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EXECUTIVE SUMMARY

1. The Commission on Trade in CGoods and Services, and Commpbdities, at its second
session (17-21 Novenber 1997), decided to convene an expert neeting on “Strengthening
the capacity for expanding the tourismsector in developing countries, with particul ar
focus on tour operators, travel agencies and other suppliers”. This background note
provi des sone el enents for discussion

2. The world tourismindustry has grown at doubl e the pace of gross donestic product
(GDP) over the last 30 years. International trade in tourism services creates
additi onal enpl oynment, generates added-val ue and tax revenue, and attracts investnent
and foreign currency, since the sector boasts strong nultiplier and spillover effects.
The dynami sm of tourism is expected to continue outpacing econonmic gromh in the
future, driven by globalization, econom c expansion in devel oping countries and in
countries in transition, structural and denographic change in devel oped countries, and
so on. Traditionally, trade in tourismservices has been concentrated in the devel oped
countries, but the share of developing countries in total world tourism has risen
slowy to alnobst one-third of the total. For many of themit is a fundanental source
of income and forei gn exchange and one of the few devel opnent opportunities avail abl e,
particularly for |east developed and island countries. Several devel oping countries
have succeeded in expanding their tourism services exports by adopting clear tourism
devel opnent policies, investing heavily in the sector and cooperating at the regi ona

and subregional |evels.

3. For sone countries, particularly the | east devel oped and island countries, there
is considerable scope to develop their tourism sector. Devel oping countries could be
hel ped if devel oped countries adopted active policies to direct tourists to them
especially to the | east devel oped countries (LDCs). However, in order to be successfu
in expanding exports of tourism services and to maximze their contribution to
devel opnent, devel oping countries have to deal with the critical issues nentioned in
the following four paragraphs. These issues are crucial ingredients in future strategic
pl anning to strengthen their capacity in tourism

4. Tourism services are supplied by hotels, tour operators, travel agents and
transport conpanies. In their business relations with tour operators, many suppliers
of tourism services in developing countries (hotels, tourist guides, |and-transport
provi ders) are hanmpered by their weak bargai ning position and their |ack of negotiating
skills, which often result in unfavourable contractual conditions. Mreover, when these
supplier firns are small and nediumsize enterprises (SMEs), they face fierce
conpetition froml arger conpanies, including those with foreign capital participation

A series of neasures and policies can be adopted by the CGovernnents of devel oping
countries and private-sector agents acting in collaboration, with the aim of
diversifying the supply of tourism services, encouraging alliances anong private agents
to reduce costs and increase efficiency and bargaining power, inproving their
quality/cost ratio by investing in human resource devel opnent, and upgradi ng suppliers

negoti ating skills. Again, the pursuit of initiatives at the regional and subregiona

| evel s can be effective in inproving the bargaining power of service suppliers from
devel oping countries. Investnent in hotel infrastructure can take several institutiona

and contractual forns, involving both donestic and foreign capital. On the donestic
front, financing may be sought from sources who are increasingly active in the tourism
sector, such as institutional investors. As regards foreign direct investment (FD),

devel opi ng countri es can encourage investrment in the sector by undertaking conm tnents
under the General Agreenent on Trade in Services (GATS)

5. The long distances separating many devel oping countries fromthe nmain tourist-
generating centres and the high air-fares caused by low air traffic density hanper
exports of tourism services of developing countries. They can adopt a conbi nati on of
policies to increase the efficiency of airlines and | ower the prices of donestic and
international flights, and ensure that their national air transport policy is
consistent with their tourism objectives. The Iliberalization of air transport,
traditionally pursued at the bilateral level, is now being achieved in the context of
regi onal trade agreenents. The trend towards the liberalization of air transport
regul ation, notably through the proliferation of open skies agreenents, raises the
question of the liberalization of air transport within a nultilateral franework. The
Wrld Trade Organization (WIO) will shortly be reviewi ng the GATS Air Transport Annex
and the possibility of incorporating air transport rights into GATS di sciplines.
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6. Qobal distribution systens (GDSs) have becone the main distribution and narketing
tool in the international tourismtrade. The costs associated with their operation,
probl ens of access for snall service suppliers and the fact that they are owned by
large air carriers nean that suppliers from devel opi ng countries may not enjoy the ful
benefits of ASs. An effort could be nmade to regulate their operation worldw de, so as
to avoid their anti-conpetitive use and ensure access for snmaller service suppliers.
Anot her powerful marketing tool for tourism services available to suppliers is
el ectronic nedia, particularly the Internet, through which they can reach consuners
directly and avoid the costs associated with internediaries.

7. Developing countries can use the nultilateral trade framework and free trade
agreenents to dismantle barriers and support the inplenentation of a new generation of
trade policy devices and nechanisns, to help themface up to a nore conpetitive trade
envi ronment and gl obal i zed markets. They nmay take advantage of com ng GATS negoti ati ons
to ensure narket access for their suppliers to the nost inportant generating markets,
and can neke use of certain nmechanisnms provided for in GATS which mi ght enhance the
contribution of trade in services to devel opnment. They can al so seek commitnents with
respect to the training of personnel and access to the distribution channels which are
essential to tourismexports, as provided for in articles 1V and Xl X of the Agreenent.

1. INTERNATIONAL TOURISM: ECONOMIC IMPACT AND MAIN PLAYERS
A. Economic impact and contribution to developing countries

8. “International tourisnf, according to the joint Wrld Tourism Organi zation/ United
Nations definition, describes the activities of “any person on a trip between two or
nore countries while he/she is en route away from hi s/ her usual place of residence for
nore than 24 hours but not nore than one consecutive year for |eisure, business and
ot her purposes”. Typically tourism flows are neasured by arrivals (the nunber of
international tourists who spend at I|east one night in the country) and by
international tourismreceipts or expenditures, which consist of the purchases nmade by
tourists while in the country (excluding international transport receipts and
expendi tures).

9. Worldwide impact of the tourism industry. Over the |ast three decades, world
tourismhas grown at an average rate of 7 per cent per annumin arrivals and 12 per
cent per annumin receipts.! Few, if any, other economic activities have achieved such
a consistently high growth rate over such a long period of tine. In 1997 internationa

tourismgenerated 613 nmillion arrivals and receipts of US$ 448 billion. If transport
and donestic travel are included (domestic travel constitutes the |argest portion of
the tourism nmarket) these figures increase tenfold. The tourism industry worldw de
(including transport) generated an estimated output of US$ 3.8 trillion in 1997
(corresponding to 10.7 per cent of world GDP) and 262 million jobs (or 10.5 per cent
of total world enploynent).? Forecasts point to the continued dynam c growth of tourism
until the year 2020 at a rate at least twice as fast as that of GDP. The internationa

touri smindustry has higher nultiplier and positive spillover effects than nost other
econoni ¢ sectors. According to estimates by the World Touri sm Organi zati on and by the
World Travel and Tourism Council, for each job created in the tourismindustry, sone
five to nine jobs are generated in other areas.

10. The contribution of tourism to development. The expansion of international tourism
has made an inportant contribution to the devel opnent of several devel oping countries
whi ch have selected the sector as a priority. Tourism services can stinulate
devel opment in ternms of incone, enploynent, foreign exchange earnings, taxation and
nmultiplier and spillover effects. Several devel oping countries have chosen the sector
as a mmpjor driving force for devel opment because: (i) the multiplier and spillover
effects on the rest of the econonmy are felt sooner than those of other sectors; (ii)
the sector is a large (or even the largest) generator of jobs (including for an
unskilled or sem-skilled workforce); (iii) in some countries, tourismis the only
devel opnent alternative available in the short to nmediumterm The devel oprment i npact
of tourismhas been | argest in smaller econonies, particularly small islands. In other
cases, tourism has grown together with other sectors. Finally, in many other cases,
particularly in | arger and nore diversified devel opi ng econom es, tourism has not been
regarded as a priority, with the result that relatively fewer public and private
resources have been invested in it and, consequently, the sector has nade a snaller
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contribution to devel opnent.

11. Tourismis the only major sector in international trade in services in which
devel opi ng countries have consistently had surpluses. Their positive balance in the
travel account inproved steadily from US$ 6 billion in 1980 to US$ 62.2 billion in
1996. It nore than doubled during the second half of the 1980s, driven by the growth
of inbound tourismto countries in Asia and the Pacific and in Africa. Such progress
is due to many factors, including nassive targeted investnent, pronotion policies and
marketing efforts. Over the |last 10 years, the Anericas and East Asia and the Pacific
were the fastest growing regi ons. The distribution of tourismflow shows a high degree
of concentration of arrivals and receipts anong and wi thin devel opi ng regi ons. For
instance, in the Asia and Pacific region, the sumof tourist arrivals and receipts in
Si ngapore and Hong Kong, China, was higher in 1996 than the sum of those of Thail and,
I ndonesi a and South Asia. During the same year, receipts in Africa, with alnost triple
the nunmber of arrivals of Singapore, were 20 per cent |ower than those of Singapore

In contrast, the overall travel account bal ance of devel oped countries as a whol e has
been in decline since 1980, falling to US$ 19.2 billion in 1996. However, despite the
i npressi ve overall expansion of their exports, developing countries account for |ess
than 30 per cent of world tourismreceipts.

12. International tourism receipts not only provide foreign exchange earnings
additional to those generated by nerchandi se exports, but also, by contributing to
the diversification of total exports of goods and services, tend to stabilize
countries’ total foreign currency receipts and provide a cushion against the
instability of nerchandi se exports. However, the benefits accrued fromtourismmay be
partly negated by “leakage”, that is, the low retention within the country of the
revenue generated by total sales to foreign tourists. This is due to the follow ng
factors: the inport of materials and equi pment for construction and consumabl e goods
such as food and drink; the repatriation of incone and profits earned by foreigners;
the interest payable on foreign |oans; overseas pronotional expenditure; and the
limted capacity of tourism service suppliers from devel oping countries to negotiate
profitable prices for their services. Revenue | eakage is a particularly acute problem
for devel oping countries, especially small islands, which are strongly dependent on
inported inputs to cater for the needs of tourists.® Nevertheless, the inpact of
currency | eakage tends to decrease as the country’s econony devel ops and essentia
goods and services becone nore readily available fromlocal sources.

13. Few LDCs have devel oped their tourismindustry to any significant extent. The
United Republic of Tanzania, Ml dives, Canbodia, Nepal and Uganda are the LDCs which
have achi eved the hi ghest international tourismreceipts, accounting for over half of
the total for LDCs. The conbi ned share of the 48 LDCs in total world tourist arrivals
was just 0.7 per cent in 1996, when they accounted for 0.4 per cent of world
i nternational tourismreceipts

B. Suppliers of tourism services
1. Countries

14. International trade in tourism services |largely takes place anong devel oped
countries. Mreover, international tourismis nainly intra-regional, as travel outside
the region of originating countries of tourists represented only 18% of the total in
1995. The main destinations of international tourists (i.e. the |argest exporters of
tourism services) are shown in table 1. Geographical proximty to the nost inportant
originating markets is clearly a major factor in successful exports, nainly due to the
smal |l er share of the cost of air transport in overall tourismrelated expenditure

Neverthel ess, the decreasing cost of air travel on both regular and charter flights,
especially to and from | ong-haul narkets, has facilitated the devel opnent of tourist
packages to some new destinations in developing countries. Sone of the new
destinations, in particular in Asia and the Pacific and in Africa, are attracting
hi gher-incone tourists and selling higher value-added services and products. The
dynamc and highly differenti ated expansion of tourismin devel oping countries over the
last 10 years is reflected in changes in the ranking of devel oping countries in terns
of tourismreceipts and arrivals (table 2).
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Table 1
Largest exporters of tourism services, 1997
(tourism receipts in US$ millions)
World's 10 major exporting countries/territories
United States 75056  United Kingdom 19875 Australia 9324
Italy 30000 Germany 18989 Hong Kong, China 9 242
France 27947  Austria 12 393
Spain 26 720  China 12 074
Other developing countries/territories among the world's 40 largest exporters?®
Africa Asia
Egypt 3847 |Thailand 8 700 Malaysia 3850
America Singapore 7993 Taiwan Province of China 3705
Mexico 7 530 |Turkey 7000 Macau 3317
Argentina 4 718 |Indonesia 6 625 India 3155
Brazil 2 602 |Korea, Republic of 5200 Philippines 2 750

Source : World Tourism Organization.
a - Apart from China and Hong Kong, China, which are among the world's 10 major exporters.

Table 2
Ranking of selected tourism exporting developing countries and its changes, 1985-96

Country Arrivals ranking Receipts ranking
1996 Change since 1996 Change since
1985 1985

China 6 + 7 9 + 12

Turkey 19 + 8 19 -1

Thailand 20 + 5 13 + 10

Malaysia 21 0 27 + 11

Indonesia 26 + 28 18 + 25

Argentina 29 + 10 23 + 6

Korea, Republic of 32 + 9 22 + 13

Egypt 33 + 9 33 -1

Morocco 39 + 11 not among top 50

Dominican Republic 50 + 7 45 + 6
2 _ Source: based on World Tourism Organization data. Enter
prise s
15. Certain segnents of the industry supplying tourism services are doninated by a

fewlarge international firns offering integrated services, particularly tour operators
and hotel chains. However, other segnents, such as restaurants, travel agents and
i ndependent hotel s, are highly fragnented and characterized by a | arge nunber of SMEs.

16. Tour operators and travel agents. Tourism service suppliers (e.g. hotels, inbound
operators, land-transport conpanies) in developing countries participate in the
international tourism market nminly through the transactions of tour operators and
travel agents from devel oped countries. Tour operators are the “wholesalers” of a
tourism product: they manufacture package tours by bundling different tourism sub-
products (e.g. transport, accommopdati on, organized excursions) under a fixed and all-
inclusive price.* The tour operator industry of each major nmarket is dom nated by a
smal | nunber of large national firnms which conpete fiercely with each other. The
participation rate in package tours renmains high for |ong-distance travel because (i)
a package tour to a distant destination often costs |ess than a scheduled flight, and
(ii) a large nunber of consunmers prefer to go on a group tour organized by a credible
tour operator, to be assured of the quality of service when travelling to a new
destination in a developing country. Tourism suppliers in devel oping countries view
package tours as an attractive option because (i) package tours assure a certain flow
of tourists, (ii) international marketing, a costly elenment in the tourism business,
is managed by tour operators, and (iii) a volune flow of package travellers is likely
to raise investrment by foreign construction conpanies, major tour operators and airline
conpani es who wi sh to nake the tourism product nore attractive for consuners. Trave
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agents, on the other hand, are the “retailers” of tourism products or sub-products,
such as package tours.® The travel agent industry is fragnented, as the majority of
firms are SMEs (except in Japan). The main revenue of an average travel agent comes
fromconm ssions on ticket sales; travel agents are the |largest distributors of airline
tickets. Travel agents have a significant inpact, through over-the-counter
consultations and advice, on the custonmer’s choice of destination, type of
accomvodati on and so on.

17. Hotels. The global hotel market enconpasses a w de range of accommpdati on,
including full-service hotels, bed-and-breakfast inns, suites, self-catering short-term
apartnents and ti nme-sharing properties. The nunber of small independent and fam|y-run

hotels is falling, while the accommbdati on offered by hotel chains is grow ng rapidly.
The latter can be either hotel consortia (grouping i ndependent hotels) or integrated
chai ns (made up of honpgeneous units).® Between 1980 and 1995, the world capacity for
acconmodation rose from 16 nmillion to 24 mllion hotel beds. The fastest increase in
acconmodation capacity took place in East Asia and the Pacific, particularly in
Thai | and, Mal aysia, Singapore and Hong Kong, China. O the world's total hotel capacity
in 1995, 45.1 per cent was located in Europe (nainly in southern and western Europe).
The second-1 argest concentration of hotel accommpdation is in the Anericas and in the
Cari bbean, which accounted for 34.7 per cent of world supply, concentrated mainly in
North America. Hotel supply in Africa is concentrated in north Africa. The hotel supply
in South Asia is expanding only half as fast as that in rest of the world, and
represents less than 1 per cent of total world capacity.

18. Alr transport services. Air access in international tourism depends on the
availability and conditions of air transport connecting tourist-generating countries
and destination countries (i.e. prices, frequencies, travel tinme, etc.). Air transport
is a najor factor underpinning international tourismin the vast najority of devel opi ng
countries, but its inportance for tourism varies considerably from one region to
another. It is the nmeans of transport used by the mgjority of tourists arriving in
devel opi ng countries. Air transport developed as a result of the increase in demand for
tourismrelated travel, becoming, in turn, the driving force behind the devel opnent of
the tourismindustry. In 1994, passengers were responsible for 71 per cent of air
traffic volume, and for 75 per cent of the total operating revenues of airlines. It is
estimated that up to 40 per cent of air passenger travel is for business purposes (as
opposed to leisure or personal travel) and that business travellers account for up to
one-half of airlines’ income. The air transport industry accounted for US$ 1.14
trillion in gross output worldwide in 1994 and generated 24 million jobs.” Like tourism
the world air transport industry has expanded at double the pace of world output
growh, and is expected to continue to do so in the conming 20 years.

19. The main recent devel opnents affecting air transport and the industry structure
are the increased international ownership of airlines and their grow ng concentration,
worl dwi de noves to |iberalize and deregul ate the sector, the privatization of airlines
and the fornmation of strategic alliances anpbng firnms. The main benefits of the latter
are the cost reductions and efficiency gains that can be achieved by rationalizing the
joint use of resources (such as check-in facilities and ground personnel), creating
synergi es and providing “network value” (i.e. the w der coverage of points serviced by
the carrier and its partners) wi thout the need to physically expand operations.® The
large global alliances aimat world coverage by pooling the networks of their menbers.?®
The nain drawback of doing this is that the alliances can restrict conpetition and thus
negate sone of these benefits, particularly if they collectively achieve a dom nant
position on given routes.

20. Computer reservation systems (CRSs) and global distribution systems. Conputer
reservation systens (CRSs) have been devel oped by large air carriers since the 1970s
to process flight reservations. They later evolved and expanded to offer further
services related to air transport, such as the storage of information on a worldw de
basis, the issuance of tickets, marketing (by displaying information on fares,
di scounts and conditions attached to then) or the sale of products and services.
Mor eover, they cover not only services provided by airlines, but also |and services
supplied to tourists, such as package tours, hotels and vehicle rentals. Wth this
enl arged range of services, they becane known as gl obal distribution systens (GDSs).*°
Through strategic alliances and other forns of cooperation or mergers in the nost
inportant markets, these systens minimze their costs and reduce the need for a direct
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conmerci al presence. GDSs have significantly inproved the efficiency of travel agents’
busi ness operations and their use is growing rapidly.' They have becone the main
mar keting and trading tool of international tourism as well as a major source of
incone for the carriers which own them

C. Consumers of tourism services

21. Traditionally, the |argest tourist-generating regions have been Europe and North
America (see table 3). However, new consuners have recently been energing in the
international market, as a result of the transition process in former centrally planned
econom es and the accel eration of econonmic growth in some devel oping countries. The
Russi an Federation has beconme one of the 10 | argest tourismservices inporters, while
14 developing countries were anong the world s top-40 tourism spenders in 1996 (see
table 3). The strong dynam sm of some countries as energing inporters is evidenced by
the change in their positioning in the ranking of the world top-40 spenders on tourism
services (see table 4). Another factor influencing outbound tourismis the programes
adopted by sone Governnments to provide an incentive to outward tourist travel, such as
Japan’s “10-m | lion programe”. ?

Table 3
Largest importers of tourism services, 1996
(tourism expenses in US$ millions)

World's 10 major importing countries
Germany 50815 France 17746 Canada 11 090
United States 48 739 ltaly 15516 Russian Federation 10723
Japan 37040 Austria 11811
United Kingdom 25 445 Netherlands 11 370
Developing countries/territories among the world's 40 largest importers
Africa Asia

Egypt 1317 |Korea, Republic of 6 963 Indonesia 2 300

America Taiwan Province of China 6 493 Malaysia 1815
Brazil 5825 |Singapore 6 139  Turkey 1265
Mexico 3387 |China 4 474
Argentina 2 340 |Thailand 4171
Venezuela 2 251 |Kuwait 2 492

Source : World Tourism Organization.

Table 4
Ranking of selected tourism importing
countries and its changes, 1985-96

Country Ranking
1996 Change since

1985
Italy 6 + 4
Korea, Republic of 13 + 12
Taiwan Province of China 14 + 3
Poland 16 + 34
Singapore 17 + 7
China 22 + 18
Thailand 23 + 19
Israel 26 + 3
Czech Republic 27 + 14
Portugal 29 + 15

D. Major Egypt 38 * 22 factors

influencing the Source: based on World Tourism Organization data. future development
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of tourism

22. Globalization. The increase in flows of trade and investnent between countries
and progressive liberalization and integration have been fundanental factors in the
growth of tourism These processes lead to the growh of business travel, which, in
turn, entails the expansion of |eisure and personal tourism Another inportant feature
of global economc trends is the growmh of trade in services in general, for which the
novenent of persons is an inherent node of supply.

23. Exchange rate fluctuations. These have traditionally had a very strong inpact on
the vol unme and direction of inbound and outbound tourist flows, particularly in Latin
Anerica. A recent exanple of sharp short-term exchange rate fluctuations wth
consequences on tourismflows is given by the Asian currency crisis of 1997-98, which
led to a decline ininterregional and intra-regional tourist traffic. The World Tourism
Qrgani zation has forecast the stagnation of arrivals in the Asia and Pacific region in
1998, in sharp contrast with the 9.9 per cent growmh experienced in 1996, given that
nost of the region’s tourismflowis intra-regional

24. Changes in visa regulations. Such alterations significantly affect both outbound
and i nbound tourismflows, as evidenced by the sharp rise in tourist flows fromand to
Central and Eastern Europe during the 1990s.

25. Man-made and natural disasters. Factors such as civil wars and unrest, security
probl ens, hurricanes, volcano eruptions, droughts and fl oods cause sharp reductions in
tourist flows or prevent tourism devel opment in the countries where they occur. Such
di sasters tend to be a particularly acute problemfor devel oping countries.?®®

11. MAIN ISSUES FOR DEVELOPING COUNTRIES
A. Business operations of tourism service suppliers in developing countries
1. Main issues

26. Contract terms and bargaining conditions. The benefits and costs of package tours
to service suppliers in devel oping countries depend to a |arge extent on the nature of
the contracts between them and the tour operators. The contracts involve a block
reservation for a future period at a negotiated price and specify the terns governing
ri sk-sharing in the event that not all the packages are sold. The tour operator
normal |y has the greater bargaining power during the contract negotiations; if it
considers that the negotiating partner’s offer is not attractive enough, it can choose
anot her hotel in the sanme area, or even another region of the same country. Tour
operators thus often exercise a nonopsonistic power over the local tourismsuppliers,
such as local hotels, since, for the latter, serving package tours is a vital neans of
securing their occupancy rate. The asymmetry of bargaining power is clearly reveal ed
inthe contents of the contract. Often contracts |ast for one year or nore and the risk
inherent in along-termcontract to a tour operator (e.g. uncertainty of future denand
for the package tour) is reduced by negotiating various conditions favourable to the
tour operator. As a result, contracts frequently contain the follow ng provisions: a
subst antial discount on the room price is provided; no deposit is required for the
booki ng; paynent nmay be nade long after the departure of the clients; and the tour
operator retains the right to return unfilled roons (“rel ease back”) shortly before the
arrival date, wi thout any need to pay conpensation

27. International competition among hotels. Hotels in devel opi ng countries which have
not associ ated thenselves with foreign firnms face conpetition fromtransnational hote
chains integrated through GSs and using narketing techniques such as pronotiona
offers during the |low season, corporate rates and discounts for internationa
customers, service quality concepts, loyalty programmes, alliances with airlines and
car rentals. In sonme countries, particularly islands, they are also conpeting with the
crui se busi ness, which have very little val ued-added inpact in the receiving countries.
At the sanme time, a large nunber of small and nediumsize hotels in devel oping
countries face difficulties in inproving quality standards and introducing the
technol ogi cal innovations required by international and domestic demand, mainly due to
the lack of capital
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28. Investment in infrastructure. Successful experiences in expanding tourism in
devel opi ng countries have highlighted the fundanental inportance of heavy investnent
inthe tourisminfrastructure. This conprises not only transport infrastructure,* but
also hotel infrastructure. The large capital requirements for nmmjor projects to
devel op tourismraise the issue of the availability of public and private funds for
i nvestnment and the availability of financing in developing countries. In private
investment projects, there is a trend towards | ess total ownership by foreign capita

in developing countries, because of the costs and associated high risk (due, inter
alia, to the long tine before there is a return on the investment). The alternatives
for foreign investors have been the establishnent of joint ventures with local partners
and franchises of hotel chains. As far as |ocal investors are concerned, institutiona

i nvestors such as pension funds have becone increasingly involved in financing hote

proj ects.

29. Human resources. The human-resource skills of tourism service suppliers play a
key role in determining the quality of the services offered. Quality in tourism
services is increasingly being denanded by consuners and therefore it is gradually
becom ng a fundanental conpetitive tool for firns. However, in nost devel oping
countries the facilities to train the workforce for the tourismsector are inadequate,
seriously restricting the I abour pool from which supplying firnms can draw, a situation
whi ch is aggravated by the fact that in npst cases it is unusual for those firns to
offer on-the-job training (particularly in the case of SMEs). This hanpers their
efforts to upgrade their services and attain international quality standards.

2. Lessons to be drawn and policy options

30. Joint activities of suppliers. Small and medi um si ze suppliers of tourism services
(particularly hotels) can cut costs and inprove their negotiating position by form ng
consortia to centralize activities such as: (i) market research; (ii) analysis of how
to adapt to the specific needs and preferences of traditional and new tourists; (iii)
marketing, including the production of guides and catal ogues and the use of electronic
media; (iv) dealing with tour operators or travel agents; (v) negotiating to be
included in GDSs; (vi) purchasing; (vii) technical assistance and nanagenent
consul tancy. Such initiatives can be coordinated by national tourismauthorities or by
the private sector itself, for exanple through trade associations or by creating a new
brand (with centralized nmarketing, quality control activities, etc.) wthin a
franchi sing system

31. Investment in hotels. Wth respect to future strategies for the hotel industry
in devel opi ng countries, several options are open to them including: full ownership
by foreign investors; joint ventures; franchising; managenent contracts, hote

consortia; and full national ownership. Each option entails different costs and
benefits for devel oping countries (see table 5).

Table 5
Options for investment in hotels
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Types of investment

Benefits

Costs

Total ownership .
100% ownership of equity by a foreign
subsidiary for an unlimited time

Joint venture .
Partial ownership of equity by foreign capital for .
an unlimited time

No financial risk to the host country

Access to extra capital

Access to international marketing
networks

Lower social/political cost of FDI
Reduced income leakage

Large outflow of income from tourism
(“leakage”)

Difficult to reflect government policy on
tourism development

Requirement for a certain base capital
Risk-sharing

Possibly unfavourable contracts due to
limited bargaining power

Franchising » Transfer of managerial and marketing Management risk is with the host

The right to do business in a prescribed manner skills country’s firms

under an existing brand name is sold to a local » Assured standard of quality

firm « Brandimage

Management contracts » Possible transfer of knowledge, skills » No control over the finance, management

The business is controlled and managed by a
foreign firm, without the ownership

and technology (e.g. GDS) through a
cooperation agreement

and planning

Hotel consortia » Joint national and international publicity » Small-size hotels may not be considered
Independent hotels pool resources together in campaign attractive to a consortium
order to compete with integrated and franchised » |Initial lack of brand reputation
chains
Full national ownership » Reduced international leakage » Lack of international reputation
Domestic investment without foreign links » Independence in adoption of corporate » Higher marketing costs
strategies
32. Human resource development. Skills upgrading is probably the npost effective way

to increase the quality/cost
of service suppliers

ratio of services; it thus inproves the bargai ni ng power
Most suppliers in devel oping countries can benefit from upgrading
their skills, including those of operational, clerical, managerial and professiona

personnel . This can be done through training programes provided by the firmitself
(on-the-job training), national institutes of tourism nmanagenent and marketing, |oca

techni cal schools (e.g. hotel schools) and universities. The establishnent of tourism
quality and skill standards and a certification system would clarify exactly what
skills are needed in each business segrment, and what type of training, qualification
and know edge woul d devel op such skills in enployees. The costs and resources required
to establish quality standards can be reduced by col | aborating under regional trade
agreenents. ™ Another way to i nprove the skills of |ocal service suppliers is to provide
incentives to foreign investors for training their |ocal personnel

33. Diversification. Diversification of
elenment in tourism devel opnent

the supply of tourism services
strategies. It refers to the variety of
supplied both in different areas of the sane country (seaside, nobuntains, rivers,
| akes, deserts, cities) and within one given place (historical heritage, cultura
activities and sites, sports, ecotourism nedical facilities, shopping centres, thene
parks, restaurants, night-life). Diversification tends to reduce dependency on a single
factor (such as the weather) and the risks associated with a single factor (such as
constant |y changi ng fashion trends, or weakness in negotiations with tour operators),
increase the attractiveness of a single country, lengthen the stay of tourists and
i ncrease their average spending

is a key
services

B. Air access
1. Main issues

34. Geographical location and air traffic density. Air access to npst devel oping
countries is strongly hindered by two factors: (i) the long distances separating them
fromthe main tourist-generating countries, which entail a long travel tine; and (ii)
low international air traffic density, which nmeans higher air fares than those for
conpeting destinations, as well as a |longer travel tine, given the scarcity of direct
flights fromand to the nmain economc centres. These routes do not generally benefit
fromthe nultiplicity of differentiated tariffs within the sane class offered on routes
with a higher density and which are subject to greater conpetitive pressure. These
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factors have led to the exclusion of nost developing countries from the main
i nternational routes.?®

35. Domestic issues. Internally, developing countries face nainly the follow ng
problems with their air industries:

(i) Infrastructure: many devel oping countries, particularly the | ower-incone ones and
the LDGCs, have serious deficiencies in the quantity and quality of supply of air
transport infrastructure (airports, air traffic control systens); the main reason
for this is the very high capital, technological and skills requirenments of such
i nfrastructure.

(ii) Financial constraints: the generalized and stringent limtations on public
expendi ture hanper the necessary investnments not only in infrastructure, but also
inthe national carrier (where it is state-owned), which needs to be continuously
noder ni zed and upgraded to face up to the changing international environnent.

(iii) Consistency of air transport and tourism policies: on the regulatory front,
Governnents frequently face a conflict between alternative air policy priorities,
such as: protecting and fostering national carriers (frequently a state-owned
nonopol y); wusing air traffic rights as a bargaining tool in international
negoti ations; easing donestic traffic regulations, to increase conpetition and
efficiency and to reduce prices. Even if the latter course is decided upon, npst
devel opi ng countries |ack the necessary financial and human resources to assess
the inpacts of several policy options and to supervise subsequent devel opnents.

2. Lessons to be drawn and policy options

36. In order to deal with these issues, Governnents, carriers or a conbination of
actors fromthe air transport industry in devel oping countries have the choi ce between
several strategic options, including tackling of some of the problens at the
mul tilateral level.! The best selection of policies and instruments depends to a | arge
extent on the prevailing situation of the air transport market and industry in each
country.

(a) Airlines

37. Cooperation/association with foreign companies. There are several forns of
association with foreign conpani es which can be pursued by carriers from devel opi ng
countries, especially:

(i) Regional alliances: they are achi eved by pooling the resources of conpanies from
nei ghbouring countries, thus increasing the volume of air traffic. Regional
alliances can pursue joint devel opnent plans, increase the supply of regional and
possi bly |l onger distance international air traffic, and enhance their negotiating
power. Moreover, they can become interesting partners for larger carriers or
al l'i ances. Regional trading agreements can provide a framework for regional
cooperation. The option of establishing regional alliances or joint ventures
seens to be particularly suited to countries with a low air traffic density.

(ii) Entry into global alliances: though until present nost menbers of the nmjor
international alliances have been carriers from devel oped countries, some |arger
airlines fromdevel opi ng countri es have al so joined them such as Thai, Singapore
and Varig (Brazil), which have becone nenbers of the Star Alliance. Such an
option is nore feasible to carriers with |arge domestic markets or which have
al ready established a significant regional or |ong-haul international network,
since this nakes them nore attractive to the other nenbers of the alliance and
gi ves them nore bargai ni ng power when negotiating with their larger partners.

(iii) Association with large international airlines: snaller airlines are interesting
to larger trunk-1ine operators because they feed their hubs, but may be too snall
to becone full nenbers of the larger alliances.

38. The hub strategy. The establishnment of a regional hub in a country entails the
expansi on of the network connected by the hub, and, consequently, an increase in the
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volume of air traffic to and from the country. An alternative, when one or nore
regional hubs are already well established, is to ensure good connections between the
country and the regional hubs. Economically, this option is easier to achieve than the
previ ous one, as the distances to be covered are shorter and thus the capital, fleet
and personnel requirements are lower. This sort of strategy can be followed by
countries or carriers with small donestic markets which are located close to
i nternational hubs.

(b) Domestic policies

39. Changes in domestic market regulation. The nmain policy shifts available to
governments are:

(i) Easing domestic regulation: typically, this is done by enlarging market access,
derestricting routes and allow ng conpetition in sone or all of them and
abol i shing or easing price controls. The aimis to introduce conpetition (or
increase it) and enhance efficiency, so as to obtain lower fares. The
liberalization of domestic air transport regulations affects not only donestic
tourism but also international tourism since foreign tourists often take
donestic flights as part of their itinerary, particularly in |arger countries.
The liberalization of donmestic air traffic can be undertaken by countries
aut ononously or as an el enent of international negotiations.

(ii) Enhancing national carriers: liberalizing donmestic air transport regulations
usual ly requires action to increase the conpetitiveness of national carriers. An
alternative is to invest heavily in fleet and hunman resource devel opnment, which
usually inplies large transfers of public funds to the flag carrier. Another
option is privatization. Typically, privatization contracts involve clauses
nmandati ng substantial investnment to upgrade equi pnent and expand operati ons.

40. Investment in air transport infrastructure. The high costs of establishing new
air transport infrastructure and of expanding existing capacity rmust be nmet from one
or nmore of the followi ng sources: governnment outlays (financed directly fromthe State
budget or from air transport taxes or airport wuser fees); international and
multilateral financing (including official devel opnent assistance); public/private
joint ventures (e.g. with the nmmjor national carriers); FD; or privatization.
I nvestment in physical infrastructure nust be acconpanied by policies to foster the
devel opnent of adequate hunan resources to operate and manage it.

(©) International policies

41. Changes in international air transport regulation. A nunber of initiatives can
be taken by Governnents in their regulations regarding international flights, including
t hrough bilateral and regional negotiations, particularly:

(i) Promoting international charter flights: by offering services at |ower prices and
exerting conpetitive pressure on regular flights, the operation of internationa
charter flights can bring about |ower prices and increased international tourist
traffic. Charters are especially inportant for countries nmarginalized from
international routes. The devel opnment of charters can be fostered by liberalizing
international and national narket access to charters. Since bilatera
aut horizations for charters are given on a case-by-case basis for a linmted
period of time, and are left outside bilateral agreenments, they can be handl ed
with nore flexibility than regular flights.

(ii) International agreements to upgrade national carriers: countries whose nationa
conpani es do not have adequate human resources or an adequate fleet can nmake an
agreement with another country under which they receive help in upgrading their
national carrier. The other country operates the beneficiary country s routes
under the latter’'s flag, but uses its own crew and aircraft. Ideally, this should
be a tenporary neasure, to allow the national airline to upgrade its fleet and
take responsibility for its own human resource devel oprent.

(iii) Regionalization of air policy: sone initiatives have been taken at the regiona
level to discuss the regulatory franework governing air traffic among the
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countries of a given grouping. Their objective is to establish a conbined
regional liberalization of bilateral agreenents or even to adopt a conmon air
policy. Such initiatives are being pursued in regional forums such as the Conmobn
Mar ket of the South (Mercosur) and the Association of South East Asian Nations
(ASEAN). The regional liberalization of air transport is a factor in fostering
the devel opment of regional air traffic and regional tourismand in strengthening
the carriers in a region, including through the establishment of regionw de
conpani es.

(iv) Open skies policy: this policy was announced by the United States in 1992 and
since then the hited States has reached several bilateral open skies agreenents
with European countries, as well as with Canada and Mexico.'® Such a policy can
be adopted by devel oping countries (particularly small economes which are
unlikely to benefit from regional cooperation initiatives), vis-a-vis
nei ghbouring countries or distant devel oped countries. Negotiations on an open
ski es agreenment between the United States and the European Union are proceedi ng.
If they succeed, 70 per cent of world international traffic will be covered by
the agreement, creating pressure for the agreenent to be adopted as a nodel for
international air services agreenents.

()] The multilateral dimension

42. Gven the proliferation of open skies agreenents and the general nonmentum towards
the liberalization of air transport, the question arises as to whether the traditional
bil ateral approach renmins viable and equitable, or whether nultilateral solutions
should be pursued. There are several forns in which nultilateralization of air
transport can be undertaken, including through an independent nultil ateral agreenent
establishing the disciplines for the sector (under the auspices of the International
Gvil Aviation Oganization (1 CAO), for exanple) or through the effective incorporation
of air transport services into GATS. The following air transport services (so-called
“soft” rights) are already covered by GATS (in the Annex on Air Transport Services):
(i) aircraft repair and maintenance services; (ii) selling and marketing of air
transport services; and (iii) CRS services. The extent to which comitnents have been
made on these services is summarized in the annex to this docunment. Rights and
obl i gati ons under GATS provisions do not affect the obligations of WO nenbers under
bilateral or multilateral agreenents that were in effect on the date of entry into
force of the WO Agreenent. Mrreover, the dispute settlenent procedures of the
Agreerrent may be invoked only when di spute settlenent procedures in bilateral and other
nultilateral agreenents have been exhausted. However, nost air traffic services do not
actual ly come under the Agreenent’s disciplines, since it does not apply to the so-
called “hard” rights, that is, neasures affecting air traffic rights, however granted,*
or services directly related to the exercise of traffic rights. These services are the
only ones excluded fromthe coverage of GATS. In 1999-2000 the Council for Trade in
Services is due to review developnents in the air transport sector and the operation
of the Annex with a view to considering the possible further application of the
Agreenment to this sector.

43. It would require an inmaginative approach to adapt the GATS structure to the
special characteristics of air transport in a special protocol. Inclusion of air
transport in GATS would inply the application of the dispute settlenent nechanism It
woul d al so be possible for countries to seek reciprocal concessions in other service
or goods sectors in return for air transport liberalization. According to GATS article
Xl X: 2, developing countries could attach additional conditions to such access ained at
achi eving the devel opnent obj ectives of article IV, nanely, the strengthening of their
donesti c services capacity and i nprovenent of their access to distribution channels and
informati on networks. Inclusion of air traffic rights in GATS would have the follow ng
i nplications:

(i) Most-favoured-nation (MFN) status: all |iberalization neasures would have to be
extended on an uncondi ti onal M-N basis, whether or not the subject of a specific
comitnent. Thus, bilateral open skies agreenents woul d have to be extended to
all WO nenbers, unl ess they were concluded in the framework of a regional trade
agreenent (article V of GATS) or were subject to an MFN exenption under article
[1:2. The unconditional M-N cl ause has the advantage of protecting the interests
of smaller countries which have | ess bargaining power.
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(ii) Market access: conmtnents with respect to market access in the sense of article
XV of GATS could be applicable to traffic rights, notably those relating to the
l[imtations on the nunber of service suppliers or service operations. Commtnents
on the linmtation of the participation of foreign capital and joint venture
requi renents woul d al so be particularly appropriate in this sector

(iii) National treatment: these commtnents would inply fifth freedom and cabotage
ri ghts; sone countries mght be willing to make such conmtnents, subject to
qualifications.

44. Neverthel ess, the strongest obstacle to the expansion of GATS treatnent of
avi ation services and to other forns of nultilateralization of air transport policy
seens to be the reluctance of npst States to relinquish the bargaining power they enjoy
under the existing bilateral system and the opportunity it gives weaker countries to
concl ude bilateral agreenents which conpensate to sonme extent for the inbal ance between
countries whose national air transport industries are at different |evels of
devel opnent .

C. GDS and electronic commerce
1. Main issues

45, Access problems. Despite their najor contribution to the devel opnment of tourism

GDSs are frequently considered a barrier to nmarket entry, mainly because they are
controlled by the major carriers and because of the unfavourable access conditions for
conpetitors. Wiile sonme East Asian developing countries have participated in the
establishment of a major GDS (Abacus, conplenented by the strategic alliance with
VWr | dspan), other devel opi ng countri es have not been able to do |ikewi se, leaving their
carriers and other service suppliers without privileged access to any GDS

Addi tionally, countries not yet seen as attractive tourist destinations, or whose
hospitality sector is underdevel oped (particularly in Africa and South Asia), tend to
be poorly represented, if at all, on GDSs. Therefore, access to information on their
tourism products is limted, making it difficult for them to sell their tourism
services. These difficulties have neant that nany snmaller carriers, especially sone
from devel opi ng countries, have been obliged to continue using the traditional SITA
CRS, leaving themat a conpetitive disadvantage conpared with those who are represented
in the major GSs. On the other hand, in nany devel oping countries, particularly in
Africa, GDSs are present as a result of joint ventures with local partners (e.g. the
national carrier) but operate within a de facto nonopoly. This | eads to excessive user
fees and hinders their potential for devel oping tourism

46. Display. The (@S allows a travel agent to view a wide range of information, which
soneti nes requires several pages on a term nal screen. In nost cases, however, trave
agencies only consult the information on the first page (screen); the order in which
screens are displayed is thus a crucial determinant in the user’s selection of
products. The display may discrimnate against snaller carriers which do not own a
najor CRS, since controllers’ own flights nay be better displayed on the screens than
those of their conpetitors (this is known as “display bias”). There nay also be
discrimnation in favour of their suppliers of |and services.

47. Cost. The cost of having services exposed on GDSs nmay be prohibitively high for
SMEs, leaving them with no access to this narketing tool. Even though all service
provi ders have to pay a fee for having their services displayed on the systens, the
costs of participation for the owners of CGDSs are fully of partly covered by the
profits generated by the systens. The cost of hardware and user fees may prevent snal
users from using GDSs; this puts sone service suppliers (particularly SMES) from
devel oping countries at a disadvantage conpared with their larger national or
i nternational conpetitors

48. Neutrality and regulation. In order to prevent CRSs from being used as an anti -
conpetitive tool (e.g. by charging excessive fees for reservati ons made for non-owner
conpani es) and to assure their neutrality (e.g. by prohibiting display bias), the
United States, Canada and the European Union have issued regulations in recent years
on GS operations related to air services, while the | CAO adopted a code of conduct for
CRSs in 1991. However, the regul ations and code have not been sufficient to resolve
conpl etely the anti-conpetitive bias of the systens and, particularly, to address the
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specific problens of carriers from devel oping countries. The |CAO code (the only
multilateral one) is non-binding and therefore there are no mechanisms to ensure its
enforceability. The relevant domestic regulations are binding, but only within the
territories of the countries concerned. The European Union regul ations apply to CRSs
fromcountries which have simlar legislation to ensure neutrality. On the other hand,
al though CRSs have been included anong the “soft” air services rights included in GATS,
the commitnments do not deal with their anti-conpetitive potenti al

49. Technological gap. Installing and naintaining a system poses a greater problem
to travel agents in devel oping countries, owing to deficiencies in the infrastructure
necessary for such an infornati on network, and the shortage of professionals to nmanage,
operate and nmaintain the system This not only represents a technical hindrance to the
use of nmodern technology, but also increases the associated costs, thereby putting
travel agents in developing countries at a disadvantage conpared with their
counterparts in devel oped countri es.

2. Lessons to be drawn and policy options

50. Regulation. Existing national codes of conduct for CRSs are probably the first
attenpt to discipline international electronic trade to ensure fair conpetition.
However, their geographical scope is limted. In order to discipline this fundanmenta
tool, which affects both the tourism and the air transport industries, the
international comunity could establish an internationally agreed regul ati on on GDSs
covering both air and | and services, possibly on the basis of the | CAO code of conduct,
with an effective dispute settlenment mechanism The regul ation should also reflect the
speci al needs of SMEs and suppliers and users in developing countries, by granting
them say, sonme formof differential treatnment in terns of access and user fees. It
nmght also include a clause on anti-conpetitive behaviour (by anal ogy to what has been
provided for in the Agreement on Basic Tel ecomuni cations).

51. Electronic commerce. The expansi on of the use of the Internet and other forns of
el ectroni ¢ conmmuni cati on opens up significant opportunities for devel oping countries
to develop their tourismand air transport sectors. Their service suppliers can reach
consuners around the world directly, offering both package tours and individual air
and | and services. They thereby cut out the costs of internediaries (e.g. agency fees)
and transaction costs and avoid the need for a direct comercial presence and its
associ ated costs. Nevertheless, electronic nmarketing and tradi ng have their own costs
in terms of human and physical capital requirenents. In countries where these
requirements are in relatively short supply, the cost of electronic marketing and
tradi ng can be reduced if individual suppliers pool their resources. This could be
coordinated, for instance, by national tourist authorities.? Mor eover, nodern
technol ogies are likely to be increasingly used as institutional pronotion tools. If
there is a mnimal critical nass of information infrastructure in a given country, the
new t echnol ogi es can of fer substantial cost savings.

ANNEX
Tourism and air transport services in GATS

According to the classification adopted in negotiations on GATS, the tourism
sector covers hotels and restaurants, travel agencies and tour operators, tour guides
and ot her services. The commtnents nmade by countries regarding their trade regines or
aspects of their tourismservices within the WO franmework of negotiations on services
are summarized in the tables bel ow 2

Hotels and restaurant services: 108 commitments

Fully open market No restrictions to national

Barrier r
arriers to trade access treatment

Cross-border trade
Lack of technical feasibility | 42 (39%) | 50 (46%)
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Consumption abroad
Hard currency regulations I 98 (90%) I 95 (88%)

Commercial presence

Licensing, non-automatic approval, registration, permit.

Economic needs test - 9 countries. On the type of entry: joint ventures, incorporation,
branches. Requirement for foreign capital equity ranging from 30% to 51%. Differential 75 (69%) 89 (82%)
taxes, the requirement to employ a certain number of nationals or provide training for them,
availability of work permit or prior residency.

Movement of natural persons

Nationality, citizenship or residency. More favourable treatment is accorded to top
v h ; ; 9 (8%) 29 (27%)
management or specialists, if their entry is related to the commercial presence.

Anong the issues which could be rai sed by devel oping countries in talks on the
future liberalization of the negotiated conm tnents under this subsector is the renoval
of the economnmic needs test provision and other discretionary neasures, including the
use of licensing or authorization for regul ating nmarket access. Mreover, by inproving
their commitments to market access in this node of supply through limtations to the
scope for discretion, they would contribute to creating a favourable climate for
i nvest ment .

Travel agencies and tour operators services: 80 commitments

Barriers to trade Fully open No _restrictions to
market access national treatment
Cross-border trade
Commercial presence necessary I 44 (55%) I 50 (63%)
Consumption abroad
| 66 (82%) | 66 (82%)

Commercial presence

Economic needs test. Number of foreign travel agencies allowed fixed as a share of domestic
agencies or below certain number. Operations allowed in the market of inbound passengers.
Establishment in a form of joint venture, incorporation, private limited company; branches or 44 (55%) 66 (82%)
subsidiaries not allowed. Limits on foreign equity. Mandated employment of local staff, including on
the board of directors. Residency requirement.

Movement of natural persons

Nationality, citizenship or residency, including for supervisory staff. More favorable treatment is

0, 0,
accorded to top management or specialists. 7(9%) 16 (20%)

Subject to horizontal limtations, commtnments nade by devel oped countries have
provided, basically, full market access and national treatnent for the establishnent
of a comercial presence in the sector. An aspect that could be addressed in future
nultilateral negotiations is the access to and provision of tourismrelated i nformation
with the enphasis on GDSs.

Tourist guides services: 45 commitments
Other services: 13 commitments
Fully open market No restrictions to national
) access treatment
Barriers to trade Tourist Tourist
ouris ouris
guides Other guides Other
Cross-border trade
Lack of technical feasibility | 2a5%) | 66wy | 2566%) | 7(53%)
Consumption abroad
None | 4101%) | 12002%) | 41(01%) | 13(00%)
Commercial presence
Non-automatic approval, licence, permit. Establishment as a private limited company.
Nationality, residency. Exams, entree fees. Supply of service only through travel 32 (71%) 7 (54%) 36 (80%) 7 (54%)
agencies.
Movement of natural persons
Nationality. Preference to top management or specialists. | 1 (2%) | 2 (15%) | 8 (18%) | 6 (46%)
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Li beralization of commitments in this subsector would not go far if no
significant conmtnents were achi eved regardi ng the novenent of service providers. This
could be linked to training and capacity buil ding.

Air transport services: 40 commitments
(i) Maintenance and repair: 33 commitments
(ii) Supporting, including sales and marketing: 26 commitments
(iii) Computer Reservation Systems: 23 commitments

. Fully open market access No restrictions to national treatment
Barriers to trade - -
o | a ] i o | (i) [ i

Cross-border trade

Lack of technical feasibility. Access through publicly
switched/controlled networks. Reservations with respect to 16 16 22 14 11 16

CRS controlled by an air carrier of one or more third (49%) (62%) (96%) (42%) (42%) (70%)
countries or by CRS parent carrier.

Consumption abroad

31 20 22 29 21 23
(94 %) (77%) (96%) (88%) (81%) (100%)

Commercial presence

None

Establishment of the corporate seat locally. Local domicile.
Licence, authorization requirement. Limited number of
licences issued. Foreign investment limited to 30% (also
49%). Reservations with respect to CRS controlled by an
air carrier of one or more third countries or by CRS parent
carrier. Distribution through public telecommunication
networks. Distribution through CRS allowed for airline
offices and one general sales office. Reciprocity in tax
collection.

26 17 21 28 11 14
(79%) (65%) (91%) (85%) (42%) (61%)

Movement of natural persons
No sector-specific limitations |2(6%) | 1 (4%) | 1 (4%) I 7 (21%) I 3 (12%) I 3 (13%)

Sixteen countries have taken MFN exenptions, affecting one or nore of the three types
of service covered by the Annex on Air Transport Services. The nmin reasons invoked to
justify the exenptions include |ack of reciprocity in CRS legislation (e.g., that which
ensures neutrality) and insufficient devel opment of multilaterally agreed rules for the
operation of CRSs.

Endnotes

1. Unless otherw se indicated, tourismfigures quoted are based on statistics and projections taken from
the foll owi ng publications of the World Tourism Organi zation: Tourism Market Trends - The World - 1997
edition, Tourism Market Trends - East Asia and the Pacific - 1998 edition, The Tourism Barometer (January
1998), Panorama 2020 (Decenber 1997). The World Tourism Organization's regional classification of
countries does not always coincide with that adopted by the United Nations

2. Wrld Travel and Tourism Council, Travel and Tourism Creating Jobs, London, 1997

3. It has been estimated that the foreign currency | eakage from 17 countries studied ranged from40 to
50 per cent (R Col egate, Aviation and Tourism Policies - Balancing the Benefits. Paper presented at
the Asian Tourism Conference organi zed by the Wrld Tourism Organization in |slambad, Pakistan, 10-15
January 1997)

4. The share of package tours in outward leisure travel is estimated to be 63.5 per cent in Japan, 56
per cent in the United Kingdom 36 per cent in Germany, and 25 per cent in the United States (Japan
Travel Bureau, JTB Report “96: All about Japanese Overseas Travellers, 1996; International Tourism
Devel opment |Institute of Japan, Report on the US Tourism Industry, 1994, and European Tour Operators
Research, 1993)

5. In February 1998, the total nunber of travel agents accredited by the International Air Transport
Association (I ATA) in the world, i.e. those who can reserve and issue airline tickets, was 165,453, of
whom 50 per cent were |ocated in Asia and the Pacific, 30 per cent in the United States, 20 per cent in
Europe, the Mddle East and Africa, and 10 per cent in Latin America and Canada

6. The largest hotel groups worldwi de (in terns of roons) are Hospitality Franchise System Holiday |Inn
Best Western, Accor, Choice Hotels, Marriott, |ITT Sheraton, Hilton, Forte and Hyatt

7. Air Transport Action G oup, The Economic Benefits of Air Transport (1994 Data), GCeneva, 1997

8. One of the main fornms airline alliances can take is code-haring, a marketing arrangenent between
airlines allowing themto sell seats on each other’s flights under their own designator code. In the case
of connecting flights of two or nore code-sharing carriers, the whole flight is displayed as a single
carrier service on a CRS

9. The largest alliances existing in early 1998 (in terms of passenger-km were those headed by: (1)
American, British Airways, JAL, Qantas, Canadian; (2) United, Lufthansa, Singapore, Air Canada, Thai

Varig, SAS, SAA (Star Alliance); (3) Northwest, Continental, KLM Alitalia; (4) Delta, Sw ssair, Sabena
Austrian, TAP (Quality Excellence) (The Economist, 10 and 31 January 1998)
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10. The largest GDSs (and their main original developers) are: Galileo (United, British Airways,
Alitalia, Swi ssair, KLM, Sabre (Anerican), Worldspan (Delta, TWA, Northwest), Amadeus (Air France,
Lufthansa, |beria) and Abacus (ANA and Asian devel oping country carriers).

11. In 1995, 91 per cent of total ticket sales in the United States were made using GDS.

12. Wth this programme, the Japanese government ainmed to double the nunber of Japanese outbound
travellers from5 mllion between 1987 and 1991, by neans of a tax incentive to the private sector to
increase the nunber of paid holidays, the elimnation of foreign exchange constraints for overseas
travel, and supporting tourism pronotion activities of foreign countries in Japan. The objective of the
progranmme was achi eved one year before the targeted date.

13. UNCTAD is undertaking a study in 1998 on the effects of natural and man-made di sasters on tourism
flows and on the measures that countries can take to expedite recovery after their occurrence. This was
nmandat ed by the Conm ssion on Trade in Goods and Services, and Commodities during its second session (17-
21 Novenber 1997).

14. Deficiencies in ground-transport infrastructure (roads, ports, railways) are a nmjor factor hanpering
the devel opment of tourismin several devel oping countries; they affect the transport of tourists during
their stay in the destination countries and, to a |lesser extent, international access to these countries.
Since the problem of an inadequate ground-transport infrastructure faces nost devel oping countries and
is not specific to the tourism sector but affects virtually all industries, it is usually tackled in the
context of countries’ overall transport policies and therefore depends on the latter’s priorities. That
iswhy it is not dealt with in this document. However, the nore crucial issue of air transport is treated
in section 2.

15. In the early 1990s, for instance, ASEAN established the ASEAN Tourism Occupation Standards, to be
referred to when selecting the strategies, contents and techniques to be used in training programes.

16. Geographically, air traffic is highly concentrated in North America and Europe, whose carriers
account for 40 per cent and 25 per cent, respectively, of the world total (in terms of passenger-
kilonetres performed). While air transport in the Asia and Pacific region has been growing at a quicker
pace than el sewhere, and its world share has risen gradually to 25 per cent, Latin America and the
Caribbean, the Mddl e East and Africa taken together account for only 10 per cent of world air traffic.

17. A clear distinction between strategies adopted by carriers and policies decided by Governnents is
not al ways easy, given the close link between regulation and industry in the case of civil aviation,
particularly where flag-carriers are state-owned

18. The open skies policy conprises basically the following elenents: free access to all routes, no
restriction on capacity and frequency on any route; no restriction on operations in any international
markets; flexibility of tariffs; elimnation of restrictions on charters; |iberalization of air cargo
rul es; absence of restrictions on the conversion of revenues to hard currency and their repatriation;
agreenent on code-sharing; carriers to be able to ensure their own ground service abroad; no regul ations
on carrier alliances; non-discrimnatory access to CRSs.

19. Traffic rights mean the right for schedul ed and non-schedul ed services to operate or to carry
passengers, cargo and nail for renmuneration or hire from to, within or over the territory of a country,
including points to be served, routes to be operated, types of traffic to be carried, capacity to be
provided, tariffs to be charged and their conditions, and criteria for designation of airlines, including
such criteria as number, ownership and control.

20. Naturally, the increased use of electronic neans to develop tourisminvolves solving pending issues
that are inplied by all forms of electronic trade, such as access to infrastructure, confidentiality,
safety of data transm ssion, consumer protection and taxation.

21. GATS “horizontal conmitments” are not considered here but are of extrenme inportance since, anong
other issues, they describe the cross-industry investnent climte as well as the overall trade-related
vi sa regine.



