurant), the businesses supplying those goods and services (in this case farmers, food manufacturers and food wholesalers) increase their own economic activity.  Farmers, for example, may need more fertilizers for their land and more petrol to run their machinery.  Food wholesalers may require additional box material.  The demand for this extra fertilizer, petrol and box material will, in turn, stimulate activity in the fertilizer, petrol and box industries and lead to greater demand for other materials (e.g., chemicals).  And so it continues down the chain of industries.  The sum of this additional economic activity is known as the indirect impacts.
  

The 1998 JTB study used the Jamaica Input-Output model to calculate the level of imports and to estimate the indirect impacts (GDP, employment and wages) associated with each tourism sub-sector.
  These estimates are used in exactly the same manner as the direct ratio to calculate indirect impacts.

4. RESULTS

The following sections outline the expected increase in economic activity, employment, and direct government revenues that can be expected by implementing the Project.  

4.1
Economic Activity (GDP less Depreciation)

This section presents the estimated impacts on economic activity in Jamaica as defined by GDP less depreciation.

4.1.1
Visitor Direct and Indirect GDP

As displayed in Table 4.1, the direct increase in GDP resulting from the increase in visitor expenditures reaches a total of US$6.86 million by year ten of the project with a total expected contribution to the economy over the ten years of US$29.69 million.  On a discounted value basis (at 12%), the total contribution to the economy equals US$14.05 million.

Table 4.1: Direct GDP due to Increased Visitors (US$ Millions)
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GDP excludes depreciation

International visitors contribute the majority of these impacts (75.9%) with stop-over visitors representing the bulk of that GDP.  Non-Resident visitors contribute 14.9 percent while Residents contribute the remaining 9.1 percent.  Overall, stop-over visitors represent over 78 percent of visitor direct GDP.

Table 4.2 displays the estimates of indirect GDP in the same format.  The same patterns emerge, with International visitor spending responsible for the greatest proportion of total indirect GDP (76.9%) and stop-over visitors for 73.2%.

Table 4.2: Indirect GDP Due to Increased Visitors (US$ Millions)

Source: Scott Wilson 2002[image: image14.wmf]ANNUALIZED INTERNAL RATE OF RETURN
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4.1.2
Infrastructure Investment Direct and Indirect GDP

Total capital investment in infrastructure (including design costs)) and maintenance by the Project is approximately US$18.8 million, excluding spending on institutional strengthening.  The bulk of this investment takes place during the first four years of the Project although a certain level of cost is allocated for maintenance during the Project life.  Table 4.3 displays the estimates of direct GDP (US$7.0 million) and indirect GDP (US$3.8 million) resulting from this Project investment.
Table 4.3: Infrastructure Impacts (US$ Millions)

Source: Scott Wilson 2002[image: image15.wmf]DAILY DAY-TRIP EXPENDITURE IN SOUTH COAST BY SOURCE

NA

Europe

Others

Total Int.

Residents

Non-Res J

TOTAL

Average 

Daily 

Spend

$75

$75

$75

$75

$25

$40

$52



* Excludes accommodation infrastructure

During the first four years, the impact on GDP is relatively large since this is when most of the investment is put in place.  In year five and after, however, the increase in GDP actually turns negative.  This is because the estimate of GDP excludes depreciation.  Since there is very little investment occurring in those latter years, the negative values give a good indication of the value of depreciation each year or, equivalently, the value of the monies that ought to be put in a sinking fund to cover future refurbishment costs of Project infrastructure.  

4.1.3
Private Sector Accommodation Direct and Indirect GDP

The economic impacts associated with the expected private sector investment in new accommodation and in the refurbishment of existing structures are significant.  Table 4.4 details the annual impacts on the economy.  Based on a total investment of US$21.5 million, direct GDP would increase by US$8.3 million and indirect GDP by another US$9.0million.

The annual profile of accommodation impacts is somewhat similar to the profile for infrastructure impacts due to the fact that depreciation of the new and refurbished stock is removed from the GDP impacts.  As a consequence, the GDP profile near the end of year ten is reduced.

Table 4.4: Accommodation Impacts (US$ Millions)

Source: Scott Wilson 2002[image: image16.wmf]DIRECT GOVERNMENT REVENUES
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4.1.4
Institutional Direct and Indirect GDP

Total spending on Institutional Strengthening (including co-management funds allocated for the enhancement of the fisheries and protected areas and for tourism marketing) is projected to be US$6.1 million.  Table 4.5 on the following page displays the GDP impacts related to this Institutional Strengthening.  Direct GDP is expected to increase by US$5.2 million while the additional indirect impacts on GDP are estimated at US$0.4 million.

Table 4.5: Institutional Impacts (US$ Millions)

Source: Scott Wilson 2002[image: image17.wmf]PROJECT INFRASTRUCTURE*
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4.2
Employment

This section presents the estimated direct and indirect impacts on employment in Jamaica.

4.2.1
Visitor Direct and Indirect Employment

Table 4.6 on the following page displays the resulting employment generated by the additional visitor spending in the South Coast.  Not surprisingly, International visitors are responsible for the majority of jobs generated, amounting to 75.8 percent.
  Stop-over tourists contribute roughly 81.5 percent of all employment.  By year ten of the project, it is expected that an additional 1,409 or so direct jobs will be present on the South Coast due to additional visitor spending.  Since this additional visitor spending will continue in later years, this represents an increase in permanent jobs, all in the South Coast area.

Table 4.6: Direct Employment due to Increased Visitors (Jobs)
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Table 4.7 displays the expected indirect employment impacts due to incremental visitor spending.  By year 10, the total number of indirect jobs created is approximately 716.  As with the direct employment creation, the indirect job creation can be interpreted as permanent, although the majority of these indirect jobs will likely occur in areas outside the South Coast. 

Table 4.7: Indirect Employment Due to Increased Visitors (Jobs)

Source: Scott Wilson 2002[image: image19.wmf]DAY-TRIP VISITORS TO SOUTH COAST BY SOURCE

NA

Europe

Others

Total Int.

Residents

Non-Res J

TOTAL

Year 1

0

0

0

0

0

0

0

Year 2

0

0

0

0

0

0

0

Year 3

2,000

1,500

500

4,000

4,000

943

8,943

Year 4

3,500

2,625

875

7,000

8,000

1,887

16,887

Year 5

5,600

4,200

1,400

11,200

12,000

2,830

26,030

Year 6

8,400

6,300

2,100

16,800

16,000

3,774

36,574

Year 7

11,760

8,820

2,940

23,520

20,000

4,717

48,237

Year 8

15,288

11,466

3,822

30,576

24,000

5,661

60,237

Year 9

18,346

13,759

4,586

36,691

28,000

6,604

71,296

Year 10

20,180

15,135

5,045

40,360

32,000

7,548

79,908

Year 11

21,189

15,892

5,297

42,378

35,200

8,303

85,881

Year 12

21,825

16,369

5,456

43,650

37,600

8,869

90,119

Year 13

22,261

16,696

5,565

44,523

39,200

9,246

92,969

Year 14

22,707

17,030

5,677

45,413

40,000

9,435

94,848


4.2.2
Infrastructure Investment Direct and Indirect Employment

Table 4.3 on page 17 highlights the direct and indirect employment impacts related to Project infrastructure investment. Since capital investment is a one-time event, the associated job creation is temporary.  Nevertheless, the number of additional jobs expected from this investment over the ten year Project horizon totals 621 with an additional 411 indirect jobs.  The direct jobs are all located in the South Coast region while the indirect jobs are spread around the country.

Table 4.4 on page 18 provides the equivalent employment data for private sector accommodation investment.  This investment creates a total of 1,456 jobs over the 10-year life of the Project with another 476 indirect jobs.

4.2.3
Institutional Direct and Indirect Employment

Table 4.5 on page 19 displays the direct and indirect impacts on employment.  Direct employment generated by the projected Institutional Strengthening amounts to 73 while the number of jobs created indirectly through the purchase of supplies reaches approximately 39.

4.3
Government Revenues

This section presents the estimated direct and indirect impacts on government revenues throughout the life of the Project.

4.3.1
Visitor Direct Government Revenues

Table 4.8 lists the expected direct impacts on government revenues due to incremental visitor spending.  The total government receipts over the first ten years of the Project are approximately US$6.2 million and since this visitor spending is projected to continue, the annual receipts of US$1.4 million in year 10 ought to continue into the future.

Table 4.8: 
Direct Government Revenue Due to Increased Visitors             ($US Millions)
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4.3.2
Infrastructure Investment Direct Government Revenues

Table 4.3 on page 17 highlights the government revenue stream from Project infrastructure investment.  Although this revenue stream is not permanent, the total revenues earned over the ten-year period do reach US$1.9 million.

Table 4.4 on page 18 provides the equivalent data for accommodation infrastructure.  In this case, the total expected government receipts are estimated at approximately US$2.4 million.

4.3.3
Infrastructure Direct Government Revenues

Table 4.5 on page 19 displays the estimated impacts on government revenues stemming from Institutional Strengthening.  The amount of government revenues accruing to the government from this spending is estimated at US$0.4 million.  

4.4
Internal Rate of Return

As part of the Inter-American Development Bank funding requirements, it is necessary that the Project achieve an annual Internal Rate of Return (IRR) of at least 12%.  As discussed previously, the IRR is defined as:


IRR = (GDP (or Output – Material Inputs) – Depreciation)/Project Cost

Summing the three sources of economic activity (GDP generated by visitor spending, infrastructure capital expenditures, and institutional strengthening) results in a total figure of US$50.2 million or a discounted total of US$29.9 million.  Comparing these discounted benefits against the discounted costs of US$19.9 million realizes an annualised internal rate of return of 13.7%, above the prescribe IDB requirement.  Excluding the economic activity generated by resident tourists (not shown) results in an annualised IRR of 12.7%, still in excess of IDB requirements.

Table 4.9: Annualised Internal Rate of Return (US$ Millions)
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5. RISKS AND SENSITIVITY ANALYSIS

The foregoing section on Results indicated that the Project could expect to achieve economic benefits greater than the prescribed 12 percent return on investment that the Inter-American Development Back requires.  However, as clearly described in the previous section on Data Sources and Assumptions, this IRR is predicated on a number of assumptions that may not be realized.  Although the assumptions used by the Study Team are considered conservative, there are risks that specific outcomes may not be realized.  The most important risk to the Project is that the number of incremental visitors does not achieve the level assumed in this Report of approximately 30,000 foreign-born international visitors by year 10.

A number of circumstances may result in under-achievement of the target.  These would include, but are not limited to:

i) A poorly executed marketing strategy that either does not target correctly the nature/culture-based tourism market segments in the various source countries or fails to brand the South Coast as a tourism product substantively different from the North Coast product.  The latter is particularly vulnerable to being unable to develop a two-centre product that attracts visitors staying in the North to come south for a few days.

ii) The lack of new and/or refurbished accommodation stock at the quality necessary to attract foreign visitors.  This could result from the absence of the “anchor” hotel as described in the Marketing Strategy Chapter or from the absence of a well-defined and funded accommodation refurbishment implementation programme as described in the chapter on Institutional Strengthening and Legal Reform.

iii) The lack of sufficient attractions and “things to do” that will encourage North Coast visitors to spend some time in the South.

The market assessment identified a range at which the target international market could be attracted to the South Coast.  This range was identified as being between 25,000 and 40,000 visitors with the Study Team’s selection of 30,000 as the base case scenario.  

In order to test the sensitivity of the IRR results to visitor under-achievement, the economic model was re-run using a lower visitor target of 25,000.  In this case the expected IRR falls to 12.6 percent, a value still higher than the IDB-mandated figure of 12 percent.  Thus, despite using a series of conservative assumptions (and therefore biasing all assumptions against project profitability) and reducing the base case scenario for visitor arrivals by over 15 percent, the project still maintains an Internal Rate of Return above the IDB requirements.

6. RECOMMENDATIONS

The importance of market and product intelligence and data gathering cannot be over stated.  Unfortunately the present systems (under the direction of the Jamaica Tourist Board) for collecting visitor characteristics and opinions at the South Coast level are not, in the opinion of the Study Team, sufficiently detailed to enable reliable collection of information useful to assessing the progress of the Project.  Consequently, the Study Team recommends the following:

a)  that all South Coast tourist operations, existing or proposed, that receive assistance from the government through this Project be required to submit visitor information (number of guests, lengths of stay, country of residence, etc.) to a central agency, preferably the JTB and that this information be used to track the progress and capacity of the Project; and

b)  that the Jamaica Tourist Board, with the assistance of the South Coast Sustainable Development Project, revamp its Expenditure Survey and Opinion Survey in order to collect reliable visitor characteristics and opinions at the South Coast level.









































































� Other non-fiduciary benefits also occur as a result of the Project, for example, the increased pride taken by residents of Black River in its rehabilitated town or the increased personal value of having access to protected areas.  These non-monetary benefits are not assessed in this report.


� It is envisaged that the Project also will generate private investment in other tourist-related facilities and attractions.  This additional investment is not assessed in this report and thus the reported economic return should be considered conservative.


� The projections of non-resident Jamaicans include international visitors born in Jamaica.  The reason for including these visitors as non-resident Jamaicans is because their preferred type of accommodation, their average length of stay and their daily expenditures more closely resemble non-resident Jamaican visitors than foreign-born international tourists.


� It is for this reason that it is highly recommended that the JTB in conjunction with this Project develop an additional method for tracking visitor travel characteristics.  One suggestion would be to augment the existing JTB Expenditure Survey in order to obtain a large sample of the actual travel patterns in the South Coast (number staying over night, average length of stay, type of accommodation used, etc.).  The additional benefits of this suggestion are many: different expenditure patterns specific to the South Coast could be determined, day-trip information to the South Coast could be collected, and data on attractions and other cultural/recreational activities estimated.  As a bonus, travel characteristics in other less-travelled parts of Jamaica (e.g., Port Antonio) would be collected at the same time.


� Tourism in Jamaica: An Economic Analysis of 1997, prepared by Pacific Analytics Inc. for the Jamaica Tourist Board, Dec 1998


� It is generally agreed that the necessary pure market signals to hoteliers will not be sufficient to upgrade the accommodation stock in the first years of the Project and, as such, it will be necessary for the government to develop programmes to assist (financially and otherwise) the enhancement of the hotel stock.  An important recommendation of this Report is that the development of an “anchor” hotel by year three of the Project be assessed.  This assessment would review the appropriateness of building such a hotel, the market niche the hotel would attract, the best location, the optimal size, and recommendations for the design and included amenities of the hotel.


� If the number of refurbished rooms is greater than forecast and therefore the number of new rooms built is smaller, the economic activity generated by capital infrastructure will be somewhat smaller than indicated in this report.


� Some funds for Institutional Strengthening are allocated through the Fisheries and Protected Areas components.  In addition, funds for Marketing are allocated here.


� Output differs from revenues in a number of instances.  Output, for example, does not include non-productive revenues (e.g., interest income) earned by firms.  On the other side, Output does include some items not recognized on a business’s income statement.  The most important of these from the aspect of this study is the inclusion of gratuities in Output (with a corresponding increase of wages and salaries).


� Using such an unbiased estimate is particularly important since smaller, owner-operated firms generate much of the economic activity in the South Coast.  These businesses often disperse extra “earnings” in the form of wages to themselves and family, thereby reducing the reported level of profits.


� See footnote � NOTEREF _Ref10513274 \h ��5�.


� The level of indirect impacts generated by a firm or industry is highly influenced by the types of goods and services demanded and particularly on the propensity to import those goods and services.  The higher the imports, the lower the effects on the economy.  Indeed, an industry that imports all its inputs will have virtually no indirect impact on the economy save the small amount of distributive activity (wholesale and transportation) that the imports may generate.


� Due to the construction of the Jamaica I/O, it was not possible to use the model to calculate the indirect impacts on government revenues.


� Indirect impacts, it will be remembered, stem from the additional economic activity of firms supplying goods and services to tourism-related businesses servicing visitors.


� Employment is estimated on the basis of jobs rather than Full Time Equivalents (FTEs).  The implicit number of weeks worked (based on data provided in the JTB Economic Analysis report (see footnote � NOTEREF _Ref10513274 \h ��5�) is approximately 40.  As such, the number of FTE jobs is roughly 20% less than the number of jobs cited here.


� Reflecting the conclusions of the JTB Tourism Economic Analysis (see footnote � NOTEREF _Ref10513274 \h ��5�), the proportion of jobs generated by International visitors is less that their proportion of GDP since International visitors have spending patterns that favour goods and services with relatively lower employment creation characteristics.


� It is sometimes argued that spending by residents is merely a re-allocation of funds; the money spent in the South Coast will not be available to be spent in say, Kingston.  As such, we have re-calculated the IRR excluding these impacts.
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