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Migration, Unemployment and Net Benefits of Inbound Tourism in a
Developing Country

Summary

International tourism is increasingly viewed as one of the best opportunities for a
sustainable economic and social development of developing countries. There is also an
increasing concern from public policy makers as to whether mass tourism coastal resorts
can play a catalytic role in the overall economic development and improve the real
income of their community. In this paper, we present a general equilibrium model
which explicitly takes into consideration specific features of some developing countries
(e.g. coastal tourism, dual labour market, unemployment, migrations, competition
between agriculture and tourism for land) to analyse the ways by which an inbound
tourism boom affects this kind of country, in particular its real income. We define the
conditions under which an inbound tourism boom makes developing countries residents
worse off.
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INTRODUCTION

The growth in international tourism has been rdsalle and will probably continue
for many years to come in spite of the temporargahof terrorism and the recent earthquake
and tsunami disaster in Indian Ocean. The touriststry's importance to the economy of
many industrial and developing countries has aisceased. According to the World Tourism
Organisation, around 702 million international istg travelled internationally in 2002 and

tourism created around US$474 billion and 214 onilljobs all over the world.

International tourism is becoming a major foreigxkchange earner for many low-
income countries and small islands (henceforthrrefieto as SIDs), and it is a principal
export (features in the top five) for 83% of deyeig countries and the principal export

sector for one third of these countries (WTO 200}.:6

Not surprisingly, tourism is increasingly viewed @ of the best opportunities and
most viable options for the sustainable economid aacial development of developing
countries (henceforth refereed to as DCs). Howawneoyder to be able to accurately assess
the merits of tourism promotion as part of a depeient strategy, we need a thorough
knowledge of the mechanisms by which tourism cdacafthe host economy, particularly
sectoral outputs, factor incomes, prices, othetosgcexports and, most importantly, domestic

welfare.

But until recently, the predominant approaches aorism have been based on

incomplete partial-equilibrium frameworks with fokeprices and wages, and unlimited



supplies of factors (labour, capital...). For exénpechniques such as Keynesian multipliers
and Input-Output analysis are still very common$ed to estimate the economic impacts of
an inbound tourism boom (Flechter, 1994; Frechtind Horvath, 1998; Crompton, Lee and

Shuser, 2001; West and Gamage, 2001).

The problem with these approaches is that theyretite presence in the economy of
constraints on resource availability (and, hendegampetition between sectors for scarce
resources), the market relationships between sgchoputs and agents, the role of price
adjustments... As a result, indirect and feedbaekhanisms are not taken into consideration.
The specificity of tourism cannot be captured andrdbound tourism shock is modelled as
any other demand shock (on private investment, dameonsumption...). As such a shock
always draws previously unemployed resources (lgbmapital...) into employment and no
potentially negative feedback or indirect effect@nsidered, this kind of analysis predicts an
increase in overall economic activity with no retic of any sector's output and thus, a
positive impact on the economy. Despite the preseicleakages caused by imports and
saving, this positive impact is clearly over-estieth (for more details see Dwyer et al.,

20044).

But a real economy is an integrated system in whiatlirect and feedback
mechanisms are important, along with direct medmsi In general, resources are limited
and allocated by (sometimes imperfect) marketsrd igestrong competition between sectors,
and price effects matter. Any change in tourism aednmay have negative impacts which
can be as strong as the positive impacts and soieeiven stronger. Therefore, an accurate
assessment of the economic effects of an inwantstalboom requires a general equilibrium

approach.



This approach is quite recent in tourism analysisl das been applied in both
theoretical studies (see for example Copeland, ;18&ari and Kaur, 1995; Nowak and
Sahli, 1999; Nowak, Sahli and Sgro, 2003) and ecgdistudies [with Computable General
Equilibrium (CGE) modelling: see Adams and Parmerit895; Zhou et al., 1997; Dwyer et
al.,, 2000 and 2005; Blake et al., 2003; Gooroochand Sinclair, 2005]. All these studies
suggest that an increase in tourism demand mapustyi alter the country's patterns of
production and specialization, in particular byweding out internationally traded sectors (i.e.
export and import-competing sectors). Moreover, tnodsthese studies support Copeland's
view (1991) that the main mechanism by which anournl tourism boom may change
domestic welfare is through an increase in theepoitinternationally non-traded goods and
services bought by foreign tourists. Since thewdpiction never leaves the country, these
goods and services are internationally non-tradedraling to standard definitions. But they
become partially exportable thanks to foreign tetsriwho come specifically to the host
country to consume them. Thus, any additional ¢préourists cause the price of these goods
to rise which amounts to a terms-of-trade improvetrfer the host countfy This usual

"terms of trade effect" provides a welfare gaintsaesidents.

But, as already pointed out by Dwyer and Forsy®9@) and theoretically illustrated
by Nowak, Sahli and Sgro (2003), the presence miesdistortion in the economy (monopoly,
taxation, subsidization, increasing returns to esaal manufacturing, external effects like
pollution...) modifies the way by which tourism iagis on domestic welfare by adding other
mechanisms. Since an inbound tourism expansion chayge the economic cost of such a
distortion, it can give rise to an extra welfareaehe which comes in addition to the usual

terms of trade gain. Thus, if the cost of the digta is aggravated, the resulting welfare loss



lessens the gain provided by the improvement ahdeof trade. This loss can even be
superior to the gain, in which case the inboundisou expansion results in an immiserization

of domestic residents.

As all kinds of distortions are present in realremoies, much attention has to be paid
to such costs when assessing the net benefitafrsin expansion. This is especially true for
DCs where, as already said above, tourism is viemsedne of the best available tools to
promote growth and development (Sinclair 1998, WZOD1). There is an increasing concern
nowadays for public policy makers in DCs and SIBst@ whether mass tourism coastal
resorts and other particular tourism activitieghsas golf, safaris, etc. play a catalytic role in

the overall economic development and truly imprtheewelfare of their community.

In this paper, we therefore presergemeral equilibrium modekhich explicitly takes
into consideration specific features of some DQsalidtic structure of the labour market,
sectoral unemployment, inter-regional migrationgmpetition between agriculture and
tourism for labour and land) to analyze the waysmych an inbound tourism boom affects
this kind of country, in particular its national Mere. In particular, it highlights a channel
specific to some DCs by which a tourism boom impamt incomes and welfare. We show

that, under realistic assumptions, tourism pronmoti@y make DC residents worse off.

We begin the paper by describing the type of ecgnoamsidered (Section 1). After
describing the model used to represent this econdBwction 2), we analyse the
consequences of an inbound tourism boom on seou®its, relative prices, factor incomes,
urban unemployment, internal migrations and doroesélfare (section 3). Finally, section 4

provides some concluding remarks.



I) DESCRIPTION OF THE ECONOMY STUDIED

In this model, we consider a small open economy ithenade up of two regions: an

urban region U and a coastal, or natural, area C.

The urban region contains only one sector, caigdwhich includes all modern
activities: the manufacturing sector, public andvade services (e.g. banking, insurance).
Very often in DCs, these activities are non tradduht is, they are protected from
international competition by high costs of trangpadomestic regulations and trade
protection. Nevertheless we have assumed in tlmsauy that the urban sectog froduces
traded goods and services only, because this diegpthe model considerably by giving it a
recursive structure. Moreover whether the urbatoses traded or not does not influence the

main results regarding domestic welfare determaméti

The coastal/natural area made up of two sectors: agriculturg &d tourism §
Agricultural sector is an importing sector, wherghs tourism sector exports its entire
production. However, the exporting nature of tharigm sector is unusual in the respect that
it stems not from the international mobility of theods and services produced, but from the
temporary international mobility of consumers. lactf its production never leaves the
country and is non-traded according to standarohidiehs. Consumption is bgon-residents
who come to the host country specifically for thésgrism products. Thus it is the foreign
consumers who come to the product and not the seygiving an international component to

the demand faced by this seétor



The distinction of two separate regions, U andsthased on two criteria: the first

geographic and the second economic.

1) The relevance of the geographic criterion is shoyihe following observation. In
most DCs, manufacturing industries and modern sesvare located in large cities or in their
immediate surroundings (see for example World BaGR0, chap.VI) while agriculture is
located in rural areas. The geographical locatibtoorism activities is not as clear cut, as
regions U and C both have characteristics and céittres that are favourable to the
development of varied forms of tourism (e.g. bussecultural, adventure, leisure). In this
study, we have focused on a type of tourism pdertu prevalent in DCs: leisure tourism,
whose predominant forms take place either in cbastzes ("sun, sea and sand" holidays) or
in inland areas in which the condition of the natuenvironment plays a major role in
attracting foreign tourists (golf courses, oasegiomal parks, safaris, hinting etc). For both
types of leisure tourism, natural features arerdgsgddo create and sustain these products, and
are the main determining factor for the spatiabt@mn of attractionsoften regardless of pre-
existing cities. Even if proximity to a city can deniably be a driving force, due to pre-
existing transport networks (e.g. airports, seaspanilways) and tourism facilities (hotels,
restaurants, travel agencies, etc.), these typasusism are primarily located in specific
areas,chosen for the quality of their natural featuresl aften functioning independently

from any urban aréa

2) Region U is also distinguished from region C byemonomic criterion which is
even more important than geography: the dualisiciire of the labour market frequently
observed in DCs. It is well known that in a numbéicountries, two kinds of sectors exist

side by side. In the first category, because abaerigidities, the wage rate is higher than its



equilibrium level, which is a source of unemploymen the second category, wages are

flexible, leading to equality between the supplg #me demand of labour.

The first category generally includes manufacturindustries, public services and
service industries (banks, insurance companieghdt is all the activities which are
regrouped in our model within Sect8 and located in urban region U. Here the labour
market is generally regulated (with minimum wagde,)elabour laws are enforced and unions
are influential. The second category includes &t described as "informal” as well as
agriculture, where a competitive wage determinapoedominates. In these sectors, even if
labour laws exist, they are rarely respected (oremgle being the minimum agricultural

wage).

The case of tourism is again problematic as bbthese wage schemes are common.
For example, in the hotel industry, where interai chains are concerned, the labour
market tends to be organized in the same way athestrial sector (laws are respected,
efficiency wages...). However, in many other snsaltle tourism activities (e.g. independent
hotels, restaurants and food services, night clbbedicrafts trade...), it is well known that
unionization is minimal; "under the table" and gi& immigrant labour are common; and
there is a high wage variability. The labour mattkete has a competitive structure. But even
if the two systems exist side by side, two arguméedad us to believe that flexibility is, in

fact, globally predominant.

Firstly, small and mid-sized businesses predomimatéourism, both in DCs and
developed countries (ILO, 2001). And in generalmhAn resources management is more

supple in these firms than in large ones. Secordlyrism activity is highly seasonal in

10



nature, thus creating fluctuating labour needsxibikty in wages, hours, and recruitment is
shown to be an essential part of human resourcageament in tourism (having, in fact, led
to numerous abuses; see Lanquar, 1995:49). ThehHsOdemonstrated that deep similarities
exist between the agriculture and tourism labourketa in developing countries (ILO, 1989).
Consequently, we find it justified to consider tbarism labour market to be competitive (see

also Poirier, 1994).

To sum up, manufacturing industries and modernices &) are concentrated in the
urban region U where the labour market is regulaied the real wage is rigid. The coastal/
natural area C encompasses agriculturd €hd tourism (§ and the wage rate is fully
flexible thanks to the predominance of market ferCehe sectors,Sand & are assumed to
produce traded goods and the country is small enirtternational markets of these goods.
But it has a monopoly power in trade for the tomriproducts (see below). Each region
contains a given stock of specific capital to thegion (physical capitaK in the urban
region U; and landT in the coastal/natural area, @hile sharing the same laboiactor of
total quantityL in the economy. Perfect competition prevails insattors and firms operate

under constant returns to scale technology usemgsird neo-classical production functions.

Migratory flows connect the two regions. There asne unemployment in the urban region

whereas full employment prevails in the coastalfradtarea. The theoretical model chosen to

represent this economic structure is based on $4&odaro (1970).
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Figure 1. Model Structure

COASTAL /NATURAL AREA URBAN AREA
(H.O.S structure (R.V.J structure
Tourism : S ¢ Agriculture : S Industry: Sy
T L
(Ls, Tg) L (La, Ta) N > (Ln.K)
migration
(HarrissTodaro,
Full-employment Unemployment

Let us now proceed to a more detailed descriptf@aoh of the twaegions.

II) THE MODEL

[1/1) The urban region

In the urban sector, firms combine labouyr &nd specific capitaK to produce the
urban good N. For the sake of simplicity, we assuha this urban good is traded (e.g.

imported) and that the country is small on itsiinéional market. So its price, is set to its

international level P. This is not a necessary condition to obtain megfnl results

regarding to the welfare but it considerably sirigd the model.
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The urban wage rate is denoted Wy, and the rental rate on capital by r. The zero

profit condition is:

(1) Py =G (Wy, 1)

C; is the unit cost function in sector j (j=N,A,S)hd unit factor requirements in each sector

are given by the Shepherd-Samuelson relati@js; dC, /0i with i=w; r or t (t is the rental

rate on land). As the price of good j (j=A,S,N).

For the grounds exposed above, the real wagewates rigid downward and is set

above its competitive level. It is expressed irmerof agriculture good A which is then

chosen as the numéraire.

The flexibility of r ensures full employment ofdlstock of urban capital:

(2) Cy Xy =K

X; denotes the output of sector j (j=A,S,N).

On the contrary, the wage rigidity gives rise ¢ng unemployment in this region:

(3) Ly +Lg =Ly

13



Ly (=CY X)) is the amount of labour employed by, $.ch is the number of unemployed

urban workers andLis the total urban labour force.

The urban goods N are consumed by all residesgsrdless of whether their location
is urban or coastal, but not by tourists. Using lithuaheory, the Hicksian compensated

demand function for good N is given by € ,,P,,P) with e = ae/a P.ePR, R,V isthe

residents' well-behaved expenditure function amlthe level of residents' utility. Recall that

residents consume only goods A and N, but no toupoducts S.

Any welfare variation is expressed as:

(4) dy=e, [du

wheree, = d€/0 udenotes the inverse of the marginal utility ofdne.

[1/2) The coastal/natural region

In this region, we assume that agricultural angisom compete for the same factors of

production (labour L and land T) and produce under constant returns to scale. The

hypothesis that agriculture and tourism are in cstitipn for land and labour is corroborated
by numerous empirical studies. Bryden (1973) anc&We (1988) present the example of the
Caribbean where the tourism sector exists at thentent of both export and subsistence
agriculture. While sceptical regarding the Caribbbdaatimer (1985) nonetheless affirms that
this hypothesis holds true both for Mexico andBati. Tyrakowski (1986) for his part states

that the development of resorts in some areas efSgpanish Mediterranean coastlinas

14



resulted in the loss to the agricultural sectovaét expanses of high-yield land and a large
number of workers. Parsons (1989) describes the ohghe Canary Islands where this
phenomenon is particularly strikingThe same can be said of other Mediterraneands|an

such as Cyprus, Malta, Greek islands (Crete, Myspi@orfu, etc) and destinations that
combine both agriculture and an attractive nat@avironment since many occupations
required in tourism are done by workers who usedwtok in the agricultural sector

(landscaping, gardening, janitorial, maintenanashwlashing, table bussing, and security
services). For instance, the intensive tourismetigament and accompanying infrastructure
of certain coastal areas and inland oases in Tauglsiarly illustrates the widespread loss of
agriculture land and the transfer of rural labawnf agriculture to tourism activities making

farming and tourism an either/or situation in certeegions, such as Nabeul-Hammamet,

Sousse-Monastir, and Tozeur.

Let us note here that the term "land" must be tstded to also include water, an
essential input for both sectors. The constructiblarge-scale resorts, swimming pools, golf
courses, etc., exerts significant pressure on waturces and thus creates a drain on the
reserves available to agriculture, particularlyr@gions such as the Mediterranean where
water resources are scarce. As the high seastouiasm often coincides with the dry period,
water levels are already low and the shortage &&erbated (see for example Groupe Huit,
1979 regarding Tunisia and McTaggart, 1988 regardiali). Moreover, Northern tourists'
behaviour regarding water is very different fromattlof the local Southern populations and
introduces wasteful habits (EEA, 2081)n certain regions this problem has shown such a
degree of seriousness that deterioration of nataral and sea vegetation has been observed

(See Cocossis and Mexa, 2004 for more details).
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The coastal wage rate. and the rental rate on land t are perfectly flexilvhich

ensures full employment of both factors:

Where Lc is the total labour employed in the coastal/nataame. Contrary to the land
endowmentT which is fixed, lc is endogenous and varies as migratory flows obetween

the two regionsL ; (=C}' IX,) and T, (= C} [X,) are the amounts of labour and land used by

sector j (j=A,S).

The competitive profit conditions are expressedi@rms of the "price equals unit cost”

equations:
(7) Pa=1= G (W, 1)
(8) Ps = Co(we, 1)

As agricultural products are homogenous goodsthadeconomy is small on their
international market, their price is thus exogendusddition, we assume that the country is
a net importer of both goods. But, even if its tstuproduct S has strong similarities to its
foreign equivalents, this country has certain ueigtharacteristics (climate, natural and
cultural riches...) which differentiate its produdthis product consequently has no exact
foreign substitute. Therefore, although the counsrysmall on the scale of international

tourism activity, the demand for services it fateesever perfectly elastic. The price & its

16



tourism services can thus be different from theemn other countries. It is determined by the

confrontation of the country's domestic supplyaxd the foreign tourists' demand $E

(9) Xs = DEg(Ps,4)
This foreign tourists' demand RQElepends positively on some exogenous factorsigiore

income, fashion...) which are captured by the patam, and depends negatively on its own

price R : dDE¢ /A >0 anddDE /dP, <0’

In this model, anynbound tourism boom is captured by an exogenatrease in.

Let us finish the description of this region byting that it has a Heckcher-Ohlin-
Samuelon (HOS) structure, as revealed by the equsyistem (5)-(8). Because of this HOS
structure, we have to consider the factor intensftypoth the agricultural and the tourism
sectors {s/Ls,To/L,). But unlike the standard HOS model, the laboupply here is
variable because of migration flows between thg aitd the coast (or the natural area).
Therefore the supply functions of tourism and adtice depend not only on the coastal

relative price @) but also on the labour supplyd)Lin this region. These supplies are then

subject to a traditional price effect and to a Ryski quantity effect.

[1/3) Links between the two regions

17



The two regions are relatdxy migration flows. Moreover, the agricultural geoand
the urban goods are available to all residentgrodgss of their location. There is no income

transfer (remittances) between urban people anstalgaeople.

These migration flows are modelled along the lingggested by Harris and Todaro
(1970). As long as the coastal wage differs froeuhban expected wage (i.e. the fixed urban
wage weighted by the probability of finding a jaib the modern sector), there are labour

migration flows. This process continues until botges become equal to each other:

(10) We = WY =W, EQLN/LU)

=W, /(1+k)

e

w¢, is the urban expected wage rate &L, /L, is the ratio of unemployed to employed
workers in the urban region and is often calledréi® of urban unemployment. It is easy to

show that this ratio is closely related to the arbmemploymentate (L /L, ) and thus

always moves in the same direction. In the nexi@@cwe will use either one or the other to

explain the results of a tourism boom.

Labour is the only factor that is completely molietween the three sectors. The

fixed amount of labour available in the econonhy) {s divided as follows [cf. (3 and (5)]:

(11) C=le+ly=(Ly +Lg) +L [(1+K)

18



The residents' budget constraint is:

(12) eF,R,9=Y

where Y is the national income:
(13) Y =P [ Xy +P, [ X, +R[Xg

=W, L, +rK+w_ L +t T

We have thus defined the general equilibrium of #tonomy for any given level of

the urban good's international pricg,f the urban wage rat@ , and of the foreign tourists'

demandA®.

[II) A CASE OF IMMISERIZING TOURISM

This section's objective is to show that an inbotmdism boom (e.g. an increase in

foreign income) can incur costs which sometimeseedcits gains and can even lead to a

deterioration of the domestic welfare.

l11/1) Two effects on domestic welfare

In fact, we can show that in this model, any inltwurism boom has two effects on

residents’' real income: the first is generatedhieywariation in the country's terms of trade and

the second by the modification of wage distortion.
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The mathematic solution of the model leads to tHieviang equation which describes the

variations in real inconfey [the (") notation denotes relative changes, withd In(x)]:

(14) =855 gk

@ (b)

The inbound tourism boom is captured by chang® im equation (9). The immediate

consequence of this shock is an excess demandeinotirism sector which, due to the
differentiated nature of the tourism product, pike® an increase in its pridé (IBS >0).

This increase of §is at the origin of the double effect on real imeo

First, this increase brings about a gain in welfarenw resident community because
of the country's improved terms of trade. Sincettheism product S is exported, the rise in
its pric€ increases real income, as would a rise in anytimadl export product. This gain is
proportional to the share of this product's expantsnational income (expressed by the

parameterd; =P, [DE./Y >0) and its value is given by the expression (a¢dnmation (14),

which is always positive.

Secondly the rise in B modifies the cost of urban wage distortion. Intfabis

increase changes factor incom@s. and t)in the coastal region according to the factor
intensities of each sectoff{/L.,T, /L, ), thus breaking the equality between the coastal

wage and the expected urban wage. This imbalanves gise tomigratory flows between
the two zonesresulting in anincrease or decreasein the urban unemployment rate. A

reduction in unemployment is accompanied by thatme of income which further adds to

20



the gain provided by the improvement in terms afi&. In this case, the net benefit of an

inbound tourism boom on domestic welfar@mambiguously positive

However, an increase in unemployment leads to actexh in available income,
which drastically reduces the gain brought abouth®yimprovement of terms of trade and
can even eliminate this gain entirely. Tourismhigst at the origin of an economic cost which
may induce a decline in domestic welfare. In tlase; the net benefit of an inbound tourism
boom on domestic welfare may be negative. Thisrsdedfect is captured by expression (b)

in equation (14) which, as we will see, can be fpasior negative. It is proportional td,,

which represents the portion of national incomeclwhwould have been paid to unemployed
workers had they chosen to continue to work on dbast at the prevailing wage rate

(8., =W, [L,/Y >0). Recall thak is theratio of urban unemploymen«(=L /L) and

follows the same evolution as the urban unemploymaa (L ., /L, ).

Let us examine in more detail the economic mechanest work in each case.

[11/2) Tourism's net benefit is always positive

This case requires the tourism sector to be vellgtmore labour intensive than the

agricultural sector: (T¢/Lg) < (T,/L,). In accordance with the Stolper-Samuelson
theorem [cf. equations (7) and (8)], the increasBsicauses the labour remuneration. in

the coastal zone to rise and the land remunerdtitm fall. As urban jobs become less
attractive . >wy¢, cf. (10)], some unemployed workers decide torreto the coast. This

migration from the city towards the coast increabedabour force available on the coast and

21



reduces the number of urban unemployed, and trusithan unemployment rate& 0 in
equation (14)]. This drop in unemployment is accamed by a rise in the economy's total

production which results in additional incomes.

In other terms, the rise insPessens the cost of wage distortion, which reprssa
social gain [the term (b) is positive in (14)]. $hgain comes in addition to the first gain
provided by R [due to the improvement in terms of trade; i.9.i(a(14)]. The total gain

[(2)+(b)>0] turns out to be higher than without uneanployment.

Let us examine the consequences of an inboundstousoom on agricultural and
tourism output¥. Again, the rise in ®is the cause of two mechanisms. The first is aepri
effect, the second a quantity effect. The pricectffs quite standaid a model with constant
returns to scale and equilibrium stabilitythe increase in the tourism product's price
stimulates the output of the tourism sector todke&iment of the output of the agricultural

sector.

The quantity effect is a result of migration flowAccording to the Rybczynski
theorem, the arrival of additional workers on tleast, following the migration, brings about
an expansion of the more labour-intensive sectothis case tourism, and a decline of the

more land-intensive sector, here agriculture.

Thus, the two effects have the same consequencdbeoproductions so that the

coastal outputs follow an unambiguous evolutiom. itourism sector expansion and

agricultural sector decline.
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To sum up, when tourism mmore labour intensive than agriculture, any inbound

tourism boom leads to the following results:

* Anincrease in the residents' real income;

* Arrise in the coastal wage rate;

* A migration flow from the city towards the coast;

* A decrease of urban unemployment (in terms ofaatétotal numbers);

* An expansion of tourism output at the expense atalural output.

[11/3) Tourism's net benefit is ambiguous

A necessary but not sufficient condition for imnmigation is fortourism to be relatively

less labour intensive than agriculture (Tg/Lg )>(T, /L, ). Even if this case may seem

surprising, studies have shown that it is relevimmta certain number of countries

(Mauritius, South Africa, Zimbabwe)r regions (Page, 1999; WTO, 2001). It concerns

destinations whose tourism products are mainlynsitee users of coastal land or/and

natural environment (large-scale resorts, natigraaks, safaris, golf tourism, adventure

tourism, etc.) and whose agriculture sector is daad by large families working on

small farms.

With a land-intensive tourism sector, the resulthed Stolper-Samuelson theorem is

reversed: the rise in price of the tourism prodegincreases the rental rate on land t and
decreases the coastal wage ragewhich then becomes inferior to the urban expeutadge

rate [w, < wW;,, cf. (10)]. A migration from the coast to the citpw occurs, reducing the

total labor available on the coast and increadiegnumber of urban unemployed workers as

well as the ratio of urban unemploymemnt 30 in the equation (14)]. The initial waste of
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human resources due to the presence of wage dstam the urban labour market is thus
worsened. This incurs a loss of real income in ¢benmunity of the host country [the
expression (b) is negative in (14¥d lessens the gain provided by the improvemetarofs

of trade.This loss can even be superior to the gain, in whiccase tourism's net benefit
turns out to be negative and results in an immisezation of the resident community?

[(a)+(b)<O].

Just as in the previous case, the coastal sectputsiare determined by a price-effect
and a quantity-effect which work independently todvéhe same result. According to the
Rybczynski theorem, the decline in the coastal uaksupply following the departure of
workers for the city leads to the decline of therenlabour-intensive sector, here agriculture,

and the expansion of the land-intensive sectorjgou

Whatever the sectors' factor intensities, the niigmaflows always magnify the

tourism sector's development and the agricultweeias’s decline.

To sum up, when tourism is letabour intensive than agriculture, any inbound

tourism boom leads to the following results:

A decrease in the coastal wage rate;

* A migration flow from the coast towards the city;

* Anincrease of urban unemployment (in terms of eaig total numbers);
* An expansion of tourism output at the expense ataljural output;

* An ambiguousnet benefit on domestic welfare [(a)+(b)<(a) gr-(b)<O].

V- Conclusion
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There is now an extensive literature on the econompacts of additional inbound tourism
which sets out tools to measure these impacts aclddes many case studies. The main
objective of this work is to develop a theoretiexdplanation of the distinction between
impacts and the net benefits (or welfare gain)oofism growth to the community. Results
obtained here are not meant to disparage tourisivitgén DCs, but to show that in addition
to the environmental, social and cultural costgiti@nally recognized in the literature,
tourism can also, under certain conditions, bedtgin of economiccosts. At times these
costs could be so high that they result in the isemzation of the resident community. We
have seen that in the kind of economy considera@, hihis result requires a specific
configuration of factor intensities, i.e. a tourisactor which is more land-intensive than
agriculture. This case, although it cannot be elytidiscounted as shown by the examples
cited above, does not seem to be the most commatien. However, the demonstration of
the existence of these economic costs should eageurgovernments to give due
consideration to the general macroeconomic equuhibtechnique and CGE modelling when
deciding on a tourism development strategy. Theylkhnot, as is customarily the case, limit
the discussion of the effects of additional inbotimarism to a simple evaluation of its gross
economic impacts and internal and external leakagjgsn presented as the only negative

externalities.

Note that the analysis was based, for the sakexgdliication, on an urban region which is
exposed to international competition. The hypothedia non traded urban region, which is
more realistic for a developing country, has noedffon the mechanism implied in
immiserization and thus on the final result regagdwelfare. However, this hypothesis

becomes crucial when we study in details interngkration flows brought about by a tourism
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boom: the presence of an urban job-providing regiam cause paradoxical migration flows

between the two regions and unexpected variatibesatoral outputs in the economy.

Endnotes

L A country's terms of trade is the relative prié®exports in terms of imports.
% The case of a non-traded urban sector is considiert appendix available from the authors.

% In order to simplify the analysis, we make two biesises. First, we assume the absence of donaestic
outbound tourism. All the tourism production is samed by international tourists visiting the cour{a likely
hypothesis for a DC). The possibility of tourism ionfs is excluded because residents do not trausideuthe
country. Introducing outbound tourism or domestiarism would reduce the welfare gain from the teohs
trade improvement. The second simplifying hypothésishat the goods and services produced Rya®
consumed by all residents, but not by foreign &iari

* This is especially the case in the context of riasssm coastal resorts created ex nihilo, as eXéetpby the
large-scale resort development in Tunisia (Poir@94). It is important to note that this kind of st& mass
tourism is not limited exclusively to DCs, but is@found in many Mediterranean coastal touristidagons,
such as the coastal resorts of Languedoc-Roussilldfrance, Adriatic lidos of Sant'/Andrea, Ghioggiad
Rimini in Italy, and Costa del Sol and Costa Brav&pain.

®> An additional cause of loss of land is the praéifeon of golf courses, often to the detriment aluable arable
land. This problem may seem anecdotal, but seveCaj@vernments have considered the situation smalgr
that they decided to severely regulate their graitifer and Wall 1996).
® In Mallorca, water consumption in rural areas 49 litres per person per day, in urban areas 2B8slper
person per day, while the average tourist consumgsi 440 litres per person per day, or even 888sliper day
in the case of a luxury establishment (for furttietails, see. EEA 2001).

" A more detailed discussion of modelling tourismthis manner is available in Copeland (1991); taaad
Kaur (1995); Nowak and Sahli (1999); and Nowaljlsand Sgro (2003).

8 The mathematic development of the model is desdrib an appendix available from the authors.

° As goods A and N are imported and their priceseax@genously given on international markeg, follows
the same evolution as the country's terms of teendkewill represent them from now on.

9 Recall that the urban sector's output remains amgpéd because it has a specific factor and isdadraector.
In another version of the model, we assumed that& a non-traded sector. The results are then coonplex
but the main conclusions on welfare are not afficte

" The proof of the equilibrium stability is availatie request.

2The formal conditions for an immiserization are dethin the mathematic appendix.
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