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ABSTRACT 

This theslS rcprcsent" a systcmauc allcmpt to .malysl' thl' l'CllllOnllC Impact III 
international tounsm ln Icclanù. Whllc (ounsm has long Pl'l'Il Sl'l'Il as an lI11portant ~lllllL'l' III 
forclgn exchangc anù cmploymcnt lor the country very httll' lktaliL'd 1IllllllllatllH} I~ :\\,,111.lhk 
on the roll' that the Inùustry plays 1ll the nal1onalecnnol11v 

To fill thlS 'InformatIon gap' two 4ueMwnn<llrl'S Wl'Il' lI~~'d (n ,!!,lIhl'l d,II.\ (Ill (l\1I11~1 

cxpenditurc charactenstIcs and thc l'ost and fl~\'l'nuc ~lructurl'S 01 \'all01l~ IllllIl~fl1 hll~IIlI'~~l'''' 

This data was th~n analysed llSlng a slInpltfll'd IllUlliphel mode!. A M'IICS III l\l1dlll)!" ,Ill' 
prcsented. mcludmg: the CCOnOlTIlC lI11pacL" a:-,soclatcd \VIth val HHI" '(oum( tvpl' ... ·, tlll' ,tlHIII\' 

of different tourism businesses and scctors to gcneratc local III co 1 IH' ,md l'mploYllIl'lI1. .IIHI. 

the links that eXlst bctween the industry and the rcst or thc CCl\Ilomy. P,lCh 01 Ihl'~l' d,lia h.l~l'''' 

is then used to provldc an nvcrvlcw of future poliey optlOIlS laclI1g t!ll' ILdaIllhc gllVl'II\IIH'nt 
The research rcvcals that mternatIonal toun~rn plays a 1\1i1101 wll' !Il thl' kl'l,lIldll 

economy and IS potcntta1ly an Important tool for rcglOnal developmcllt. l'he data provldl'~ .11I 

Important foundation llpon wluch future tounsm ùcvelopmcnt ~lrateglcs .\lld Il'Sl':uch L'an hl' 
based. 
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RÉSUMÉ 

La présente thè.\e constltue la rremlère tentatIve sy~témauque d'analyse de l'impact 
t!conomlque du rourJ\me mtcrnauonal en blande. BIen que le tounsme ~()It depUIs longtemps 
une Ilnponante . .,()llrCe lj'~chaI1ge IlltematlOnal et d'cmrlOl pour le pays, JI cxislt:! très peu 
t.!'ll1fonnatlOn d61:t111~e ~ur le rôlc quc Joue l'lI1dll~tne Jan~ l'économIe natIOnale. 

Afin de lomhler ll~ttc "lacune do('urnent..lJrc», deux 
ljue"uonnmre\ ont fKTml<; de ra.\~emhlcr des données sur Ic~ caractén~t1ljuc~ de consommatIon 
dr:~ toun~te., ,un .... t lJue ~ur le.., ~,tructules de revenus ct de coûts des diverses entrepnscs de 
l()tJf1~me Ces d()nn~c~ onl r:mUltc été analysées il l'aide J'un modèle de multiplicateur 
.... llJ1phllé Une .... énc d'()h .... r:rvaLJ()n~) Mlnt présentées, notamment· l'impact économIque assoclé 
aux dIvers «lype." de lOun . .,tes», l'aptitude des dIfférenL" sccteurs et entrepnses tOUrIstiques 
:i générer des emplOIS cl de." revenus régIOnaux ct les lIens qUI eXistent entre l'industne ct le 
leste de J'éconorl1le. Chacune de ces hases de donn6es sert ensuite à élalJorcr une vue 
d'cnsemhlc des futures opllon<., politIques auxquelles Ic gouvernement 1~landaIs dcvra faire 
lace. 

L 'étudc rév(~lc qùe Ic tnumme InternatIOnal Joue un rôle cs~cntIel dans l'économic dc 
l'Islande el constllllc UB ouul important de développement régIonal éventuel. Les données 
lourmsscnl un Imp(Jrlanllondernent sur lequel on pourra établIr les futures étudcs et strategies 
de développement tounstlque. 

11 



CONTENTS 

• page 

ABSTRACT .............................................................................. .. 

RESUME ..................................................................... '" '" Il 

CONTENTS ............................................................................. . .. .................. III 

LIST OF FIGURES.. .............. ........................ ...................... ...... ..... ....... ... ....... ...... v 

LIST OF TABLES..... .............................................................. ....... .... ..... ...... . .. .... ..... . VI 

ACKNl)'.- TLEDGEMENTS ............................................................................................ VIII 

CHAPTER 1 INTRODUCTION 

1.1 Objecuvcs of the Study .................................................................................... . 
1.2 The Structure of the Thesis.............................. .............. .... .............. ......... .......... 5 
1.3 Iceland's Changmg Economy......................................................................... ... 6 
lA The Potcntial RaIe of Tounsm ................................................................................ 12 

• CHAPTER 2 ICELAND'S INTERNATIONAL TOlJRISM INDllSTRY 

2.1 The Tourism Product............ .......... .................... .................. .......... .............. ......... 15 
2.2 Tourisnl -The Dcmand Sldc ................................................................................. 17 
2.2.1 The Slgnificance of 'New' Form.\ of Demand.. ....... .. ........................... . ... 25 
2.3 Tounsm -The Suppl Y Sidc... ............. ............ ...... .. .. .... ......... ... .... ...... ..... ... . 27 
2.4 Policy and PlannIng..... .... .. .................... ...................... .......... .................... 11 
2.5 Summary ................................................................................................................. 15 

CHAPTER 3 THE ECONOMIe IMPACT OF TOlJRISM: A MODE OF ANAI..YSIS 

3.1 The Multiplier In Tounsm Rescarch ................................................................. 16 
3.2 Survcy Samplc and MultiplierAnalysls ......................................................... 4') 

CHAPTER 4 TOU RIST CHARACTERISTICS AND EXPENDITlJRE PATTERNS 

4.1 Occupation, Purpo .... e ni Vistt and Length 01 Sl:ly .................................... 51 
4.2 Age and Choice of Accommodation ................................................................. 5X 
4.3 RegIonal Travel............................. .. ................................................................. 60 
4.4 TouristExpenditure ............................................................................................... 62 
4.5 Total Tourist Expenditurc In 1990.................................... .. ................................ m 
4.6 PossIbilities for Future Rcscarch .......................................................................... 7 J 

4.7 Summary .............................................................................................................. 72 • 
Iii 



f'JJAPTER 5 THE ECONOMIe IMPACTS OF TOURISM: THE BUSINESS SURVEY 

• 5 1 Scctoral Incomc and ErnployrncnL Gcncrallon (Dlrect) ....................................... 74 
52 rrhe Accomnl0daLJon Sector ................................................................................ 76 
5.2.1 Farn11lol1day'" . .... .. .................................................................. 78 
5 ~ Rc~tauranL.., .. . . . ................................................................................... 80 
54 SouvenIr and (Jill Stores ..................................................................................... 81 
5 5 Tran~rortatlOn (car rcn tal. coach tours, charter tlights) ........................................ 82 
56 InduMry ()wnen,htr Structure ................................................................................. 84 
57 Sumrnilly ............................................................................................................ 85 

CIIAI»TER () TIIE ECONOMIe SIGNIFICANCE OF TOURISM 

6.1 The Tounst Multlpher - DIrect Leve!... ................................................................. 87 
6.2 DaJly Income. Ernploymcnt and Governrnent Revenue GeneratIon ...................... 90 
6.3 TIlC Overall Impact 01 Tounst Expenditurc ........................................................... 94 

CIIAPTER 7 CONCLUSIONS - THE PLANNING AND POLICY IMPLICATIONS 

7.1 'nle Overall Economlc Impact of Tourism ............................................................. 99 
7.2 Policy lInpltcations .............................................................................................. 100 
7.2.1 MaXlmt/lng Tourh t Revenuc .............................................................................. 100 
7.2.2 RegIOnal DevcIopment and EconomIe Linkages .................................................. 1 0 1 

• 7.2.3 The Roll! ur Small Flrms ....................................................................................... 103 
7.2.4 The Envirnnmental DimcnslOn ............................................................................. 1 05 
7.2.5 Sllmnlary ofPohcy Issues .................................................................................... 106 
7.3 Future Rescarch ReqUlrcmcnLS ................................................................................ 1 07 

BIBLI()(iRAPI-IY ............................................................................................................... 109 

/\PPENDICES ......................................................................................................................... 117 
,\PPENDIX A: Surveys ..................................................................... " ..................................... 118 
."-PPENDIX B: Mllluplicr Modcl. ............................................................................................. 123 
APPENDIX C: MI.'>ccllancous Tables ....................................................................................... 127 

• 
IV 



LIST OF FIGURES 

• 1.1 Iceland in the Nonh-AtlantIc ............................................................ . 

1.2 Iceland's PopulatIon DistrihutlOn - 1988. ........................................ .. 

2.l Iceland's ReglOns and MaJor Natl'ral Attractwns..... .. . .......... .. .......... . 

2.2 Foreign Visltors Amving to Iccland 1900-90....................... ..... . . ...... . ..... .. 1 X 

2.3 Tounst Arrivais [rom Key Markets {1970- INL....... . ...................................... 2' 

2.4 Regional VariatIOns 111 Occupancy Rates (l9R5-7) .................................................. 22 

2.5 Seasonal Arnval Vanations by Key Markets (1989-90)........................ ........ ... ........ 2·1 

2.6 ;{egional VanatIons in BedntghL~ (Reyk]avfk and other rcglOns) ................................. 25 

2.7Farm Accommodation ..................................................................................... , ........ 27 

2.8 International Fhght Paths to Iccland - 1990............ ............................... ........... .. ...... JO 

• 3.1 The Multiplier Proccss - Examplc of Tounst Expcndlturc in a lIotcl........... . ......... JH 

4.1 Length of Stay by Nationality (air travcllcrs)........................... ............. .................. .. .... 57 

• 
v 



LIST OF TABLES 

• page 

1 1 Total ForeIgn Arnvals and Expcndlture - 1969-90 .......................................................... 4 

1 2 GeographIe DI.c"tnhlltlOn of leeland's F()relgn Trade (% of value) ................................ 7 

1 3 SellOral DIVlc,,101l 01 the EC0f10mlcally ActIve PopulatIon 1940-90 ................................ 8 

1.4 The Hcgmtlal Cornpn..,JllOn 01 Employrnent - 1990........ ........ ..................................... 9 

1 5 The Changlng Importance of Main Export Categones (hy value - based on F.O'B.) ...... 10 

I.n Sorne EconOlnlc ImplicatIons of Small Island Size ........................................................ 12 

1 7 The Potcllllai Econonm: Bcnefll') anu ~()~L') of Tounsrn ................................................... 14 

2 1 Exehange Rate Fluctuations 1 YX5-90 ............................................................................... 19 

2.2 ForeIgn VI~lt(}f"" ln Iccland 19XO-90 (% of aITivals) .......................................................... 20 

2.1 RegIDnal VanatIons ln Bcdmght Demand ( 19R7) .............................................................. 23 

24 Hotc!:-. and (;llè~tholl<;e:-, 1 ~X4-X9 (cvery four rnonths) ..................................................... 28 

• :2 5 DIrect FlIghts to lccland In 19<)0 Uanuary-July) ................................................................ 31 

2.6 Annual Employmcnt III the Tounst Sector 1975-X9 ........................................................... 32 

2 7 RegHmal and Scxual VanatlOns ln AccommodatIon aild Restaurant 
ErnploYlllcnt - 1990 .......................................................................................................... 32 

t 1 SlIrvcy Sam pIc Compared tn Aclual Tounst Arnvals ........................................................ 48 

"' :2 BUSll1css Slilvey Rctums (uudltcd accounl.;;) ...................................................................... 49 

-1.1 ()ccupatJonal ,..,talUs.. .. ......... . .................................................................................. 54 

-t :2 Purposc of VI~1l hy Natlollulity ........................................................................................... 55 

~ J Mean Lcngth of Stay and Total Tourist Days .................................................................... 56 

-L-.f Age Struc(ule hy l\1odc of Travel. ...................................................................................... 59 

-t. 5 Age Structure \ lf TOUflSl" from Major Market Arcas ......................................................... 59 

~ 6 Accommodation Type Uscd hy Major Market Areas ........................................................ 60 

~. 7 ()venllght Stay hy RegIOn hy MaJor Market Areas (% staying at least 

onelllghllnall':l) ................................................................................................... 61 

~ X AccommodatIOn Facllllics Used hy RegIOn ........................................................................ 61 

.~ l) Avcrage Dally Expcndtturc pcrTnunst.. ............................................................................ 63 

~. 1 () Dmly Expcmhturc hy MaJor Market Arcas ...................................................................... 64 

vi 



• 

• 

• 

4- Il Expendlture by Accommodation Type........ .... . ............ . 

4- 12 Spending pcr Day hy Mode of Travd ...................... . 

..J..13 Druly Expcnditurc hy Purpnsc of VISU ............. .. 

4- 14 Spending Per Day on Package Tnp 

4 15 Iceland's Gr\lss Revenue Dl'nvcJ from Sumnwr r()un~m 111 1 qq(\ 

..J..16 Icclandic G(,ycmment E"tIInatcs ot Forclgn l'\lllL'ney E.lfIlmgs 110111 

International Toum.m ..... 

........... 70 

...71 

5.1 Incorne, Empk,ymcnt and GOVl'mnwnt RCVl'IIUC Cll- El IÏL'lCIl t.<.; by TOUrtM ScctOl . 75 

5.2 First Round Imrort PropcnsJtles hy Estahltshment Type.. . ...... .. ......................... 76 

5.3 Regional Income and Emplnyment GeneratIOn for the lcelaIllhc 

AccommodationSector. ............. . . ..... . . ..... . .. ....... ........ ........... .. .. ........ 77 

5.4 Firm Sizc: AccommodatIOn and Restaurant Scclor ..... - 19X9. ......... ... .. ". .. 7X 

5.5 Operating Expcnscs 10 Restaurant.s.... . ............ " ................................................... XI 

5.6 Operating Expenscs 111 Handicraft Stores. ..... ......... ............................ ..... ............ .. .. X2 

5.7 Opcratmg Expcnses ln Car-Rentais ............................................................................... X, 

5.8 Operating Expcnses 111 Coach Estahlishments.... ............... ...... ..... ... .. ..... .. ............ Xl 

5.9 Operating Expenscs 10 a Charter Right Firm .............................................................. X4 

6.1 Direct Incarne. Emp)nymcnt and Governmental Revenue MultIplIer C()-ElliCll'nts 

by Type uf Tounst. ........................................................... . · xx 
6.2 Direct Incarne and Governrnental Revenue Generation Per Day hy VI\ILor 

Type (kr)..... ........ .............. ............................ ......... ....... .. ....... .. . ................. 92 

6.3 Direct Employmcnt Gencrated per 1 000 day~.................................. .. ...................... (n 
6.4 The Malc/Female and Temporal CompositIOn of the T()lIf1~rn Lth()lII "mec . ... ..... ()4 

6.5 The Economie Impact of Tounsm in Iccland in 1990.. ..... .. ......... · ()5 

6.6 Direct Income and Employrncnt GeneratIOn hy VarHllJ ..... T()un~t SeCLOr\ · 96 

6.7 Direct Govemmental Revenue GenrauoTl hy Vanous rOUmI SL!cLors . ............ ()7 

6.8 Incorne Generation by Nationality........................ .......... ............... ...... ... ................. ()X 

Vil 



• 

• 

• 

ACKNOWLEDGEMENTS 

Dunng rny two year ~tay al McGIII l galned a great deal of valuablc academic 

~xpenem;e. 1 am partlcularly gratelu] to my ~upervl~or ProIeS')Of SImon Milne for ail his 

teachIng and enthu~la . ..,m. Thanks abo tu Profe~~()[ Gordon EWlng l'Of hlS helpful cntlClsm and 

valuahk advICt: on earlIer dral t'o 01 thlc., the~l'" 1 al~() \vould IIke to thank TIleo HiIls, Jan 

Lundgren and othLI McGlil laculty who have hecn lnvolvcd ln the thc~l!' II1 dltfcrent ways. 

SpecIalthank~ are Lxwndcd ln ail the torelgn traveller~ who partlclpaLCd In the Vlsltaf 

'iurvey dunng the <,ummer of 1 <J()O. In addItIOn, 1 wI~h tu acknowledge the hclp of vanous 

flrm~ and mdivlduab In the touma c.,ector who parllclpatcd In the husIne.~s survey. 

1 gralel ully acknowledge the support (JI the J'ollowmg Icclandlc agencles: the Central 

Bank (Jj !edam!, Ihe Farm Holiday As~OCtatlOn: the ImmlgraltOn ServIce: the Instltutc of 

RegIonal Deve!oprnent; the Mml~try ot Transport; the NatIOnal Economlc Instltulton; and, the 

Slatl~l1cal Bureau of leeland. Thanh 10 parllcular go ln IcclandaH for provlding lravel 

a~sl~lanœ and ln the Icclandlc Tounst Board lOf aIlowmg thelr name to he uscd on the twa 

qlle~tl()nnalres llJank:-. alc.;o 10 the Director of CIVIl AVIatIon who allowed me 10 aùmtnlstcr 

the vlsIlor ~urvey withtn the departurc area 01 the internatIOnal airporl 

Finally 1 would hkc ta thunk my family and fellaw studcnt'\ lor thctr support and 

InSpmltlOn . 

VIii 



CHAPTER 1 

• INTRODUCTION 

1.1 Objectives of the Study 

Iccland is an Island of volcanll': ong1O, stluatcd on Lhe MId-AtlantIc Rldgl' (h)!lIll' 1) 

The country envers IO),O()() km:! and has a populatIOn of :':'<U)()() (a dl'Ilstty ni 2..1 pl'r .... IlIl.\ 

per km:!) (StaL Bureau of lœland. 1 t)t)()a). Most pl'opk 11Vl' 1ll'.1l the C\la~t, \\,([h -"·f 2"; 

residing 10 ReykjavIk and the five surrounding munlClpailtics, 15% \li !owns and vllla~l'~ and 

the rcma10mg 1 l'Ir' ln mral areas (fIgure 2.). 

The country was under DanI!\h control llnul 1 t) 1 X. when IL was recoglllll'd ,1\ .1 

sovereIgn statc 10 'close unIon' wlth Oenmark (Ccntrall3ank 01 kcland 19X7, 1(2) Ieeland 

was formally estahlished as a Repuhlic on June 17, 1944. 
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Figure 1.1 Iceland in the North-Atlantic 
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Iccland's C1l1zens cnloy the neneflll\ of a comprchcnsl\'l' :-,oC1al well.llc :-,ysll'Ill .Ill.! III 

19X9 the nauon's gross oomcsuL' prnduL't slOno at US $S,2()()rn, (11 11I:-.1 \l\'l'I Ils ~20,(}()(} pCI 

caplla (Central Bank oflœland, 19(10). 111US lœlandcrs .lrC hk'~sl'd \\'1111 li Ill' III Ihl' \\'1111d':­

hlghesl standards nI lIvIng. ~1uch or thlS prn~pcnly SIe ms Irnl11 Illh lÏ~hll1g gllllllHh. "1111 

hoth proccsscd and unproccsscd cxpnrts provllhng an Important ~(lllfl'l' III Illlelgn l'\('h,lllgl' 

(National Economle InstItutiOn. l ';RX) In the pasl tWll dCC:Hks. IHlWI'Vl'r, lkclln\ll).! lJ"h 

stocks, conccrn over the smglc-produet depcndcnce 01 the ccollomy and lhe 11l'l'd l'Ill Ilnv Illh~ 

in manufactunng and tcrtIary scctors. have forccd the governrnl'Ill III purMIl' .1 polu.:y \ II 

economL divcrsilïcallon (ElU, 1991). 

One mdustry that has grown rapldly In rccent ycars IS lounsl11. Whlle Icclandll' 

mternatIonal tounsm is a rclauvely rcecnt phenorneno!1 holh governll1l'l1I SOUfCl'S ami 

mdependent cconomlC forccasters agree that Il IS a maJor loree \11 Ihe naIHll1al cUlnllJl1y -

provldmg much nccdcd forclgn cxchange (ElU. 19X9a). Il I~ cstllnalcL!lhat IOllfism (1I1cllldll1,!! 

domcst!c travcl) accounlcd for 3.3% ot GOP dunng the 197'l,-X() penot! and lhat vl"i!OI 

~pending in 19RR was cqmvalent to approxllnatcly 9'!c, (lI the valuc 01 g()()d~ and "l'( VILe:-­

exporleo l'rom the country (Central Bank of J celano. /lN 1 h) FOI CI gn ;11 ri v;i1.\ ln 1 he C()UIIII y 

have expanded threefold SInce 1909. l'rom 44.0()() tn over 140.()(JO 1/1 1 ()<)() Crable 1 1) 

DespIte the OhVlOUS Importance of tOUfll)m there I~ little Il1formalloll OIJ the Iole thal 

the Industry play~ WIthm the natIOnal cconomy. In faet detalled ...,Iudle\ (lJ II...., eCOIWIl1JC IIl1pau 

have never bcen conducted. ThIS stalc of affalrs ...,evercly weakclI\ Ihe ahrilly oj hOlh 

government and the pnvate sector to plan the fUlure dcvclopmcnt 01 the rndu . ...,lry. For 

example, data on tourist expcndllurc patterns and how lhey vary accprdlOg ID vI~Il()r lype arc 

vttally important if planncrs arc to dctcrmme which types of toun~L'" hnng lhe opllmum 

economlC bcnefiL'i to the country, Such ligures alllo a ... ~i~t 111 the calculatlon of the ecollorny-

3 
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wlde Impacte.; 01 tounst cxpendilure . 

Table 1.1: Total Foreign Arrivais and Expenditure - 1969.90 

Arrivais of foreign 1 ncome in total % of exports of 
visitors to Iceland miUion kr.a goods and services 

I<J()<> 44,099 R.O 5.0 
1972 6R,026 14.2 5.4 
1<J75 71,676 39.6 5.5 
1 nI< 75,700 103.6 4.2 
19XI 71,89R 358.0 4.0 
19X4 ~5.190 2030.0 5.9 
J9X7 129,315 5379.0 7.3 
J990 141,718 11359.0 9.0 

a. Includes ulrlare cxpcnditurc on lcclandic airlines (for more detail see table 4.16) 

Source; ImmigratIOn Service of Iceland, Visitor Arrival Statistics - various; National 
Economie Institution, Iccland 1991, table 2.6 . 

AL the samc lime liLtle is known about the structural characteristics of the industry. 

()ucstlOns ahout the kind of demands that tourism makes on the Icelandie labour market, and 

how the induslry 15 Iinkcd with other cconornic see tors , cannot be answered at present due 

lU data lfladcquacJes Thosc who plan, or have an intcrest in, tourisrn 's dcveloprncnt are 

Ihl'I l'I ore hamslrung In thelT attcmpLIi ta 'fine-tune' the economic performance of the industry 

and l1lu~1 makc Important marketmg and dcvclopment dccisions on the basis of a very limited 

econOllllC data hase 

The pnmary oojeetive of lhis thcsis is to fill sorne of this 'information gap' and in so 

dOlng provl(je a det~l1lcd analysis of the cconomic impacts of international tourism on the 

Icl'iandlc l'Llmomy. The major aims arc: 

1. Tn llknllfy. as lar as posslhlc. the mIe that taurist cxpenditure plays within the Icelandic 
ecol1omy. Infonmluon will he prescnted on the expenditure characleristics of different tourists 
and l)1l the (l'laI fnrelgn cxchangc camings stcmming from international tounsm. 
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2. To provide mformaùon about the structure of the mdustry - rmphaslI.lllg Ils Itnkagl's wlIh 
the rcst of the economy. In parlIcular 1 WIll analyse !llc dllfenng atnltty ni vanous tOUI1:i! 
scctors to generate downstream links wllh the rest nt thc CI.'lHlom)' 

3. To combine the tounsl cxpcndtlure and mdustry stmcturc liai.! Ihrough il slIllpltfll'd (Il' 
dircCllcvcl only) multiplier analysls. This WIll allows Impact 01 the II1dl1~try on the kl'lilmhe 
economy to be gaugcd. This mformauon also allows Ihe ecnllnmll': Impacts .lssoC\atl'd wlIh 
different tounst 'types' to he asccrtamed. 

4. To provide a data hase of econonuc informauon that rnay hl' of use 111 lutuIl' ~tlllhcs ni tlll' 
tounst mdustry m Iceland and to evaluate and thscuss the planl1l11g lInphcalwns ot lhl' 
findings. This WIll include an atlcmpt to draw sorne links hetween Ille CCIlIJ(H11lC dCVl'lllpJl1l'1lI 

of the tourist mdustry and the nced to sustain the nch and vanet! cnvironmcl1t lIpon Whldl 

it depends. 

1.2 The Structure of the Thesis 

The remainder of this chapter deals hriclly with thc challg1l1g stmcturc 01 ÔIC kelandlc 

economy. 1 show that altered economic Clrcumstanccs have made internatIOnal toun~l1l an 

increasmgly important economic option. A discussion of the c.:urrcnt structure and hislol1cal 

development of the Icelandic international tourist industry, usmg sccondary !-.tallsllcal sources, 

1S then presented ln Chapter 2. This section pays particular attentIOn to the demand and !-.upply 

side characteristics of the industry and then outhnes CUITent govcmmcnt l()lln~111 dcvelopmenl 

policics. 

In Chapter 3 1 outline and critique the methodological approaches adopted Hl the 

thcsis. The [ocus IS on current techniques 10 economlc Impact analysls - ln partlcular the u~e 

of the multiplier model. The survcy approach and iL<.; coveragc arc abo dlscu ... ~cd. 

Chapters 4 and 5 are reserved for the presentatIOn and analysis ()J much ()J the dala 

The former deais wlth the gencral charactenstlcs of the Incommg l(Junst ... who wcre ~urveycd 

and then focuses ln detai! on lhclr expenditurc behavlOur The laller presents the IJndtng\ lrom 

the industry sUIvey - including details on the linkage and labour force dcmand \tructurcs 01 
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,>everaJ lOuml sec LOrs. 

Jn Chapter 6 1 comhme the mformauon on tourist expenditure patterns with the 

hU~lI1e~~ ,>urvcy ln ordcr to prc~cnt the ùirect incarne anù employment gcncratIon cffects of 

international toun..,m In partlcular 1 ~tudy the way ln which vanous tounst tyres bnng very 

(hf/erent henelïl<; tel the ecnnomy. In the concIudmg chapter 1 dlSCUSS the planmng 

Imphcatlon.\ 01 the Imdmgs - relating them ta CUITent and future gavernment planmng and 

polJcy ohJectives for the tourism industry ln particular and the nal10nal econamy as a whale. 

1.3 Iceland's Changing Economy 

Becausc 01 il<; small domcsuc market and limited resource base Iceland has always 

rched hcavlly on overscas trade and economlc cooperal1on (John, 1984). The country's 

exporl<; mamly Ilow tn the memhers of the European Free Trade Association (EFTA) , the 

European Economie Commumty (EEC), the United States and Japan (Table 1.2). In 1972 

Iccland rcached a frce trade agreement wtlh the EEC covenng manufactured goods and certain 

II~h plOducts Il appcars tl1al furthcr economic cooperation IS imminent as EFT A builds even 

stnll1ger links \Vith Its larger and more powerful counterpart. In recent years exports ta the 

USA have dcchned and rc1iancc on the European and Japanese markets has increased. 

Whlk kcland'~ cco:lOmy rcmams dependant on the explaitauon of renewable natural 

ICSOurCCS - ln panKular Ils tïshcnes - lt has undcrgone a major structural transformation since 

WOild War Il (Slgurdsson. 1977; ElU. 1991). Prior to the war the economy was dominated 

hy a large. hut rclatlvcly unproductlvc. agricultural sector and the rishenes. Most secondary 

:ll'tl\'lty revolved around the proœssmg of primary products whlle tcrtiary actlvities were 

[al gel y accountcd for hy a growlflg puhlic sector. 
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Table 1.2: Geographie Distribution of Iccland's F()rci~n Tradc 
(% of total valuc) 

Export Destination 1984 1985 1986 1987 19K8 1 98'J 

EFTA S5 S c) 10.2 S ., 1 _ 1 () () 1 1 (l 
EC 47 . .1 48.') 54.2 574 5S S 'i/1 5 
UK 134 IX.7 204 Il) 5 2,2 20 S 
W-Germany 10.9 X..1 'l.1 100 10 , Il 1) 

Portugal 41 5.7 6.5 l)4 S5 ·l , 
Other 18.7 16.2 IX .2 IX.6 1 () 7 19.5 

East Eur.countries 9.4 7.8 55 47 5 ·t 50 
USSR 7.8 6.7 4.1 H, Hl ~ ! 
Other 1.6 1 1 1.2 l.1 I.X !.() 

Oth.Eur.countries 1.1 1.2 n.7 O.X 1.1 1 (, 
USA 28.4 27.1 21.7 IX.2 I3 () 14 , 
Japan 3.8 5.0 4X 7.X 76 7 1 
Other countries 1.5 1.5 2.9 2X 3 1 4 , 

= 

l'J'JO 

S7 
(l7 7 
25 , 

12 7 

"' (l 
26 1 
29 
2.5 
() .. 
1 1) 

l) 1) 

() () 

27 
0--= 

Source; Staustical Bureau of Iccland 19X5, 36-7, Tahle 7, !lJXXa, 1()-7, 

Table 19; 1991 a, 33-4, Table 21. 

Following the war a senes Dt new, lahour savmg. lechnologles hegan to lïnd Iheu' way 

into both the farro and fishcry sectors. As a re~mlt producl1vlly mcrea~ed wllllc emploYfIll'1I1 

fell rapldly. ln 1940 nearly hall of the popuJauon wa~ cmploycd III the pll III ill y ~l'ctlll, thl. ... 

figure now stands at Jess lhan lO% (Table 1 3). The slllft away Ir()rn pllll1ary acllVIlIL~~ I~ 

further exemplified by the reductlOn In the nurnhcr of larrn .... III the country, lrom 521!) 111 

1955 to 3448 by 1983 (Central Bank of Icelano 1 CJX7, 141) 

Due tü its srnall dorncsuc market, IL., 1~()latlOn 1 rom maJor trading pé.lrtner~ and the 

scarcity of rnany esscntlal raw matcrials Iccland ooe~ not provloe the nght condlLHlIIs to 

cnable many forms of secondary a<.:tlvIly to be<.:omc e~labli~hed A., a re ... ulL rnanulactunng, 

outsiùc the fish-proccssmg sector, rcrnam~ ùommalCù hy ~rnall. relauvely low produllIvny, 

enterpriscs. Manufacturing ernployrncnt mcrca\cd con~ll!crahly hC!WL"n 1 <)4( 1 and 1 %0 hut 

since thcn its relatIve Importance ha., rcmamed !->tatH':. The expansIOn 01 commerce, tOUfl~m 
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and J)ubhc \cctor <.,erVlœs h~ led to a raptd expansIOn In teruary sector employment in recent 

• decaùc\, and \ervlCCs now generate the bulk of ncw Jobs. 

Table J .3: SectoraJ Division of the Economically Active Population 1940-90 

1 ndlJstrv Scctor (%) 1940 1950 1960 1970 1980 1990 

Primary Scdor 46.4 32.6 24.2 9.6 13.1 10.2 
AgnclJJture 32.3 22.2 1 h.O 13.3 7.8 5.1 
Fishmg 14.1 10.4 X2 6.3 53 5.1 

Seconda ry Sector 21.1 32.7 35.6 35.8 36.8 29.3 
Fish Proœssing 6.8 6.5 15.4 8.0 9.5 6.7 
()ther ManufacLUrîng 8.8 16.3 10.2 17.2 17.2 13.3 
Constmction 5.5 9.9 10.0 10.6 10.1 9.3 

Tertiary Sector 32.5 34.7 40.2 43.8 50.1 60.5 
Elcctm':ll y, Watcr 0.6 1.3 1.0 1.0 1.1 0.9 
Transptm,Communicat. 7.8 8.4 8.2 8.4 7.3 6.6 
Commclcc 7.6 9.8 13.4 14.7 15.2 23.9 
ServIces 16.5 15.2 17.6 20.5 26.5 29.1 
Total 100 100 100 100 100 100 

• Apprm.imate size of 
workfore (OUO) 53 59 68 82 106 128 

Source, Statlstlca! Bureau of Iccland 1984,32-3, Table 18; 1991b, 70-1, Table 3.4. 

Thcsc slun.Ii In employment structure have been mirrored spatially. When employment 

was dominated hy agricultural and fishing activitlcs the population was spread relatively 

evenly throUg!lOlIt the country wah thc ObVlOUS exception of thc envlronmcntally inhospJtable 

Intel lOf. Whlk urhamsatlOn hcgan al thc tum of thc prescnt ccntury it was only with the rapid 

devl'lnpmcllt ot leltlary and scconda:y aClIvlty followmg World War II that rates of rural-

urhan shitt t1l'~:ame slgmfïcant. Reykjavik contmues to draw people from outlymg areas of the 

country. TIte l'lt)' and Its surroundings account for more than half of Iccland's jobs and it's 

• l'mph)ymcnt structure diffcrs conslùcranly 1rom the rest of the count.ry (Table 104), For 



example nearly 60% of male employment in the urhan arca IS ln scr"H:CS, I,.'nmparcd tll ~:!t'; 

• in other reglOns. 

Another major change affectmg the econnmy 111 rcernt dl'cadcs ha~ hCl'n the tl1C1ca .... 1I1g 

role playcd by worncn 111 the formaI sector P,lrtIClpallnn lah's haw gWWll laplllly and hy 

1982 nearly thrce-quarters of women aged 2()-60 years \Vcre III wagc employl\1l'nt Int ,It It',I:-.t 

13 weeks per annt'm (Central Bank of kc1and, 19H9). Whlle thl' I,.'UlICllt ulll'mplllyllll'nt ratl.' 

is a relatively low 3% mcrca'iing demands l'rom womcn lor pald cmplllymellt place ,ldded 

pressure on the govemment to create new Joh opportunlttes. 

Table 1.4: The Regional Composition of Employmcnt - 1990 

Industry Sector Urban Capital (%) Othcr Regions (lYll ) 

Male& Male& 
Male Fcmalc Female Ma'.; Fernale h.:rnale 

• Agriculture 0.6 0.5 05 12.6 121) 12.X 
Fishing 3.2 0.2 1.9 15.1 J 7 \)l) 

Fish Proccss 1.6 1.3 1 5 106 140 1 \.l) 

Industry/W ater l8.3 9.9 14.7 143 XO Il X 
ConstructIOn 14.3 2.2 1).1 141 25 l).7 

Commerce 15.6 19.3 17.2 7.1 1 ().·l \07 
Transport 10.3 5.5 X.2 6.0 1.7 5 1 
Bankmg etc, 10.4 13.0 11.5 2X 57 1 () 

Service 25.7 48.1 35.4 17.0 15 1 21t :2 

Total 100,0 100.0 HH),f) HHU) JOH,,) 100.0 

Source: Instttutc of RegIOnal DeveJopment. J <)<) 1. 

Despite the~c economic change~ manne ba~ed producu .. (Iflcludwg proccs~etllï~h) SI/JI 

account for over 70% of Iceland's export earnmgs, wlth a lurthcr 22'}1) denvetl lrorn thl' 

manufacturing sector (Table 1.5). While the role of IÏsh export" ha" decltncd ,>Hlle the e,lrly 

• 1960's the health of the nal10nal economy rcmams 1I1umatcly lIed lo the . ..,uCl.e..,.., or lallure 01 

the sector. Unfortunately the deplctlOn of fïsh stocb po~c~ a major threal LI) the 1Tltlu~try and 
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the g()vemment ha." hcen torccd ln Implcmcnt a stnct management ~ystem revolvmg around 

catch quota'" lor malor "'peCH,!.) .... uch a~ cod (ElU, 1(91). Dcchmng catches m recent years can 

he Illlked lO holh ..,tock deplellOn and quota rcstnctlOns. 

fn reccnt years the govcrnment h,l'i loeuscd on developmg other industries ta 

,>upplcment the fl~hcnes (Central Bank of Iceland. 1989) Thus major programs are planned 

or undcrway to harncss the natIOn' s va . ..,t hydro and geothcrmal powcr resources. 

Table J.5: The Changing Importance of Main Export Categories 
(by value - based on F.O.B.) 

Vears Marine A gricultu rai Manufacturing Other 
Products Products 

(70 % % % 

1960-(.4 \)\ 6 1 2 
1965-69 X7 6 5 2 
1970-74 75 3 21 1 
1975-79 75 3 21 1 
1980-84 70 2 26 2 
1985-89 73 2 22 3 

Source; National Economie InstItution, 1988. 56-58. Table 4.3, 4.5; CentraI 
Bank of lœland 1991 a, 20, Table 1 

Relalcd prolects melllllc an aluminIUm factory, a cement works, a diatomIte plant and 

a fcrro-alloy productIOn complex Whllc sueh dcvelopments have enabled sorne diversification 

of the l'COnOl11lC hase unslahlc global commodity markets and the limlted ability of the 

prolCCLS to proVIlle long-Lerm cmployrncnt beyond the construction phase rnean that they are 

unhkcly ln provldc li lastmg solutiOn to the natIon 's economlC needs (OECD, 1990). For 

L'xample deprcs~ed alUl11l1llU111 pnccs and stlff overseas competition have already placed the 

sllH.'lter III dltfil:ultlcs (ElU. 199\) 

keland IS hl'avtly depcndent on imports of fmished consumer goods, intermediate 
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!!oods and raw rnatcnals (C~ntral Bank nt lcelano IQX7. 197), rm a numhl'r nI \'l'ars lhl' 
~ -

• VISIble trade halancc has hovered afOlInd eqUlhhnul11 ,llld 1f1 the P,lst 5 \'l'ar~ lu!'> \Il 1.1\:1 

rccordcd a surplus (Central Bank of Iccland. 1 qq LI) Fm' \'l'.lr :l\'l'ra~l'!'> dp. IHm l'\'t'I. Ililk 

wide annuallluctuauons ln n~h pnces anti Ihe rnce nI' kl'y II11Plllll'd 1..'1l1llflHldllll'S - l'~I1l'CI.t1I\' 

petroleum produCL". It IS Important to note that kclanù'\ l!'>nl,lll\lll tWill Ils maJor tradlll,C 

partners forces it to spend large .lOlOllnts of !l1oncy on transportation ~l'rVII.:l'S; addlll,C 

conslderably to inVIsible cxpendttures. 

This hrief overvlcw of the Icclandic cconomy reveals several IIllerl'sll!1g Il'alllll'S 

While the country has one of the lowcst unemployrncnt raies and hlghcst \I:lndards 01 liVing 

within the OECO this statl' of affairs rests on a ralher pn'clIloll'" l'connmlC ha'>l~. l'hl' 

economy is hcavlly dcpcndcnt on a very Î1mtted range of export.,> - JCllwd \Hmtly flOm Ihl' 

fishcries sector. Much of the natIon's manufaclUnng aCtlVlly also depl'/lds upon the llshencs 

• Recent govemment efforts to dlvcrsify the economy have met wllh only 1 1111 lied !'>lIcces!'> 

Thus despne the fact that w; cconomy IS highly developed, ,tilt! lhat liS Iw,tor/cal 

devclopmcnt hall never bren charactcnsed hy an cxplOltalive 'co 101\1,11 ' pt'IIOd, Ihe prohlelll'" 

of small SIze affect Iceland In much the same way a ..... '1ess developed' COlllltlll'\ lit .t \!lllIl.H 

slze. Shand (1980: 12-19) provldes a usetlll framework wllhm whlch to VIl~W tlll' IIllpall .... 01 

small size on the ecnnomlC VIablhty of Island ~Lalcs bel' abo Dcrnas, 1%5 a/J(I ('onncll, 

1989) (Table 1.1)). 

Smailcr physlcal size WIll tenù to lead lo li greater dcpendenœ on a more Iimlleu 

rangc of ex port goods and a rehancc on a reduccd range 01 markel~. Concomltanlly a ~maller 

populatIOn means that both Ùle labour force and domcstic markel arc hmlled ln ,)Ize, tundenng 

• attempts at e~onomlC expansIOn and forCing puhlIc ~crVJCC proVl''IlOn !o rc .... t on a very .limall 

lax base. Clearly thlS type of framework ha.., comluerahle rclevance to the Icclandlc ca,)e 
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Table 1.6: Sorne Economie Implications of SmaIJ Island Size 

A. The smaller island size ... 

1. The narrower the range of production conditions and thus the range of primary 
c()mmoditic~ produced. 

2. The Iower the volume of total output. At low it costs of processing, transport and 
marketing are markedly hlgher for export commodities, and weaken the competitive 
posItIOn of these ex ports in world markets. 

3. The greatcr the concentration of exports in particular overseas markets - due to few 
cxport categoncs and Iow output. 

4. The greatcr the market vulnerability. 

8. The srnallcr the population ... 

1. 

2. 

3 . 

C. 

l. 

") .... 

3. 

The lower the volume of total output because of Iimited size of the labour market 
(consequences-sec A2) 
The greatcr the pressure for the govemment to operate private services that are 
unprofitlhle hecausc of the smalI market (doctors,dentists ... ) 
Increasing labour market limitations on the provision of government services. 

The srnallcr the economy ... 

The smallcr the internal market - making it more difficult to set up indigenous iqnt 
suhstitution industry. 
The more difficult il is to provide the level of service provision expected by the 
indlgenous population. 
The heavlcr the rehance on imported goods. This is due in part to the fact that 
cconomlc smallness grcatly Iimits the scope for raismg internaI revenues. 

Source: Shand 1980, 12-19: Milne 1991. 

1.4 The Potenüal Role of Tourism 

In responsc to the special pressures associated with small size many island nations 

have dccidcd to tum to the tourist industry as a possible means for future development. 

Tourism is assumcd to bring many benefits to nations characterised by relatively limited 
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resource bases and IsolatIOn [rom maJor tradmg partnl'rs (Clcwnlon. \ l>79: Ralllltl' \l)XO . 

WilkInson, 1987. 1989; Butler. 199(); MIlne. 1992). Pwhlems l)! IsoI.llWIl are nVl'n:ol11l' III 

same degrce by the fael that the consumer travels lo Ihe 'produc[' :\1 Ihl' ~,1I11l' lIme the 

resources saught hy tounsL"i (natural sccnery l'te) arc n!ICIl 'Icncwahlc' .ml! lIlL':\IK'IlSIVl' to 

pravIde (MUnc. 1990). 

More Impnrtantly many govcrnmcnl'\ fcellhat tounsm can hnng .1 range 01 l'C011011l1l 

benetits ta theIr countncs (Table 1.7), TIte forclgn exchangc gcncratcd hv 100111SIll WIll hc .1 

majar contnbutor to thc balance of paymenL'\ and wIll have a hencllcwl \lllpael (hoUt dllL'L! 

and Indirect) on the local cconomy Tnunsm can also crealc hlgher kvcls III Illtl'Ifllcdwtl' 

demand - the multiplier erfcct. The tounst scctor. hcmg l'.,>senually lafmlll IlJlell:-'IVl'. 1.'> abo 

assumed to crcate many employrncnt opportunilles. AL the salllc Illne Ille IIHluslly l'ail il[(J III 

diverslfying the structure of the economy, asslsI in halanemg out IcgllHlal JI~pantll's III 

incarne and employmenl, and contnbutc suhstanttally ID governrnent collcrs (taxes. dUlIes. 

liccnses etc). 

It is important to note, howcvcr, thal tounsrn aJso hnngs will! Il a ~ene!\ (lI e(,;()/I01l11C 

cost'i (Table 1.7). The Iypical tounst wlIJ requITe certalll gooùs anù .,>crvll'e ... whlch call1lot he 

provlded locally, Ihus a proportion of lounsl cxpcndlturc wIll Jcak trom the clo/]()rny Wlydl'Il. 

1973. NatlOnal Economlc InstIlulIon, 19X9) As a con .... equencc lhe local IrILClIllC gl'lIl'raled 

l'rom tounsm may only he a proportion of the total IDluaI .'>penùwg (Archer, 1 ()X2, MIIII.' .. try 

of Transport, 1990h). 

The benefiL'\ of job creation can be also reduccd hy the laet that manageflal p()'>lllOn~ 

are orten filled by cxpatriatc staff (Milne 1990). In the ca ... e (llleeland, howcver, ,hl~ lactor 

is less Important a,l, the high levcl of educallon In the Jocal lahour market Illean'-. lhat re .... 'denl ... 

have a goad opportumty ta parttcipate ln the management 01 toun .... t ... ector ()rcral1()n~ ln 

13 



lœland's ca<>e a blggcr handicap to local ownership is the large amounts of money and 

• expertise requircd to establish large scale tounst facilities, this means that much of the 

industry IS largcly controlled hy a small number of locally run conglomerates often with close 

links lo forcign conccrns. 

Tahle ].7: The Potentia' Economic Renefits and Costs of Tourism 

Potentia) Economie Renefits PotentiaJ Economie Costs 

1. Foreign cxchangc generation. 1. 'Leakages' in the fonn of imports. 
2. Improves ~alancc of payments. 2. Government costs stemming from the 
3. Joh crealion. industry' s infrastructure. 
4. Bcnefits al direct/indirect level 3. Tourism will compete for labour, 

(multiplier cffcct). capital and land resources. 
5. Govcmment Revenue. 4. 'UnequaI' employment - Iocals 
6. Diversifïcation of cmployment participate as employees not owners. 

structure . 

• Source: Milne 1990, 17. 

Nations are often also dependant on the f1ight scheduling whims of international 

airlines (Britton 1982, 1987). Even if a national airlinc is estabhshed it may have difficulty 

cornpeling in a world airJine industry that is increasingJy characterised by Omega-carriers' and 

cClllraliscd computer rescrvaûon systems (Tourist Board of lceland, 1988b; EIU, 1990). At 

the :mmc lime, of course, tourism onen brings with it the potential to cause environmental and 

socin-cultural dismption (Fearcc, 1989, chapt. 6). 

Dcspltc the se potcntial costs international 10urism offers one of the few viable 

alternatives for small isolatcd island nations attempting to diversify their economic structures. 

Il is thcrefore no surprise to find that the Icelandic government has been encouraging the 

• dcvl'iopmcnt of the mdustry for many years . 
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CHAPTER 2 

ICELAND'S INTERNA TIONAL TOURISl\f INDUSTRY 

2.1 The Tourism Product 

Iceland has. lO a large exœm. huilt a tounst mdustry on sccnery alone ll\1tll ,md 

Momson 1985. 188). Tounsts to the country are nO! searchmg for hl'achl'~ ,1Illi a p ka .... ,Ill 1 

climaœ. but are. rather. attracted hy the unspOllcd nature and unique l'haraL'tcml1c~ III thl' 

country. In the few surveys that have heen admmIstered to tounsts III Iceland, 11.l!ural 

phenomena such as volcanocs. geysers, glaCIers and mounta1I1S haw hl'L'n rnenllO!1L'd :\'. a 

major reason for visiting the country (Hagvangur 197~O The Icclandlc Toun .... t Boald r(lClJ~"" 

on these attracuons in its promotion of the eountry (Tuunst Board, Ii)c)O) 

The special character of the Icelandic taunst produel can best be secn lrom a rcglOnal 

perspecuve (Figure 2.1). The South west reglOn fealure .... V;L<;1 lava Jield .... stretchlll,1! out to 

distant mountarn ndges. Geothermal acuVIty 1<; very mueh ev)(jcnt and a ma J()I atlractlOn 1 ... 

the 'Blue Lagoon' formed by cxccss waler from the Svaw,engl gcothermal powl:r statIon 'l'hl' 

coast 15 rugged. Wlth Jagged crags and clIffs. A~ mo .... t II1temauonal VI ... JlOl" arnvc al llll' 

Keflavlk internauonal arrport their first expcncncc or lccland 1 .... III th)..., rl'l;lOfl 

The West rcglOn offers recreauonal acUvlUes for a vancty of ~pl'uaJIly IIllercst groufl" 

mclud1l1g' ormthologlsts. 11Ikcrs, angler.'> and ponytrekker.,> .\t1anyof the cOllfllry',> best \itl/llOIl 

nvers are round here along Wlth glaclCrs, hot "'pnng.'>, rock fOlmauo!l\. lava ti('I(]', ilnd 

mountams. The West Fjords arc geographlcally lS<Jlatcd l'rom the [(' . ..,t (Ji lceland .\1()"t (JI rhe 

landscape here IS composed of cliffs and mountarn.). Sorne 1)1 the large . ..,t ..,earmd colOnie.'" Hl 

the world are ln the area; lOcludmg the IIomb]arg nature rc'>Crvc The regJ(Hl ).) abo weil 

known for Its seals, arctie foxes and elder ducle..) (Toun\t Board 11)<) 1, 2) 
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"'1I~llrc' ".1 [cC'!nnrh R(!glOnq and Major Natural Attractions 

'';(Jllrr c" 'j,1turc! Con,>(!rV;J! lon Counci 1, 1991 
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The Myvatn reglon IS the mam tounst altracUon 01 the North-West and North-Ea~t 

rcgions (Figure 2.1). Thc area 18 protccted by law and envers an arca nI +ln,nOn ha. lNatllll' 

Conservation Councll 1991. 31). Lake Myvatn and It'S ~lIrroundlllgs ;Ul' 1\'II11Wr1l'd lOI thl'Ir 

naturai beauty. Nearby is the Jnkulsargljufur NatlOlI,ù Park lL'stahh~hl'd in 1(71). 

The prommcnt l'eature of the East rcgiotl IS a cnasthllL' carved wllh 'lords allli hays 

sheltercd by steep rnountains. One or the tjl)rds. Scydlstlordur, IS an cmry pOlm Illi tl1l' 

Norrona ferry which sails weckly to thc Faroe Islands and SCamhll:lVla. Thc IcglOn ;tltracts 

geologists. hikers and nature lovers. 

The South IS best known for iLIi vast sand coast and Skaftafell natIOnal park wtllch was 

cstablished in 1967. This is a rcgion of contrasL~ Wlth hi!,h mount:un-:. glacial fi vers, hlack 

sands a..;o colourful vegetation. Othcr attraCLtons indude the actIvc volcano Ilekla. 

The outstanding scenery and rclatively untouchcd natural envlronmcnt 01 lceland 

provide an excellcnt opportumty for wlldcrness travelo sighL'ieemg. pholography and nillural 

study (Jackson 1984, 393). This natural beauty has attractcd more and more nature 01 'l'CO' 

tourists 111 rcecnt years. Thc therne of nature based lounsm IS one lhal J ..,hall rcturn 10 lalcr 

in the chapter. 

2.2 Tourism - The Demand Side 

It was not unttl 1970 that foreign tourislli began lo am vc 111 Jccland ln .... lgf1lltcam 

numbers (Figure 2.2). A slight downturn 111 1973-74 was hnkeû to the 011 ~h()ck and resultant 

aIr fare increases. An 1I1crcase of international tounst arnvab occurred agalO ln the penot! 

1976-79, with an average annual incrcasc of 3.1 %. The numher of tounsL ... IOlallcd 77,000 hy 

1979. 
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Figure 2.2 Foreign Visitors Arriving to Iceland 1960-90 
Source: National Economic InsUtulion. 1991 

'90 

Qil pncc rclated mrfarc Increases agam caused an absolute decrease in 1980 with 

amvals fallmg Il\' Il.000. These trends show how dependent the tounst rndustry is on 

Intcrnal10nal fluctuauons 10 arrfares The unstable exchange rate of the krona has also creared 

t1uctuatmg compcllUve cnnctIUons. Hlgh mflauon ln the 1970's and carly 1980's led to 

conslant adlustrncnt by the Icelandlc Central Bank to rnamtain compeuuveness In key export 

;md lInpOr1-MlnsUtutlOn SCClOrs. While the Govcmmem placed a greater emphusls on exchange 
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rate stability dunng the mid-1980s a reeent dl.!dine III I.!Xport pnres has a~all1 made 

• devaluation necessary to correct the sItuation ~T,lnlc 2.1). 

Table 2.1: Exchange Rate Fluctuations 19H5-90 

1985 1986 1987 1985 19H9 l" 

Kronur per 
$US 41.47 41.04 ~H.O() -+"'09 57.29 ))00; 

- ---

Source; Central Bank of Iceland 1991b, 26. Table 14. 

The numbcr of forclgn visitors to lccland ha ... mc.:rcascd mpldly III rccenl yl'at s. T'le 

average annual mcrease was 8% in the last dccadc. far cxccelimg the wnrld average III 'U\(/I, 

(National Eeonom le lnstitution. Iccland 19R9). llns cnhanœd mlercsl 11\ Inps 10 Icdand can 

• be linked to extenSIve promouon and markcl1ng campalgns hy the kelandlc TOUlI,',1 Board III 

conJunction with export compames, airlines and shippmg ll/1es and a nstng dcmand /01 nature 

tourism (see below). For cxample the Tourist Board m New York startcd a USA m;ukettng 

campaign in 1980 and it is cstimatcd Ihal the proJcct ylcldcd an average ,1Illlual m:lI kel growlh 

rate of 13% betwcen 1980 and 1987 (ElU. 19R9a; Tounst Board of lœland, Il)XXa). 

Over 95% of foreign vlsitors arnve by aIr al the ollly Internaltonai alrpOrl, localcd il!) 

km west of Reykjavik. The rcmaindcr travel on lhe NOrf(lIla ferry, wlllch ha.\ il \chcdulcd 

route between Iceland, the Faroe Islands, Scotland, Norway and Dcnmark dunng the ,',urnrncr· 

months. 

For most of the last two decades the USA was the large~l lounsl market (FIgure 2 1). 

However, in reccnt years its relative importance ha.'> dcclined and vl~Jl()r,., IlOrn Ihe Nordlc 

• nations have bccome the major visitor grouplng. The rcccnt dccrcasc JO touml i1ff1vaJ<.. Irom 

the USA can be explaincd by the followmg factors (Toun\l Board of Iccland 1 ()XXh, 11-12)' 
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Icelandair has had difficultics competing with bigger airlines on the route over the 
Atlantic Ocean. The difficult fin an ci al status of the company has been rectified by 
rcducmg services on the North Atlantic route; 

There has bccn a dcc1ine in the number of US citizens travelling to Europe and 
especmlly Scandinavia; 

InflatIon and high costs have deterred tourists from visiting Iceland; 

Fluctuations in forcign currency rates have led ta sorne uncertainty on the part of 
travellcrs; 

Marketing ha'i been made difficult by the reduction of the Icelandic Tourist Board 

budget. 

Tourist arrivals from Nordic nations have more than trebled in the last two decades, . 
rising from 10,600 in 1970 to over 48,000 in 1990. Extensive promotion and marketing has 

asslstcd this growth. The region is an important conference and business market for Iceland -

a rctlcction of the close cultural, business and govemrnent connections between the Nordic 

Countries (ELU 1989a, 33). Nordic visitors constituted 34.4% of all arrivals in 1990 (Table 

2.3). 

Table 2.2: Foreign Visitors to leeland 1980-90 (% f)f arrivais) 

Year USA Nordie UK Continent 
Nation (Europe)· 

1980 23.1 29.8 10.4 27.8 
1981 24.8 29.0 10.9 26.7 
1982 28.7 26.9 10.0 25.3 
1983 32.1 25.0 11.4 23.2 
1984 32.0 26.4 11.0 23.7 
1985 32.4 29.1 10.0 21.1 
1986 28.8 30.4 9.0 23.6 
1987 27.6 34.8 8.2 21.0 
1988 22.3 36.6 8.2 23.9 
1989 17.7 ~5.4 9.2 28.1 
1990 16.0 34.4 9.7 30.3 

• Includes Gennany. Austna. SwilZerland. Fronce and the Netherlands 
.. Includes other counlnes ln Europe 
Source. Immtgmuon Service of leeland. Visitor AmvaI Statistics - Vanous. 
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Other Other 
Europe** 

4.9 4.0 
4.6 4.0 
4.4 4.7 
4.4 3.8 
3.4 3.5 
3.6 3.8 
4.6 3.6 
4.8 3.6 
5.5 3.5 
5.7 3.8 
6.2 3.4 
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Figure 2.3 Tourist Arrivais from Key Markets 197('·89 
Source: Nauonal EconomIe Instituuon, 1991; ImmIgrauon ServIce StaI1SUCS, VéUlOllS 

The conUnent of Europe, mcludtng Germany. the Ncthcrlanch.. France, SWlt7crland and 

Austria, lS the thlId largest market. Contmuous growth rn Vl~ll()f arnvab ha.) ht.:tn t.:xpt.:f1t.:nœd 

from thiS area for the last two decades. German.'> are the large~t !!f()UrlTl~! (m(}lt.: than 50(f" 01 

the eonunental market). Bntlsh vIsltors normally account lor 1 ()% (Jj total arnvab 

The demand for toun5m IS markedly ~cll,l,onal ln chardcter Wllh numbtf!. comldcfably 

lower dunng the long cool wmter months. ln ReykjavIk the demand for accommodation 1\ 

fairly hlgh throughout the ycar, wah oc cu pancy rates abovc SO'/r, lor !.evcn month\ (Statl.)IJLaJ 

Bureau, 1988b; survey data) In luly and August the capital operalc.,> wIlh rate,> of nearly 70% 

(Figure 1.6). Occupancy rates do not excced 20% for much of thc ycar ]Jl the other re1!HJn<, 

of the country and 1t 15 here that the July/Augu~t peak I~ most notlu.:ablc (figure 2 tl). 
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Figure 2.4 Regional Variations in Occupancy Rates (1985-7) 
Source Scausucal Bureau of Iceland. 1988b 

22 

0 N 0 

o N o 



A distinct ~easonal arnval peak (Figure 2.5) l~ not pen:eptlole ;!!l10Ilg II S VISILOrs: 1111S 

• can be explained ry the large number of slopowr pas~l'ngL'rs tlymg acrnss Ihe Atl,lIltll" wlth 

Icelandair throughout the year. Nearl y half 01 Ihe VI~IlOl ~ f Will thl' Nllrdll.. li lU III f1l'~. III 1 \Vl' \'l'I. 

arrIve dunng the ~hort summcr months. Scasonal \'allall()n~ are 1l1l1St m,\I "'cd ,llllong \'\,,\101 ~ 

l'rom contmental Europe and Great Britam. wlth 7()' ,; arnvlIlg dlJlll1,!! Ihl' \Ul11llll'\ Illllllll!" 

In 1987 over 357,000 hotel and guesthol1~e hcdmght" Wl'rL' ~pl'Ilt III kd,lIld Ilv 

international LI avcllers (Table 23). The stay ot forclgn (ounsts \S Ill',lvtly 1..'(lllCcntratcd III 

Reykjavik, Over 68% of hoteUguesthc1usc bedmght<.; aIl' spent III the I..'.lptlal wtlh ol1ly (wo 

other parts of the country - the South and the N()rthea~t - recclvlIlg IlllHl' Ihan X% 01 toral 

bednights. Only a fractIOn of forelgn travellcrs ovemlgh( ln the West. WC\ltlllnb, NOllhW('\1 

and the Eastern rcglOns (Table 2.3). 

• Tirnc spent ln the country vanes according to natlOnality. NordI\..' VI.\lIors spend on 

average 3-4 nighlli, US visltors spend 2 nights and Bntons and travcllcrs IWIll the conlllwnt 

of Europe 6 to 7 ntghts (Mintstry of Transport 19X7, ...f2). Toufls(s lrom the Con(lI1ellt and 

Great Britain arc more likely to travel around the country [han Norlh Allll'lIlans alld VI~tl()1 '> 

Table 2.3: RegionaJ Variations in Bednight Demand (l9X7) 

- - w.;:--:..==-......:::;::::;=:::.-

Summer.bednights Winter-bcdnigh t() Tolal-hcdnights 
no., % no. % no. % 

-----------

ReykjaVik 106,880 29.9 13X,051 1X 7 244,(JlI (lX 6 

West 12,757 '36 X2I 0.2 /1,57X tX 
Westfjords 2,430 0.7 755 0.2 1,1 XS (JI) 

Northwest 4,175 l.2 469 () 1 4/lM J -~ 

Northeast 27,875 7.8 3,9/4 / / 1/,7X() X () 

East 13,624 3.8 X65 0.2 14,4XI) 40 
South 27,163 7.6 4,321 / 2 11,4X4 XX 
Southwest 5,107 1.5 7,97X 2.2 13,()X~ '37 

• Total 200,011 56.1 157,174 43.9 357,]X5 ]00.0 
-

Source; Statistical Bureau of Iccland 19X8b. 
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Figure 2.5 SeasonaJ ArrivaJ Variations by Key Markets (1989-90) 
Source: ImmigratIon ServIce of Iceland 

îrom lie Nordic nations (Figure 2.6). North Americans and Scandinavians spend more than 

70Sc' of their mghts 10 Reyk]avlk. which IS consistent \VIth their shon stay m the country. As 

theSt~ ligures arc dctermmed on the basis of reglStratlOn cards m hotels and guesthouses sorne 

undcresUmatlOn can be expected 

Il must be borne 10 mmd that man)' tounsts do not use commercial accommodation . 

The lcclandic Stalistlcal Bureau does not register the number of ovemight stays fi facilities 

such .lo; farros. campsItes. and the homes of friends and relatIves. 
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Figure 2.6 Reg.lOnal Variations in Bednights (Reykjavik and other regions) 

Source; Statistical Bureau of Iceland 1988b. 

2.2.1 The Significance of 'New' Fonns of Demand 

One Jess quantifiable influence on mternauonal demand for the Icelandlc (OUflsm 

product has been the recent growth of what may be dcscnbed al) 'new' torms 01 LOufl .... m 

demand. Many commentators argue that there 15 a growmg dcmand for 'more mdlvldual' 

fonns of traveJ (Goodall, 1988; Poon, 1989; Ltkonsh. 1990) In ml ovcrvJe 1 nj tht; major 

trends affecting tounsm during the next decade the World Tounsm OrganI~atJon slrc~se~ that 

tounsts are demanding more imaginauve and vaned tounsm produCL'" and that taJlor made 

travel arrangements will grow at a faster pace than tradluonal packagcd '~ca, ~un and ~and' 

hol1days (WTQ, 1990, 10). 
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At the same lIme lt appears that the holiday expenence desired is also changing - with 

less empha.\ls on re~t and relaxatIOn and a greatcr cmphasis on educauon and 'personal 

devcloprncnt' (Martm and Ma.')on, 19R7; Knppcndorf. 1987). As McDougall (1990, 5) notes: 

"today'~ traveller 1\ not ~Imply sausiied Wlth a holiday at the beach but rather an active and 

more mvolved hohday expenence". 

One key market that has cmerged from thls shift in demand is that of nature or 'eeo' 

tourism (Edinglon and Edmgton, 1986; Grotta and Grotta, 1992). While there has always been 

a small group 01 travellers mtercsted m cxpcriencing unspoilt natural surroundings and taking 

part m more sustamable forms of travel reccnt years have witnessed a rapid 'greening' of the 

tounst trade (WTO. 1990. 13; Ziffer, 1990; Lindberg, 1991). 

This growmg nIche market opens up important new opportunities for 'unspoilt' natural 

bcauty SpOL') such as Iceland (Elkington and Haïles, 1992). While it is not possible to gain 

accuratc data on the numbcr of such tourists coming to the country my mquiries revealed a 

large and growmg number of packages that cater for 'greener' fOIlDS of travel. In addition the 

rapld growth or tarm holidays and countryside stays rclleets this growth. 

The growlllg Importance of ecotounsm has ~verallmportant implIcations for Iceland. 

First It mcans that the conservation of the nation's frague envuonment takes on an important 

and growing economlc dimension. Second it is Important to know Just what types of 

CCO!lomIC hene/w; thlS type of tounsm brings and how il compares ta more conventional 

huslI1css or hohday travcl. While this thesis is not designed to answer these questions directly 

1 will addrcss snmc of thcsc issues in later discusslOns . 
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2.3 Tourism - The Supp)y Side 

• The tounst industry 10 Iccland has cxpanded ta mcc( mis mcrcascd dt'manu. The 

number of beds in hotels and !.!uesthouses In the summer CMav-Aug) has 1I1Cfcast.'o \w 25/;;, ..... .. "- . 

smce 1984. whùe the number of beds avallahle dunng lic penod Scptcmncr ll) DCl'l'mnef ha" 

expanded by 38% (Table 2.4). 

Accommodauon capacity increases grcatly during the Sllmmcr mnnths \Il ail rcg,tOn~ 

Reykjavik is responsible for one thrrd of bed capaclty In hotcls and gllt'slh()llSe~ dunng Ihl' 

summer. During the lugh season the range of lodgmg is lOcrca..<;ed by lurmng puhltcly owncù 

boarding schools into summer hotels: mis expands clluntry~lde foom capaclly hy ~ome ·HI{Yc, 

(Skjoldelev 1989,200). In tenus of capaclty dunng the low sca..w)ll (spnng/auLUmn), Reykjavik 

provldes nearly 52% of beds ln hotels and guesthouses. 

Noticeable growth ln farro tounsm has also occurred ln reccnt ycars (FIgure 2.7) . • Accommodation IS offered on 115 fanus throughout the country, Touflsm IS a wclcomc 

economic supplement in these rural areas, offcnng Job opportUnIlleS, partlcularly 
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Figure 2.7 Farm Accommodation 
Source: Fann Hohday AssocIat.IOn. Ice1and 1990. 

27 



Table 2.4: Hotels and Guesthouses 1984-89 (every four months) 

• ! Number of Hotels Number of Bed 
and Guesthouses 

1984: Summer (May-Aug) 86 4782 
Summcrholels nnIy 40 2256 

Autumn (Sept-Dcc) 46 2364 

1985: Spring (lan-Apr) 47 2362 
Summer (May-Aug) 88 4869 
Summcrholcls only 37 2113 
Autumn (Sept-Dcc) 51 2517 

1986: Spring (Jan-Apr) 55 2564 
Summer (May-Aug) 108 5581 
Summcrholels nnly 40 2159 

Autumn (Sept-Dcc) 65 3142 

1987: Spring (Jan-Apr) 62 3053 
Summer (May-Aug) 121 6310 
Summcrhotcls only 51 2459 

Autumn (Sept-Dcc} 69 3547 
-

1988: Spring (Jan-Apr) 70 3553 
Summer (May-Aug) 120 6315 • Summerholels nnly 43 2342 
Autumn (S~pl-Dec) 72 3797 

1989: Spring (Jan-Apr) 71 3723 
Summer (May-A ug) 119 6401 
Summerholcls only 47 2302 

Autumn (Sept-Dcc) 71 3824 

Source; Slallstlcal Bureau of Iccland 1991 b, Table VIa. 

to wnmen. Il IS Important to note that the classification of accommodation in Iceland is 

lackll1g in that lt does nOl spccify clearly which accommodation complexes are hotels, 

gucsthouscs or hcd and brcakfa'it operatIOns. A large amount of fam il y , farrnhouse 

accommodation and camping facilities arc unrecorded. A reœnt study states. for example, that 

thtS unrccordcd grouping rcpresents approximately 30% of the country' s total 

• aœommodatlOn stOl:k {Larusson. 1988). 
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Two locally owned airlines; Icelandatr and Eagle Air. rnatnlameù Il1Il'rOallOnal Sl'r\'ICl'S 

to and from the country untII 1990. whm ihl! latter ceased operatlons dut' III IlnanlÏal 

difficulùes (Figure 2.8). Services :Ife also offercd oy SAS. Lufùlaosa. ()dll1 AIr .lIul Cill'l'nl.lIld 

Air. 

Icelandair was cstablishcd in 1973 with Ihe rncrgcr of Iwo aIr L'Ompa111L's .. IIHI has 

since accGunted for about 80% of trame lO the country. Il's roule Ill'twnr'" L'\ln~I~ls ni Ihfl'l' 

US gateway cilies, New York, Baltimore and Orlando. SIX Scandll1aVI,lIl L'1l1l'~ .• IS well .l~ 

Glasgow, London, Paris, Luxemburg, and Frankfurt. With Ihe cslahltshmclll 01 Eagll' Air III 

1982. new European markets becarnc accessIble. The latter opaatcd ~chl'dlllcd '\crVICl'S III 

Amsterdam and Hamburg during the wioter, addtng Cologne. MUl1Ich. Mtlan and IIJllch 

during the summer season (Table 2.5). This aulinc was rcspon!>lhle for 1 YIt, 01 lhe 101 al ail 

traffic until August 1990, whcn Icclandatr took l'ver SO/11C of 1\.') roulc!> .IIlÛ dl.~colltll1\lcd 

others (Min. of Transport, 1990h). As natcd carltcr IcclandaIr IS now ahl) 'aL'mg IlllanClal 

difficulties - especially on its trans-ALlatnic servIces. Thcrc I!> conœrn th.!1 the alllmc llIay Ill' 

unable ta rnaintain CUITent levcls of InternatIOnal \CrvlCCS III thc wakc (lI Ihe LUITe'l1I 

ratIOnalisation of the global atrline mdustry (ElU. 1<)<)0) Indeet! '\OIl1C L(\/I1I1WOI,I!OI\ argue 

that lcelandrur may have to look toward formlllg a far-reachlllg allrance (pl'Ihar~ wllh a 

minant y ownershIp stakc) with a major European carn cr (T()LJn~t Huard 01 Iceland. 1 ()XXh) 

In defining tourism IIldustry employment Icvch lhe Natronal ECOIHIIJIIC ImllllltJ(11l 

(1990b, 1991) includcs aIl employment 10 the accommodation ~cct()r, alrport management and 

travel burcaus, and 50% in restauranL<i and public tran~porlatlOn \eclor:-. Il 111l~ ddïlllllon 1\ 

used, 1.6% of the labour force was dIrectly dcpendant on the l(Jun~t \Cctor ln 1 !J()() 

Employment grew steadily in the 19605 and has been fluctuatlng around the 3'Y,) levellor the 

Iast two de cades (Table 2.6). 
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Source: Tounst Board of Jccland, 1990 
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Table 2.5: Direct Flights to Iceland in 1990 (January-July) 

• By Icelandair Frequency By Eagle Air Frequency 
from: from: 

Europe; Europe; 

London 5- 7 Amsterdam 4-5 
Glasgow 2 Hamhurg 4-5 
Copenhagcn 7-10 Koln* 1 
Stockholm 6- 7 Munchcn* 1 
Gothenburg 4 Milan* 1 
Oslo 6- 7 Zunch* 1 
Helsinki* 1 
Faroe Islands 2 
Frankfurt* 3 
Salzburg 1 
Luxembourg 7- 9 
Paris* 5 
Narsarsuaq 2 
Kulusuk* 5 
Wien 1 

• USA; 
New York 6- 7 
Ball1more 3- 5 
Orlando 2 

By Scandinavian Frequency Dy Lufthansa Frequency 
Airline System from; 
(SAS) from; 

Europe; Europe; 
Copenhagen 3 

Frankfurt 1 

By Odin Air Frequency Dy Greenland Frequency 
from; Air from; 

Greenland; GreenJand; 
Kulusuk 2 Nuuk 

Narsarsuaq In cooperation 
Wllh Icclandalr 

*summer onl' y 

• Source: Tourist Board of Iceland 1990, A-Z 4 . 
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Table 2.6: AnnuaJ EmpJoyment in the Tourist Sector 1975-89 

Yeur Restaurant., Air- Other TotaJ % of TotaJ 
and Service Eœployment 

Accommodation in Iceland 

)975 1144 928 1500 3572 3.77 
]I)XO 1107 754 1517 3578 3.38 
!9X5 IX04 947 1831 4582 3.79 
19X9 IXl6 977 1869 4662 3.70 

Source; NatIOnal EconomIe InstItution, Iceland 1991, Table 2.1. 

Thus t()un~m ' .... role as an employer is estimated to be similar to the banking sector 

(3.4 f!tJ), food mdustry (3.3%) and alummum processing, lIon alloy, metal working, mechanical 

repmr and ship hUllding sectors (3.1 %) (Institute of Regional Development 1991). Recause 

of iL"i seasonahty the tourism industry provides large numbers of part Lime jobs. Over 60% 

of annual employment in the accommodation and restaurant sector is '. Jntnbuted by fernale 

labour. In the 'countrysidc' women account for nearly 70% of annual employment (Table 

2.7). 

Table 2.7: Regional and SexuaJ Variations in Accommodation and 
Restaurant Employment • 1990 

Urban Center Other Areas Iceland 
No. % No. % No. % 

Fcmale 1108 58.7 825 68.5 1933 62.6 
Mule 778 41.3 379 31.5 1157 37.4 

TotaJ 1886 100.0 1204 100.0 3090 100.0 

Source: Instltutc of RegIOnal Development 1991. 
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2.4 Poliey and Planning 

The Icclandic Tuunst Board (lTB), operating unucr Ihe aegls III tlll' r-.ltl11~tly \11 

Transport, coorumatcs the natIOnal planmng of the tounSI sCClor (r-.11I1ISln III rl.lI1~pOl 1 Il)qO.I. 

2). One of the ITB's first projects m 1973 was !O plan Ihe IUlure ul loumm III ILl'iand .1I1d 

a US consultmg ftrm wu.''i chosen to l'onduet the MUuy (ChCCCl .lIId Cnlllp.IIlV (Wn) 

Few of the Idcas ernhodicd 111 thls carly report WCll~ pursucd :tlllithe gOVl'IIIIlll'1ll dlll 

not attempt ta dearly definc the economlC roll' 01 the tnUllst \I1d\l~\Iy \\1 Ils 1 li lU 1 l' 

development traJectones until autumn 1990. The resultant parltanll'ntary 1l'~()lutlOn sl:tll'S thal 

any government tourism poliey should inclllde the followmg key ohwellws (MlIlIslry 01 

Transport 1990b, 1): 

- to recogmsc and develop the tounst industry as an lm portanl and pr olï lahk t'COIIOI1l re 
sector; 

- to mimmll.c any dislurbanccs to the lcclanùlc cnvlmnnWlIl and \Vay ni Ille Ih.ll lIlay 
be caused by tounsrn development; 

- to recognise and increasc the POSltiVC mnllcnce that the (oun"m lIldu~try ha~ lm the 
nation's balance of trade in goods and services; 

- to create a fiscal envmmrnent lhat IS positive tn the II1dll~lry\ glowth ami WIll 

strengthcn the linkages hetween the ~ector and the rest 01 Ihe CCO!lO!l1 y, 

- to utllise tounsm ta support reglOnal developrnclll 1111 uaU ve." III 1 lw lIllJllIJ Y.l,rde, and, 

- to develop tourisrn infrastructure for Ihe benclW; (JJ all reoplc. 

Two mam benetits arc seen lo slem [rom toun..,m oevelopmenl. F1f.';l Il I~ il means 10 

sccure much needcd forelgn exchange for the economy; helpmg Ihe country'., halance (lJ (rade 

and fmancing economic growth (Mim~try of Tran~p{)rt, I<JX7) ln thl'> rel.,pcel Jt 1'> :tr)!ucu lhal 

tounsm can no longer he 19nored in macro-cconomI<.: plannmg mlltlcr~ ,>ueh li.'> the rcgulatlon 

of exchange rales. Second tounsm IS a major employer. In thl., ~cn1\C, the mdU\lry II, \cen as 
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a means of ~trcnglhenJng rt;glOnaJ deveJopment. crcaung jobs In communltles where mdustna! 

l!Jver.\Jly IS limncd, and provluing much needed emph)ymcnt for the incrcasmg number of 

women entenng the lahour market. 

Whilc the parllarncntary rcsolullon uoes not discuss a 'celling' for lourism 

tleveJopment Il doe~ ~tatc that large scale rapld expansion of the sector would be counter­

productive (lI the moment due to mfraslIUctural inadequacies and potential social and 

envmmmentai dl~rllptJOn. Il IS dcarly stated that future devcloprnents must be meshed with 

hroader econor11lc development strategies and environmental issues. 

IJnlil a kw years ago relauvcly httle attention was prud to the envuonmental impacts 

ni touflsm dcvelopmcnt. Il wa.~ assumed that maxlmizing the number of foreign visitors would 

hnng greater eCO!lorniC hcncfiL<; to the country. Howcvcr, hccause of cnvironmental side 

cHerIs It 15 now Icaliïcd that tourist expansion cannot contmue 10 an unplanned fashion . 

DelcnoratlOf) 01 the CnV)f()J101cnt l'an already he scen 10 sorne popular area~ and it is clearly 

realised Ihat slich damage Will destroy the natura! rcsource base upon WhlCh so much of the 

IOdustry dcpcnds (Mm. (lI Ju . ..,ucc. 1991a; 1991b). Indeed a recent conference dedicated ta 

t()un~m Hl Iceland ll'~olved to look more closcly at the link bctwcen economlC planning and 

envlronmental sllst:lll1ahll!ty and tn roster doser cooperatIOn between the rcquisite government 

Mdies (Nature Cnn~ervallOn Council 1990). 

The nUmhl'1 and type nf visil'\ must he regulatcd in accordancc with 'environmental 

l,;;my1l1g ClpaCIty' \EIU I(}S9h, H3; OECD. 1985). The CUITent official approach is to target 

market groups ~lIch as 'cco-tourisllO' who are assumed to be hlgh spenders and 

l'/lvl1onrnentaIly :lware. More Importantly these arc people who may be wllling to paya 

prCtnlll111 for erl\'Jronrncntal protection. The attractIOn of a sm aller number of tourists with 

Spl'CI.1l 111leresls such as hinJ watching may also offcr opportumties to expand the 'shoulder 
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seasons' of the short summer. 

2.5 Summary 

While the internatIOnal tourism mdustry m keland is small hy \I11l'malHlnal :-.tand;uds 

it has been growmg rapidly. The mie of the industry wtthin the natlonal l'l'OIHlIny has also 

been expanding - aIthough estlmatcs of iL'i true econonm; slgl1llïcance an' hampl'red hy a I;H:k 

of data on tourist expenditure and husmess structure. 

As the demand for tourism has mcreased and suppliers nf IOUnSI11 (l'Iated goods and 

services have grown in number sa the need for ncw approaches ln pohcy and plannmg has 

been recognised. The largely ad hoc approaches of the 1970s and early ]l)X()s have now glVl'11 

way ta a desire ta better 'tune' the industry's performance so lhal lt can Illl'l't holh l'CO/lOll11C 

demands and the need for environmental sustamabilily. The research pre:-.enled here IS, 

therefore, timely a'i it will enable the government 10 study Issues of eCO\lO\11IC .llId reglonal 

development from a stronger empincal basc than ha'i heen posslhle lf1 the past. 
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CHAPTER 3 

THE ECONOMIe IMPACT OF TOURISM: A MODE OF ANALYSIS 

There IS no douDt that IfllCmuuonal tounsm' s roie within the Iceiandic economy has 

Iflcrea.\ed slgmlkantly in recenl years. Unfortunateiy little is known about the economic 

Irnpact.\ mat the tndustry leaves ln It'\ wake. Pcrhaps more importantly very little is known 

ahoUl the way~ Ifl whlch tnunsm I~ hnked tn other sectors of the economy. l now criucally 

evaluate the multIplier approach used to conduct the economic impact analysls presented in 

later chapter.\ 

3.1 The Multiplier in Tourism Research 

While the multIplier techmque has only been used in tourism research in the last three 

dccades the concept IL..;cIf can he traced back to the late ninetccnth century when Bagehot 

( 1 X7 '. ) 26) dcscnhed how a depresslOn m a given [orm of trade would have a cumulative 

cl 1er! on the economy as a whole. since "under a system ln which everyone is depeudent on 

the lahour of everyone cise, the loss of one spreads and multiplies through all". The 

wldc~pread populansatlOn of the multIplier IS crcdited to John Maynard Keynes (Wright, 

IlJS6: \VIllon and Prcscott J YX2). Jn the developmenl of his theories of govemment economic 

IlltcrventlOn Keynes expressed the multiplIer In the now [amùiar [orm 0[: 

whcrc 

k= 1 
1-0 

h= marginai propenslty to consume. 

By comhining thls multiplIer concept with his comparative-static economic analysis 

Kcyn~s offcred govcmmenL'\ a means hy which l1uctuations in economic activity, especially 
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unemployment levels. could be countcred hy deîicit spcnding tShaeklc. \951: llcgcland !lJ6(l, 

252), 

ln simple lerms lltC multIplicr 10 tounsm rcsean.:h dermes tll\.' .U11011nl lhal ,\1\ 1111 li ,Il 

sum of lOunst expcndllurc IS 'mull1plicd' in order III onlalll the total L'1II11111,1I1\'l' IPL'OIlll' clreet 

for a specified tlme pennd (MathlCson and Wall !9X9. ()·D. J n \llher WOI lis tlll' 1111 tl,t! ,1I1l01lnt 

spent by tounSL<; IS not a SUffiClcnt mùlcutor of the truc eC11l101111l' unp.tcl \JI IOUrISIIl 

development. Further mcomc 15 gencrated through the cllculatl\l1\ 01 IlH HWy :l1ll1l1H1 [Ill' local 

economy. This proCl'SS does nol contlllue indcflnllcly hecuu .... e the onglllai 'lIl\l'cttllll' 01 

moncy lS gradually dlmmishcd as Il 'leaks' III the rorm 01 Imported goods and selVlœs and 

through profit rcpatnatlOn (Milne, 19R7h), 

Thcrc arc several ~tagcs 10 the multiplier mechaOlsm. The [numt's IIllllal expcnllnllfc 

is on goods and ~ervIccs provIdcd by hOlels, rcstauranL'\ anù other enterpn"cs that dealthrcctly 

with tounsm (Figure 3.1). The revenue recelvcd l'rom lOUmils hy Ihe~e enlerpllse .... I~ {hen re­

spent on wagcs, salanes and the purchasc of ... upplics such a~ looù, electIlclly, Jaumlly and 

advcrtlsmg (direct Impact), Wherc thcsc goods and servIces are purcha~ed locally t!Jere I."i il 

'downstrcam' cconomlC impact. Thus the revenue 01 ~upplIcrs LO tounst ~ccl()( hllSlIlc~~es (c.g 

manufacturcrs and wholcsalers) lI1crca."iCS. A ncw roumI <lI ecnnml1!C IInpalls I~ generateJ 

when lhcsc busme~:.,t.:s in lum spcnd lhclf money on wages, .... alane ... and , ... upphn (Iml!recl 

Impact). The mcrcascd wages and salanes generalCÙ al hoLl) the din.:ct and InùIrect Icveb will, 

in tum, le ad to a nsc In houschold consumptlOn (tnduccd Impact) . 
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where: 

The multiplier process may he slffiply exprcsscd as fnllows: 

~ = a+h+c 

Kr = regional multIplier 

a = direct mcornc gcnerauon per UnIt 01 tounst cxpl'ndlturc 1 c. fal.:lor llH.:nnll'S 
generatcd wtthin husmcsses lhal dircctly rCCClve toUflst cxpclllhllllC 

b = indirect mcomc generallon per uni l of LOunst cxpcnolllllc I.C. 1 actor 1l1ro1l1C~ 

generatcd wIthm husmesses whose turnover IS indircl.:tly augmcntl'd wult pUH,;hasl's 
made by tourism husinesses 

c = induced incorne gcncratlon per unit of tounst expcmhturl' 1 c. laclOr IIlCOllle:-. 
generatcd as a result of expendlture by rcsldcnts ni thc rcglOn whosc IIlCOIllC has 
previously been Irlcreased through processes a & h oUlhned ahove. 

At each of thesc stages sorne of the revenue leaks out of the cconomy Titus lowcl 

multiplier cstimates arc associated with reglOns lhat exhlhit hlgh Import dependcm:e and. III 

sorne cases, low local value added rallos (Liu and Var 1982, ln). The extelll (lI the leakages 

deterrnines the economic benctit'i accrutng IOlally. Sooner or later ail the ongtnal ~um spent 

by tourist'i WIll have leaked out of the rcgion. The SI/.C 01 the multiplier depl'/ld . .., liron the 

cxtent to which the vanous sectors of the economy arc hnked LO one <!1J()lhel (MIll and 

MOITIson 1985, 227). In gcneral, the smaller the ecrJOomy the lewer Ihe IlIlkage . .., that eXI~1 

between firrns and the greatcr the likclihood that companies WIll rely on Importeu goous and 

serVIces (Archer 1977, 2). 

The main rcason for the diffcrences bclween toun~t rnull1pliers ln vaflou .... countfles 

and regions IS the lcakagc caused by cxpeuditurc on ImpofL<.; (Mclnt()~h and (Jocldner ) 977. 

186). Hence, It is Important lO realilc that slgmficant gaInS can be '}htalncd hy mmlffil1.lng 

the use of imports to meet the demands Imposcd hy the growth of toumm ()f course It may 

be difficuH to esumatc the level of Impon<; that occur a~ a result of toumm alonc. IL may he 
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even more dlffïcult to sumulate the types of local ecanomlC developrnent required ta allow 

lor Import suhstHutlOn (Mathtcson and Wall 1989,61). 

Multlpllers uscd ln toun~m re~earch have generally been divided into four categories 

(An"her 1t)~2, 237-3X). Flfst therc arc ~alcs (or transacuons) multipliers whtch relate the effecl 

of a UnIt change ln expendtturc lo the change 10 husmess turnover that IS assoclated wlth lL 

Closcly rclatcd IS thc output multlphcr which IOcludcs rcal changes m inventones within the 

cconomy as weil as the level of sales ansmg l'rom a inJcction of exogenaus expenditure. 

The Jncome and the employment multiplier can take two forms; the normal and the 

rallo. The normal income muluplier shows the telaùonship between changes 10 total incorne 

hrought on hy a unn change in exogenous cxpcnditure (Var and Quaysan 1985,502). At the 

sarne lime the nonnal employment multiplIer descnbes the amount of money cre •. l.;d by 

spccllwd unll 01 Lounsl spcnding (c.g. numbcr of jobs crcated per 1,000,000 kr). 

Type 1 raun mcorne rnulupliers reprcscnt the sum of !i')c direct and rndirect incorne 

changes thvtded hy the change 10 direct income (Hcwmgs 1977,42). A Type II ratio mcorne 

llluillpher IS calculatcd hy IOcorporatmg the mduccd mcomc effccts lOto the numerator. 

EmploYll1ent multipliers caIl also he caJculatcd in lhesc fonns. It should be noted, however, 

thal rauo l11uluphns are of liltle value ta policymakers and planncrs, sincc lhey give no 

lIuhcalllm per se or the volume of cxogenous sales WhlCh arc rcquired to generate an mitial 

ll11ll of din~l:t inl:<1nle. To providc meanmgful guidance to planners 1t is essenùaI that 

in!onnauon concernmg the amount of exogcnous cxpcnditure requircd ta bring about a 

speclfied mcrcase 10 a glven scctor's direct Incorne be provided (Archer 1977, 9). 

A bnef example can serve 10 lllustrate lhese differenccs. If a Canadlan tourist spends 

1 non kt on an Icclandie-made woollcn sweater 10 a Reykjavik gift shop this may generate 300 

"'r 111 direct mcome. 200 kr in mdirect incorne and a further 100 kr in induced incorne. A type 
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II ratIo mcarne multiplier wnuld then he 2.0 (600 kr dlVldcd hv ,00 \...r) whlle a 110llnal 

• income muillpher wauld he 06 {600 kr dIVldcd hy won hl 

White a number nt methl'ds have becn u!\cd ln L'stlmatc the CCOnOll1lC IIllpaC!S 01 

tourism. nco-KeynèslUTI multiplier modds and mput-oUlpu! (10) analysls havl' hl'l'Il Ihl' muSI 

wIdelv used (Hcndèrson & COUSInS 1975. Brownn!!!.! and GICI!.!. It>75: Hann,1 1l)7h V.IliL'V 
~ ~~ ~ . 

1978; Archer 19S2; Hollander, 19S2; Hughes 19S2) 

Input-output analysls IS the most 50phIsllcated approach ln eSSl'nce .\Il 10 I1Hllll' 1 IS 

a matrix based representatlOn of an cconornv'.; mlcmallI1leractlOns. Econollllc .ICllVtly wllhlll 

the nation (or reglOn) 15 disaggrcgatcd on a scctoral ha!'.ls. wllh purchases made hy e:lch ~l'l'tlll 

being shown In columns while sales arc recorded in rows. The mils! llsl'Illi rhalalll'll!'.IIC 01 

this tcchmque 15 that lt can relatIvely accurately descnhc tramac110l1S hetWl'el1 V.I1I011S SCC(()IS 

of the economy, as weil as transactIOns hetwccn that cconomy and others Thus )() technrql/l's • can illustrate the ctrects that an exogenous InJccuon ot tounst dollars WIll have (Ill lIIdlvldual 

sectors of the economy. Using a LeontIef mver!o.ion mcome multlplIel!'. arc. calrulated hy 

incorporat1l1g the huusehold sector inlO the intraregional transactIOns maIn x (l1l'IHkIS()ll and 

COUSlI1S 1975, ISO) 

While 10 l1lodelling IS the prcterrcd approach hy toUrt!o.1ll researche/!'. /I~ II.I.,C ha.\ hccn 

hindered hy a number of problems and deficICnclc!'. Perhap\ the rno!'.t Imporlalll COIl\tJ amI 

to IL,; use lS the ftid that It requires a large amount of contemporancou!o. data 10 conslrucl an 

effective matnx. The unavallability and/or extrcme cost DI the data galhèrll1g plllCl'\\ ca/l 

preclude the use of the techmque. cspectally 111 LDCs (MIlne 19X7a, 50()} 

It is also important to rernember that sub]eCtlVIly enter<., the ro approach trI il nurnber 

• of ways. The dcfillltlOfl nf sectors. the degrec 01 dl~aggrel!au()n ln Ifller-H1duI.,lry iran\acl1()n~ 

and a range of othcr deCISlOns are based on the ]udgemcnt 01 thosc who con<.,tflJ<..I the !.able.,>. 
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and not on sorne mwmallonally apr'lCd set of standards. The study of tounsm 's Impacts 15 

parllcuJarJy \u,r.,cepllhle ln thl5 prohlcm because of the dlfficuJties encounlered when 

atternptIng to tleterrnme the domcstIc and tounst relatcd ~hares of certaIn cells in the matrix 

(Hughes ItJX2, 175), 

A lurthcr conccrn rclatc:-- to the stalle nature of la approachcs. Whllc techmques such 

as Jincar and 4uadratlc programmtng have been uscd in atlempL'i to update la tables 

InaccuraclCs lOevllably devclop <Paehnck and Nijkamp 1975, 272). Both stalle and dynamic 

10 modeJs only have a usa hIc lifcllme of approximalely 5 years because the base data upon 

WhICh the matnx was developed cannot be assumed lo rcmaIn stable for any greater period 

(lI tUlle (Archer } 977 , 37 J. 

Bccause nt these problcms many tourisrn researchers have adopted an altemauve 

applOach hascd around an adaptcd Keynesian multiplier, or what Archer (l976a,b) caUs 'ad 

hoc' ll1ultlplIers. The fundamental lenet of the Keyncsian mode! is that the impact of any 

cxpcndlturc on the local economy extends far beyond the imtial reciplent (Duffield 1982,249-

50). In sImple terms If the tounst expcnditure injcctcd into a econorny is E, the local incorne 

1..',1/1 he shown as k E. where k represents the multlpher etfect (Archer 1976a, 71) (see 

Appcndlx il for detatlcd prc~cntatl()n of the model used In this thesis). In other words l-k 

fl'plcscnts the proportIOn or Ieakages which DCCur per UnIt of expenditure (Hollander 1982, 

X). Il I~ lhese Ieakages WhlCh hm1t the size of the multiplier: the larger the prcportion of 

Iman(1al Ilows wlllch Icave the rcglOn. the Jess the bencfits to the region and hencc the lower 

the multIplier (Hollandcr 19S2, 7). 

Severa1 rcsearchcrs such as Archer, Hcnderson and Cousms (1975), Clcverdon (1979), 

LUI and Var (19X:2) and Milne (l987a) have rcfmed the Keyneslan model for use at the 

regwnal and natIonal Ic\'c1s of cconomlc planning. One of the carliest approaches was 
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deveIoped by Archer and Owen (1971) in thelr s{udy nt Ille cconOIllH.: lInpacts 01 tounsm 11\ 

the Anglesea reglOn of North WaIes. Archer .md Owen \Vere ahle (n \t'parall' Ihe lilial 

multiplier effect of a glven amount of lounst expl'ndtturc lI1l!) thn'c CIl(npIHll'nl~ Ihl' dlll'CI 

and mdirect mcomc cffecL<.; and the 1I\ducl'd ct kc\.\ 1 knder~nn ,\Ild l \ lll\ 111'" (1 \>7'i) 

lflcorporated a nurnber of refInemenL" IntO lhclr ,>ludy nt the lInpac\.\ nt 1I111\1\1l1 III (ill':lIl'l 

Tayside. ScotIand. One of Ù1CSC was a turthl'r dlsaggll'gatHm of Ihl' \l\Cllllll' gl'tll'!.\!l'd hy 

different types of tounslli accordmg tn mode of Ilave\. kngth nf ~tay and ~ll "Il F\lIlhl'll1101l' 

they employed a 'ticred-rcglOn approach' wlm:h analyll~d the l11ull1phl'r l'tll'LI:-. at Ihl' local, 

regional and national (Scotland) scales. 

The attracuon of thlS type of model and the vananL,> that have hl'l'Il dl'nvl'd 1 rom Il, 

ean be accounted fGr on a numher of fronl<.>. First the data leqUlremellt.\ 01 Ihe method ail' 

relatively Simple when campared ta the II1pUt-olltpllt techmque Sampk .\urVl'ys can hl' 

adopted ta fumish the II1fonnatlan reqUired. 111 other word~ Ù1C re.\l':tlcher c()nMllIcl~ Ihl' 

relevant components of a ra matrix wahout havll1g tn develop a wOIkrng. Illddd 10/ (hl' cnllle 

economy. The approach 15 therefore weil sulted le> small eCO!lOlllleS whert' the dala rl'qulled 

for an mput-output based study arc not avmlablc (Archcl, IlJ71). 

A further strength of thesc ad hoc multlphcrs IS thelr Ilcxlblhty DlIl' tll thclr reJatlvcly 

simple constructIOn the sc modc1s can he speclfically laJ!ored tn rneet thc need.'> 01 11)(' 

researcher. Thus MIlne (l987a,b) used a vanant 01 Ihe model to <l.'>CC Il il III the goverlllllell( 

revenue gcneratton Impact') of tOllrism cxpcndlture Al the ,>ame LIrnc t()un."'1 type,> lan he 

brokcn down as rcquircd, as long as cxpcnditurc data all()w~ lhl~ ln he L!ol1e From a P()llly 

making perspectlve such disaggrcgatlon allows a more Ilexlhle and mlormallve ,>el ()I re~ull.,> 

than can be obtamed lhrough the !lSC of more ngld 10 approache~ (Mathlc,>oll and Wall 1 ()X(), 

71). 
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The ad hoc approach I~, of course, not wllhout ilS own set of hmllauons wilh perhaps 

the grcalC . .,t Iymg ln the mode!'1, Imphclt assumpuon that every InJecuon of exogenous 

expendnurc wIll have an H.!enLlcal e1fect on the econorny. It IS, for example, Laken for granted 

lhat Imcanty WIIlilOid lor purcha'>C~ between cntcrpnscs both lnside and outslde the reglOn, 

.,0 that the margInal propenl,ny tn Import does not alter ovcr Ume (Henderson and COUSinS 

J <>75. J 26) A Ilhough n ha~ heen rccogmzed lhal tncreasc~ ln the disposable Incorne of 

hou~ch()hh LI, ot ten accompamed hy a grenter prospenly 10 consume Imported goods (Wilton 

and Prc.l,c()lt I9X2. I3X), Iineanty ln domestic consumpuon IS also assumed. A funher 

a~sump(J()n 1., lhat the ratIOs wllh whlch Incarne and employment are generated [rom turnover 

rcrnaln con . .,Wnl (l-Jcnderson and COUSInS 1975, 126). Also it is assumed lhat the expenditure 

pattern ni tolln~L ... ones not change ovcr ume. 

MultiplIer analY"'b abo assllmc~ that slIpply IS elastic throughout the economy, i.e. that 

Il1cn·a .... es Iii demand lor !-.ervlccs can he met hy purchases l'rom the previous suppliers. Under 

Ihls cllndIl)()n the \11clhod cannot measure the induccd investment, occurring [rom continuous 

lOun ... t expenonure. The modcl abo a<.;sumes that all resourccs have an opportumty cost of 

Il'W, whlch I~ unlIkely Slllce the ser:tor can gcnerally he said to bnng high opportumty costs, 

l'speClally III developmg cOllnlne.1, (8ryden 1 ~':3, 76). 

F1l1ally. the multIplIer analy~l~ can clearly not cover the social, cultural and 

l'l1\'lll'nnWl1lal Imp,lcts III tounsm devclopment (Varlcy 1978) although iLS ability ta 

dl~a~gregate the Impact.s of tounst expenditure can be uscd a.."i an effectIvc U1d to understand 

111l'l\tlalItle~ III tnJlI~try nwncrshlp slructure and monctary tlows (Milnc, 1987c). 

DespIle these cntlclsms of Kcyneslan reglOnal muluplier rnodels, tounst boards, 

naUOlb ,ml! 1!11CrnalWnal dcveloprnent agcncics contmue to use them extensively. Regional 

multlplIers h,l\'C rl':lchcd a hlgh lcvcl of sophistication and they can bc lIsed ta idenufy weak 
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linkages wlthin an economy and to simulate the cffeCL'i of prnpnscd new dcvelnpml'Ills 

• (Archer 1977, 6~: Pearcc, 19R9). 

Although muillpiter analysis IS subject ln certam hIllliaUnIlS Il IS rail ((l say that no 

better or more cost-effective ,ùlernauvc has heen develllpcd tl) ll1C.l~url' the eCOIHlIlllC Impacts 

caused by lounst expcnditure. The llcxlhle ncn-Keyncslan mndcl h.IS .ldvalll.lgl'~ that 

outwcI~h the disadvantagcs mcntioncd ahovc and forms the hasls nf tlll' mmlei u:-'l'd ln tilts 
'" '" 

thesis (see Apendlx B). Of partlcular intcre5t 15 tL'\ ahthty 10 tdcnttty tlll' conlnhullon made 

by different types of touriSL'i and busmcsscs to rcgional cconomlc dcvelopment. 

3.2 Survey Sam pie and Multiplier Analysis 

The tourist survcy used in this research was dcsIgncd ln anal y/oc the si/.c ami pattern 

• of expenditure of the different types of tounst.~ who vislt Iccland. TOlln~t gloups Wl'IC 

distinguished by: length of Sla); country of rcsidence; mode 01 travel; PUl po~c 01 VI:--ll ami 

type of accommodation. 

The rescarch was conductcd betwcen June and August 1990; <1.\ 91 % of roUI !sl~ arrive 

by aIr. the mam survey was carried out at the mternallonal alrport. ()ncc dUflng the ~UIllII](~r 

a sample was Laken In ScydlstJordur. an entry/exil pOlntlor the Nomma lerry A (otal III X02 

tourists tïl1ed out the quc~tlOnnalre (H2.X% arnved by plane. 17.2(~) hy ferry) fil the ligure,> 

presented In chapters 4 and 5 1 have wCIghted the rallo 01 ferry to air pas<.,engef.'> 10 II1lrror 

real arnval trends (6.9% of total arnvals). 

Respondents were prescnted wlth a 4uestlonnatre consl~tlIlg 01 1 () que~lJ()n~ ('>CC 

AppcndIX A). InformatIon on SOClO-economlC charactcfl:-.tics (nattonahty. occupauonal \tatu,>. 

• age and party composItion) wa.~ gathcrcd. Tnp characlcml1c\ guthered tncluded purpo\C of 

visit: tnp duratwn: mode of transport; type of accommodatIOn and expendllurc on \(!Icctcd 

45 



• 

• 

• 

categones. A~ the cOmrOc,lllOn of tounst amvals arc recorded by month and country of 

nationalJly In keland lL wu.'" rclauvcly strrught-forward ta draw a rcprcscntauve sampie. 

Toumtr., werc mtcrvlcwcd al the <urport as thcy wcrc about to leavc the country. Exit 

survcy!-. have the allvantage of contactmg Vl!-.ltorS as thcy have Just completcd their spending 

ln the r.,!UlIy arca. Thus toun!-.tll arc not reqUlrcd to kecp long tenn expenditure dianes - an 

approach thal hrlngs many prohlcms In tenns of tounst cooperallon and rcgular data entry 

(Pcarce J 9X l, 245) There arc, of course, problems with thlS type of approach. Travellers do 

not keep accurate records of ail of thclr cxpenditurcs nor do they tend to calculate total 

expcndIlures In the categones that tourism researchers often ltkc to use (Smith 1989, 29). 

AnOlher rrohlcm tacing any kind of destinatlOn-based tounsm expenditure survey is 

the fael that package tours are oncn pre-paid and tourists have litUc idea how much money 

I!-. actually lloWIng to local husinesses. Due to the relatively large nurnber of passengers 

travellmg on packages (26.5%) lravel bureaus and wholesalers werc askcd to break-down the 

haslc package C(}~t." mlO dlfferent categories. These breakdowns are taken into consideration 

whcn csllmatlflg expcndllure patterns. 

ln Ihl: .... !Udy a lounst IS ùctïned u."; anyonc who stays ovcrmght in the country, they 

may hl' travelling 101 lelsure or huslncss purposcs or visiting friends and relatives. Vi sitars 

staylllg permancntly as resldenL~ or in pald employrncnt arc on the f)ther hand not mcluded 

in (Ill' ~ample. C'nnscshtp passcngcrs were not mcludcd 111 the sample slmply because their 

numoers arc ItmttelÎ and thcy arc not 'ovemlghtmg' in the country (see WTO, 1985). 

The ongll1al target sam pic was dcslgned to he consister.L with the composition of 

tlHInSI arnvals 111 Ihe surnrner months (June-August). Howe.vcr, as would be expected, there 

,Ire Sllllle dtffcrl'nœs t,ctwcen the samplc obtained and the actual composition of tourist 

aIl1\'als (fanle il) ThL reasons for this relate largcly to the ease with which 1 was able to 
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obtain mformauon l'rom the vanous groupmgs. For ex:unple respondcnls l'rom lÎll'al Bntalll 

are over-represented because of their over-ahundanœ nn some tlights and thctr gt'Ilcral 

willingness to parucipate in the survcy. On the othcr hand the rdattwly h\w pt'rl'l'n!:I!!l' ut 

respondents from the USA wa" Iinkcd to dtftïclIltll'S L'IlCllllIllCr ed !Il ~l'parallIlg hOIll' t Ide 

visitors from the large numbcr of US employcc" al the naval ha~c ~tatlon III Kefl.IVI"-

Those travelling ln non-fanuly groups were a ... ked to ltetCIIIlll1C thclI IIIdlVlllual 

expenditure, nul that of the group thcy lravellcd wllh ln tllis way 1I1:l\.:l'lIrate II1tllvlllual 

estima tes of group expenditme wcre avoidcd. 1l1Ose travelltng wllh famtly were renllllded 10 

indicate how many people the expenditure cstimatcs covered. 

During the months of June, July and August 79.016 vtsilors amved (55.X% III total 

annual arrivals). TIlUS the sample reprcsents approxlmately 1 % nf tolal V1Sttor arnvals lIunng 

the summer period. In spitc of ILS frurly small SIt.e lhe sample appcats 10 hl' rdallvely 

representative: the random nature of the sampJc, lhe reJalIveJy dose correlatIOn ht'IWl'Cn the 

national charactcristics of the survcy sample and total arnvals. and the wl'lgbIHl~S alltlched 

to account for differenccs 10 ferry/rurlinc VISltor numhers, ail serve lo add conlIdcnœ III (hl' 

sample. Unfortunalely further tests of the samplcs rcprescnlaltVCnes~ arc not po:-.:-.thlc tille 10 

the limited data on tourist charactenstics collectcd by the lœlanlilc aUlhontic~. 
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Table 3.1: Survey Sample Compared to Actual Tourist Arrivais 

Number of Summer 
Respondents % Visitors % 

NordlC NatIOns 178 22.2 21,748 27.5 
Great Bntaln 151 18.8 7,328 9.3 
Germany 153 19.1 15,048 19.0 
Contment (Europe) 190 23.7 17,475 22.1 
Europe Other 33 4.1 5,502 7.0 
USA 61 7.6 9,453 12.0 
Canada 21 2.6 754 0.9 
()ther 15 1.9 1,708 2.2 

Total S02 100.0 79.016 100.0 

Source, Survcy Data 1990; ImmlgratlOn Service of Iceland 1991, Visitor ArrivaI Statistics. 

The second stage 01 the data collectIOn consistcd of a survey of revenue and 

expendllure structures for the tounst IOdustry ln Iccland. The survey was designed ta give a 

rcprcscntallve sample for cach major tounst sector and was, for logistical reasons, largely 

conccntratcd in ReykjavIk although samples were drawn from the countryside. A personal 

mtervlcw approat:h was adoptcd. 

The hUSIncSS questionnaire (see Appendix A) was designed to collcct data on the 

lollowmg hroad arcas: 

Expenditure patterns - how much revenue IS transforrned into wages, salaries and purchases 
of goods and servlccs". and what are the propenslties to import on the first round of 
l'xpcnditurc'} 

Revenue sources - what proportIOn of revenue cornes from mternational tounsm? 

Employment gcncration - what kind of employment opportunities does the tounst sector 
proVIlle'} 

Govcrnment revenue - how much govemment revenue is generated (taxation, utility 
paymcnls etc)'? 

BCl:ause of the highly sensitive and contïdential nature of the questionnaire, an 
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mtroductory lettcr was sent to sclectcd ousmesses to oneny explalll thc purpose 01 Ù1C stlldv 

• The Icelandlc Tounst BOa!.J also provldcd an mtroductnry 1cltl'r stresslIlg the L'lllllldclltlilht)' 

and importance of the work. TIll' total numncls of reSplll1~eS lU Ihe hll~II1L'SS ~lIr\'l'y .md Ihell 

sectoral hreakdown arc prcsentcd In Tahle 3.2. 

The tinal component of the study mvolvcs usmg the multIplier model 1(1 CO 1\1 bllll' Ihl 

expendIture WIth the rcsuIt, of thc tmsmcss survcy ortier lU rewal 11Il' l'l'OnOI11Jl: IInpacls 

associated with dlffcrcnt types of tourist<; vIsILmg the natIOn. ThIS approadl also allows lal'(01~ 

such as the labour market requirernent<; of new lOunsrn devclopll1ellt :tnd the llllks hl'(Wl'l'll 

certain types of Lounsrn developrnent (for cxarnplc farm hohdays vs. hOlets) and l'COIH1I1l1C 

growth to be ascertained. 

Table 3.2: Business Survey Returns (auditcd accounts) 

• Accommodation ........................................... 48 
Restaurants ..................................................... 9 
Transport ServIces ......................................... 6 
HandicraftJSouvenir ....................................... 6 
OLher. ............................................................. 7 

Total ........................................................... 76 

A broad outIinc of the vanous stcps Invo)veù 111 opcratlOnahsmg the multiplIer ana/ysis 

WIll now be presentcd (see Appcnùix B for full ùctalb) FlrsL the total numher 01 vls\lors and 

their average length of stay 15 calculated ln provlde a total nUlllher nI toLJw,1 llIghlS 

Infonnation on the average dally total cxpcndllure for each type 01 LOun,>! is th en added 10 

provlde an overall tourist expenditurc figure. 

Equally important is the way In which thlS moncy IS spcnt. ft I~ toumt cxpcnditure 

• patterns, linked ta the cast structures of tounsm rclatcd hu~mes,>c<.;, thatln/luenœ the relauve 

direct (and indirectltnduccd) incomc and employmcnt gcncrauon performance (JI ddfcrent 
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toun~l group~. Il 1.0., lor thls rcason that cvaluatlon of the Incarne and ernploymem generatlon 

charactcn!-.tl<.'::-' 01 huo.,mc~:-.c~ 10., a ba~lC [calure of the muluplier. The capabiliues of different 

enlerpn:-.cs 10 gcncrale local economlc beneftts wIll depcnd on factors such as varia110ns in 

Ifnport propen..,llleo., and the lahour mtenslty of operatIons. The following formula is used to 

calculatc lhe income generatlOn coeffiCIent for any business: 

1 
Ya = W (1 - h - Lw) + P (1 - ~) + F (1 - Lw) + :E SaI YI 

i=l 

where 

Y A = rcglonal income generation coefficient for an average business (i.e., dependent upon 
tourism) 

W = gross wagcs and salanes to rcsldents ln the reglOn 

h = deductlon rate on wagc:-, and salanes (national insurance, graduated pensions etc.) 

tw := lax rate on wages and ~alanes 

P = profit to rcsiûent"i ln the reglOn 

~ = tax rate on profits 

F = rent ln reSldenLI\ in the reglOn 

S.II= cost payment lrom an average bUSiness to the ith type of business 

YI := reglOnal II1come generatlon co-efficient for the ith type of business 

D~ = total turnover ln the average bUSiness 

Once a relatlOnshlp has been cstablishcd between turnover and employment, it is 

possihle 10 translate a reglOnal Incomc multiplier into a regional employrnent multiplier. This 

will accumulatc the employmem which IS created at successIve rounds as the flow of tourist-
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ongmated expcndnurc clreulatcs. As wlth the mcome multlpher therc ail' Ihrcc elcml'nt~ 111 

thlS type of multiplier: direct cmplnyment crcalet! III finns thal dUCCliv n'Ù'IVl' (l'tInst 

~pendmg; mdlrect cmployment crcatcd In nthcr lirms whosl' (UnIowr l' ,11lg1l1L'1l1Cd wllh 

purchases by the onglOal hllsmcs~es; and inducl'd l'mpl\l\'Illl'1l! ~:rl'all'd 1 r \llll Ihl' l'llcrlS 01 

tounsm expendnurc as local resldenLt; use the addltiOnal money Ihl'V h,lVl' l':t11ll'd l'will 

tounsm. 

In arder ta conduet a full multIplier analysts cxtenslve econorny-wtdc rl'scan:h would 

have been required. Beeausc of the large numher of 1 irms and entcrpnses 111 the t()un~( Sl'ctor, 

the need ta earry out a detailcd tounst expcndllure survey, and the Itmtlcd tune avatlahk to 

thc rcsearcher, it wa..'i only possIble tn survcy those hllSlTleSSes dm'ctly ~l'I vmg !()lInst~ (Il()!e b. 

restaurants, tour operators, etc). As a result thlS study foeuses only on the direct Illipact 01 

tourist spending on the Icclandlc economy . 

While a 'fllll-blown' multiplier analysis was not logtstlcally p()~l.,lhll' covcl.tgl' of the 

direct effecl'i IS still cxtrcmcly useful to tho~c dcstring Informatloll on Ihl' eCOIlOIllIC mie and 

structure of lceland's tounst industry. In smalllsiands Wlth Imlltcd eCOflOIl1IL hal.,l:,'" Ihe dll'cc! 

portIOns of total mulurljers tend to outwelgh the Importance 01 Ille lI\(jllccl and lI11ltJled 

components descnbcd above (usually aceountmg for hetwcl'/1 50 and F')(!fI ()I total lIgures) 

(Milne 1992). As a result they provldc an Important 1I1Slght IIllo Ihe l'C()f)I)JnJl Illlpacle., 01 

tounsm expenchtllrc on hU~Inc~~ turnover, IOcornes, cmployrncnt. and puhl!( "l'llor Itvenuc 

A survey ~uch as the one u~d here al~() reveals the Imh 01 valloue., I()uml ,'>CLlOf,c., to 

the rest )f the economy (through the hmmess cost structure c.,urvcy) Thl~ then allows hroad 

estlmr Les ta be made of how mdlrect unpaCLI) rnay vary 1 rom c.,cctor 10 ~cctor. 

By combining data on tounst expemhture and the bUSInc~<; I.,urvcy IIlformatlOn Il IS 

finally possible to a'icertam whlch types of toun~Lc., gcneratc the rn(J~t ùlrect Income and 
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l~mrl()yment lOf the Ioca! cconomy. For cxamplc, wh Ile a hote! guest may spend more maney 

pt:r Ody (In absolutc lerrns) than a rarm-~tay VIsIlor Ù1C latter may spcnd hislhcr moncy in 

huslIlcs~CS that arc more lahour mtcn~lve and have lower Import propcnSltleS and hcnce 

CxhloIllarger mcomc and empIoyment gencrauon coefficients. As a rcsult the farm-stay guest 

will, JO relallvc tcrms, gencratc more mcome and employment per krona spent than the hatel 

gUC~l. 
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CHAPTER 4 

• TOURIST CHARACTERISTICS AND EXPENDITlJRE PATTERNS 

In thlS charter 1 provlde ,Ln overVlew of sume (lI the Il la !11 1 Ch:U:ll'Il'II:-ttl':- (lI 

internatIOnal t,)unw~ 10 [celano. The early ~ectlotls deal wllh ha~lc tachlls !.Udl .1.\ .1t!L'. 

occupatIOn. nauonai,!y and ehmce of accommodation Thesc are ail vanahks that WIll Il.1\l' 

an mtlucnce upon the tnuriSl exrendlturc charactcnstH.:s llllllined ln tlle ~~'colld palt III the 

discussion. 

4.1 Occupation, Purpose of Visit and Length of Stay 

The maJonty (47.9%) of vlSllors wcrc prolesslOna) cmployees (educators. nurses de) 

The :,econd largest occupatlOn group was managenal (ll(!?)). lollowcd ny .... tulÎents (~LO%) alld 

• rClircd people (0.5). Clerical, sales, scrvlcc/rccrealJOn amI proœssmg occupaLJo!ls aho kalllrl'd 

relatIvely strongly (Table 4.1). 

Over thrcc-quarters (76.9%) of those surveyed were vlsiling lee/and l()r VilCillUlI) 

purposes; 13.7% Cm husIness purposes, wllh a tUJthcr 2.7% comntnlllg htl."llll'''\ and vacation 

Thosc VISItmg rncnds and relatIves accounted for 6 7% A. <.:rm~ l410ulalH HI 01 plll Po<,l' 01 V\<,ll 

by nationahty shows that vacatIOn lravcl is dominant lm ail market :tl('a ... l'XC('PI lOI llH' 

'Nonlic' and 'othcr' groupings wherc husmcs"l and conference VI<,IL<, aIl' IllIpollilllt (r.lhlL: 

4.2). The relative!)' l11gh ralm of CanauJans ~taymg wJth jfll.:nd~ and n:!.llIV(: .... rnay hl: IJIlked 

to the fact that man y of those travelling were 01 IcclanùlC ollgm. 

Most rcsponùents were travellIng WIth famlly (43 (Ykl), 27 2% lravelkd wlth Iflt:t1d~ 

• with a furthcr lO.Xrh travelling al one. Tho),c travelling ,1\ pan 01 nu:-.me.)"l delegaLIO/l\ and 

other categones accounted for the remammg 16.2% 01 VI:-.ilors 



The survc!, ùata ~how that plane passengers stay an average 01 10.8 mghts. while 

• ferry VJ~llOrs spcnd 17.1 mghlr.; In lhe country (Table 4.3). The mUJorily of vlsltors ~tay Jess 

than twC) wccks (6k./)%). Esumales ot total tourist days were reached by combming average 

Icn!!th (Jj .... tay data ( .... urvey) and the actuaJ Ylsltor arnvaJ figures to the country In the summer 

()j 1<)<)0. 

Table 4.]; Occupational Status 

Occupation Number of % 
Respondents 

Managerial 96 12.0 
Professional 384 47.9 
Cleri('al 35 4.3 
Sales 40 5.0 
Service, Recreation 39 4.9 

• Farming 5 0.6 
Processing, Production 16 2.0 
Construction 5 0.6 
Student 64 8.0 
Retircd 52 6.5 
flousewife 6 0.7 
Other 27 3.4 
Missin~ 33 4.1 

Total 802 100.0 

Source: Survcy Data 1990. 
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Table 4.2: Purpose of Visit by Nationality 

Holi- Business. Fricnds. 
day Conference Relatives 

Nordk Nations 494 )4.S 
Gr. Brifain 84.9 9.4 
Germany 87.1 5.8 
Continent(Eur) * 86.9 8.9 . 
Other (Eur)** 94.0 6.0 
USA 83.0 3.4 
Canada 61.1 -
Other 42.9 28.6 

Average 76.9 13.7 

*Includes the Nethcrlands. France, Swltzerland and Austna 
**Includes other countnes In Europe. not speCllicd by NatJOnaltly 
Source; Survey Data 1990. 
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5 l 1 ()() 
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Although no rcgular Jength of stay slallstlcs arc collected Ifl lee/and, esllIl1alcs hy Ihe 

Icelandic TOUflSl Board show slmtlar charactcnstlcs 10 ÙIC sample daUl. wllh ~h(\r 1 .... layrng 

visitors from the NordlC Nations and USA ,md longer staylIlg lounsL<; l'rom <.icrrnilny ami Iht' 

Continent. The ITB cstlmates do. howevcr, reveal a longer mean Iength III :-,tay 101 !llllst 

market areas. For examplc, it is generally lhought thal European ~umlller Vl:-,Itor .... "tay ,Hl 

average of cleven days (ElU 1989a. 43). 3 I1Ighl<; longe! than thl! "ample data lke:tu.'.l' 01 IIIl' 

limIlcd data base upon which official Icngth (JI stay records are ha.'.cd Illy ()wn ... lIl Vt'y data 

is uscd throughout the thCSlS. 

Whilc vlsilors from the Nordlc Countnes represent the Iarge~l group 01 t()lIl1st~ 

(27.5'h) thcir relauyely short average length ot stay (a consequenœ 01 lhe 11Igh proportion 

of business and conference travcI) means thal they compnsc (Jnly 17.4(f,; 01 total loun\l days 

(Table 4.3). The US market lS a]~o characten~ed hy short !-.tay.\ - accountIng lor 7 X% 01 total 

tourist days. Visllors t'rom Germany and the conLment of Europe have an average IengLh of 

stay WhlCh IS tWICC as long as those trom the Nordlc market.." and as a re\ull account lOT 



make up more than half the tounst days In the country (53.6%). Great Brilam and other 

• European VI.">ltor."> are also charactenzed by relatively long stays. Although ferry tourists 

compmcd only () <J(YI} of total tounst arnvals to lceland during the summer 1990, they 

accounlcd 1 O.4(~) 01 ail vlsllor days (Appendlx C). 

The markeu peaks that can be scen at 7 days among visitors [rom the Nordic Countnes 

and Great-BntaIn and al 12 and 14 da ys among other Europeans can be linked lo prc-booked 

package hohdays (Figure 4.1). The relauvely high ratio of US visItors staymg 1-3 nights 

stems Jrom the large number of stopover passengers travelling with Icelandarr between the 

US and Europe. 

Table 4.3: Mean Length of Stay and Total Tourist Days 

• Visitors by Major Total Visitors Mean Length Total Tourist Days 
Market Arcas No. % of Stay No. % 

Nonhc Nations 21,748 27.5 7.1 154,411 17.4 
Great Bntmn 7,328 9.3 10.5 76,944 8.7 
Gcrmany 15,048 19.0 14.7 221,206 25.0 
Conllnent (EUlope) 17,475 22.1 14.5 253,387 28.6 
Other (Europe) 5,502 7.0 14.5 79,779 9.0 
USA 9,453 12.0 7.3 69,007 7.8 
C.lI1ada 754 0.9 18.4 13,874 1.6 
Other 1,708 2.2 10.1 17,251 1.9 

Total 79,016 l00.t) 11.2 885,859 100.0 

Source; Survcy Data 1990. rmmigrauon Service of Iceland, Visitor ArrivaI Stallstics 1990. 
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Figure 4.1 Length of Stay by NationaJity (air traveJJers) 
Source: Survey Data 1990. 
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Average length of . .,tay vane~ conslderably by purpose ot Vlstt and hy accommodatIon 

lype. Toumt\ yl. ... nmg tflend~ and relauves . ..,tayed Ù1C longeM (17 mghts), whIlc hollday 

maker ... ~laycd an tlYcragc 01 I:~ 4 mght'). Busmc~~ or conference VlStlorS typlcally stayed 4 7 

flIghh, WIÙ1 lho~e (.omhmmg bU<.;Jness and vacatIon ~taymg Y 4. Hotcl gueslS <,tayed an 

average ot 5 nlghL., - le."~ than half thal spenl hy lh()~c ~Laymg In 'gucMhousc' complexcs (12 

nlght. ... ) Camper ... (ln package mp!. sLayed an average of 1 4 ntghl~. four Jess lhan lheir 

Jr1dlVldllally organllcd countcrparts. Those resldmg wlth fnends and relal1ves Slayed nearly 

1 X Illghl.., 

4.2 Age and Choice of Accommodation 

Allhough no delatled ~lat1sUcs exist on the age structure of tounsL~ to Iceland sorne 

gcneral a~~Umpll()n .... can he madc l'rom the sample data. In general Iceland seems to appeal 

prIlIl.lflly to 1I11ddlc .Igcd prole~slOnals. aJthough younger groups such as students also make 

ur <l consHk'rahlc proportion of total vlsllor numhcrs Most plane passcngers l'aIl wlthm the 

"6-()) calcgory wllJle IhŒC travellIng by ferry l!XhlbJl a more YOllthful agl! structure (59% 

agctl 16- ,5) tTahk ·t 4). 

011 ferel1œ~ III age ~tructure also vary considcrably accordmg ln market area (Table 

--l)l VISllors lrom the N\)rdIC CDuntnes. Great Bntain, USA and other V1SltorS tend ta be 

pIlier 111an those l'rom contmental Europe. For years Iccland has attractcd young baekpaek 

loumls dllnng the tounst high sea.. ... on; travcllers trom the contment (inel. Germany) have been 

the lII<lmslay or thls group. 
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Table 4.4: Age Structure by Mode of Travel (%) 

• 0-15 16-25 26-35 36-65 h6 > Total 

Plane 1.2 10.9 27.7 54.4 5 X ltH} 
Ferry 2.2 24.1 35.0 37.2 1 5 HH} 

Source; Survey Data 1990. 

Table 4.5: Age Structure of Tourists from Major Market Arcas «(;,,) 

Mark"t Area 0-15 16-25 26-35 36-65 66 > TOUll 

Nordie Nations 2.3 6.8 24.8 613 2.8 100 
Gr-8ritain 0.7 12.5 25.8 51.7 9.3 !OO 
Germany 3.6 21.7 32.3 4l.l 1.:1 1 ()() 
Continent(Eur) 0.5 14.8 35.4 45.1 42 !OO 
Other Europe 31.3 40.6 2X.! IO() 

USA 1.6 3.3 26.2 574 115 ! ()() 
Canada 4.8 9.5 71.4 143 100 
Other 7.1 85.7 72 IO() 

• Average 1.6 13.1 28.8 51.5 5.0 JOO 

Source; Survey Dala 1990. 

As one would expect age structure also vancs consluerahly hy chOlœ 01 

accommodatlon. Those markeL~ wah older age structures tenu l() Il'Iy ()n ho(('1 ,lllll 

'guesthouse' complexes, while those with a youngcr age ~tructure rely heavlly ()n Call1plII)! 

Ferry passengers almost excluslvely camp or U~ caravans WhlCh arc tran"'p()r!ed on the kny 

(Appcndlx C). As Iccland olfers a WIUC range 01 ùccommOdallo/l at \tmIlar pnce<; 

(surnmcrhotcls in hoardinlZ schools, farmh()u~c accommodatIOn and I?UC"tllOU.,C<;) the,\c wcrc 
~ ~ 

cornhmed into one category for this sccuon 01 thc analy~I~. 

HCJteis are popular among visitors fmm the Nordlc natlon<; and 'Other' countne<; 

• (Table 4.6). This lS clcarly hnkcd to the large ratIo of hustne~s and conlerence Vt.\Ilor~ WlthlO 

thesc grouptngs. 
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Table 4.6: Accommodation Type Used by Major Market Areas 

• Hotel Guest Camping Camping, Friends Total 
House Package Caravans Relativ. 

Nordic Nat 5X.4 23.6 4.2 6.0 7.8 100 
Gr-Britain 32.7 36.1 18.4 8.4 4.4 100 
Gcrmany 24.0 19.6 17.3 35.8 3.3 100 
Continent Œur, /7.0 24.1 40.4 14.2 4.3 100 
Other Eur 9.4 430 33.0 14.6 100 
USA 37.7 41.0 8.2 4.9 8.2 100 
Canada 19.0 47.7 4.8 4.8 23.7 100 
O'her 45.3 30.3 7.6 9.2 7.6 100 

Average 33.8 28.0 18.6 14.2 5.4 100 

Source; Survey Data J 990. 

• 4.3 Regional Travcl 

By usmg data on where tourists ovemighted during their visit it is possible to estimate 

the mohIlily nI vl~llors (Table 4.7). Nearly all vlsitors (94%) stayed at least one mght in 

ReyklaVlk. A~ would he expected a large number of visitors travel to the countryside dunng 

the ~llmmer. In general. the South and N-East reglOns reCClve the largest t1ows. followed hy 

the W~~t and East rcglOns. The low number nI visttors ovemlghting In thc WesttJords may 

hl' Itllio-ed tn the geographlcal lsolauon of the region. Gennan..: and VIsllors from the contment 

arc \1WIl' Itkely to tl'Livel around the country than other market areas. Due ID lheu short length 

nI ~t,I\'. Vlsitors l'rom the Nordic Countnes and USA, who do travel outside the capital are 

morl' Itlo-ely to rnake short tnps to the South and West rcgions . 

• 
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Table 4.7: Overnight Stay by Region by Major Market Areas 
(% staying at least one night in area) 

Nord Brit Germ Coot Oth USA 
Euro Euro 

Reyk 95.5 93.4 88.9 87.9 100 I(lO 

West 26.4 21.8 66.7 58.4 757 21.3 
W-Fj 6.7 3.3 33.3 22.5 21 2 3.3 
N-We 18.0 19.2 47.1 58.9 667 1 X () 
N-Ea 28.1 55.0 62.1 ~3 7 87 l) 2X 3 
East 21.3 27.8 58.2 71.6 h:.l9 Il) 7 

Sout 36.5 62.3 75.2 85.8 75.2 42.6 
S-We 8.4 5.3 6.9 8.4 3.4 --l.1) 

Source: Survcy Data 1990. 

Table 4.8: Accommodation Facilities Used by Region (% ) 

Can OUI 

!OO 100 
2(1) \) 7 
19 .2 lX./) 
-l2 l) ') 7 
() LI) ·l2 () 
Il) () I-L' 
hl.\) .l:2 l) 

-LX 7 1 

Hotel Guesthouse Camping Friends/Rclatives Total 

Reykjavik 46.4 26.6 20.8 6.2 100 

West 27.7 17.8 53.6 O.t) 14141 
Westfjords 12.7 23.8 61.9 1.6 100 

N-\Vest 12.7 23.6 60.0 3.7 IUU 
N-East 18.1 22.0 5n.9 3.0 IUO 
East 13.7 18.6 67.2 0.5 IUO 
South 22.0 21.6 54.5 1.<) 10U 
S-West 15.0 17.7 5<).6 7.7 IOU 

Source: Survey Data 1990. 

An' .. 

"".J 
"!.tt 
l'lA 
"S.X 
S(,A 

"2.9 
(d.! 
h.X 

While most t,)UflSts u ... c catcrcd facI!Jlics (hotelv gue . .,lhou:-.c.,» 10 the capllal, they lenu 

toward self catercd types (campmg/caravans) in the c()untryslùc (Tahlc 4 X) TIll.,> 1., larJ!cly 

a renectlOn of thc rcl.1tively limitcd developrncnt ni hote) complexes oul.l.ildc R(~ykl'lVlk . 
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4.4 Tourist Expenditure 

A detmlcd understandmg of the expendilure charactenstics of tounsts is essential if 

the CCOClomlC UnpaCL\ ot lounsm are to be analyzed. 1 focus on total datly expenditure and 

ILIi dl<.,lnhuuon hetween the vanous ~ctors that catcr to tounsts. Infarmauan on datly 

expcndllure I~ then multlplied by the total tounst days ta rcveal the total 'injcction' of tounst 

expcndlture lOto the lcclandlc cconomy m 1990. 

The mcornc that tounsm brings to a destinauon wIll vary accordmg ta the types of 

visitors attractcd and thclr Icngth of stay (Murphy 1985, 89), In this analysls tourists are 

catc~(lnsed hy malor market areas, mode of travel. accommodatIOn type and purpose of VISIt. 

PrevJ()u~ studles have shown that thesc are sorne of the most important variables in 

detcn111Illng cxpcmhturc (Hcndcrson and COUSinS 1975, Archer and Jones 1977, Milne 1987b, 

1992) 

The average JUlly expcnditure of summer-visltors to Iceland CcxcI. airfare) was 5232 

kr (Tahle 4,9,. AccommodatIOn and tood (including restaurantli and grocencs) accaunted for 

nearly SlJ% 01 ail tounst spcndmg. ThiS figure IS consistent with slmllar studies, which show 

the !-.:tmc catcgorJl.':-' compnsmg bClween 60 and XO% of total expendlture (Archer and Joncs 

1977. Milne 1992) nIe relauvely hlgh transport/tour ligure (20 YX) - mcludcs car rcntal cars, 

hUSl'!'> and tours) 1\ a rcsult nt the large' numhers of IClsure VI~ltors who travel ta natural 

phe!lIlll1cCla around the country Spendtng on shoppmg and entcrtammcnt 15 rclauvely hmited . 
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Table 4.9: Average Daily Expenditure per Tounst 

• Industry Sector Kronur % 

Accommodauon 1,654 JI 6 
Transport 736 14 1 
Tour :r17 6.4 
Restaurants 920 17.6 
Groccncs 506 9.7 
Shoppmg 430 S.2 
Entertammcnt 186 :,,6 
Duty-free 206 3.9 
Other 257 4.9 

Total 5,232 100.0 

Sourcc; Survey Data 1990. 

Important diffcrences in total c"penditurc and spcnding palterns eXl~t hetwcen Ihe 

• major market areas (Table 4.10). Average daily expcndllurc IS hlghcst alllong vlsHors Il (lm 

the Nordic Countncs (8374 kr) and the US (7237), Britons and lhosc 1 rom 'OUlcr C()Unll H": 

follow with 5578 kr and 5500 1er rcspectivcly. Visltors from Canada and (,ermany ;lfe Ihe 

lowest daily spcndcrs. 

The high lIgures for the Nordic and US market\) arc Imked lo ~cveral 1 actors i\ 

relatively large proportion of these groups arc mlddle-aged and are VI\tlUlg kcland loI' 

business or conference purposes. AI) a result they are more hkely 10 use eXpe/l.\IVe 

accommodation such as hotels and 'guesthouscs' and ln travel on expen ... c aCCOU/lls. Tho .... e 

on vacatlOn tend to travel on packages that Iflcludc servlccd accommodatlOlI 

The relatively high spending of the Bntish can he hnkcd 10 the Jalrly olcl age structure 

of thlS markct. The ~urvey also lcvcalcd a hlgh ratIO of Britons travelling on package tnp~ -

• rnany of WhlCh included rclatlvely expenslvc ~ervlccd accommodatIon. 
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Table 4.10: Daily Expcnditure by Major Market Areas 

• InrJU"1ry .~l1I1r kronur % kronur % 

Nordic Nations Britons 
Â L LI Hnm" tllOn 3129 374 1726 310 
1 fdIl\port 991 118 967 173 
1 (J}lf\ 523 (d 403 72 
RC\ldUfllilt\ 1920 22.9 1100 197 
(if( ILCflC-<, 162 19 396 71 
ShoppIng 461 55 425 76 
hllcrtalflmcnt 347 41 95 17 
/)ulv-Ircc 601 72 193 35 
(Ilher 240 29 273 49 

Tulal 8374 100.0 5578 100.0 

Germany Continent (Europe) 
ÂLLommo<1auon 1114 291 1162 277 
'1 f,Ifl\P<Jrt 393 103 773 184 
louf\ 232 61 193 46 
Rc~t,llmUJls 410 107 583 139 
( ifIJLCrJCS 706 185 688 164 
Shopplllg 322 84 375 89 
Flltcnammcnt 245 64 102 24 
1 )\IIV-ITec 91 24 107 25 
( )!IICf 312 8 1 220 52 

• Tulal 3825 100.0 4203 100.0 

Other Europe USA 
ÂLLornmodatlO1I 1281 291 2205 30.5 
1 f.llhfXlI1 713 1 (j 2 936 129 
II'\If\ 361 82 568 79 
He\IJUf,U1ts 692 157 1678 232 
( iWLCnC-\ 562 128 137 1 9 
Sh.'ppmg 340 77 979 135 
l'nlertJlII/llcnt 91 20 197 27 
Dlllv-trcc 141 32 204 28 
( )tlll'f 225 5 1 333 46 

Tolal 4406 100.0 7237 100.0 

Canada Other 
A llllllllllotlaUll1l IOR7 291) 2177 396 
1 r.llI\port 778 214 488 89 
1\\lIf\ 462 127 710 129 
RC\lJUf ,uliS 374 10.3 1096 199 
(,Il 'LCTlC-\ 309 85 184 34 
SIIl\ppmg 481 13 2 514 93 
Fnll'Tlamml'nt 51 1 4 71 1 3 
n\llv-Ircc - - 101 1 8 
( )IlICf 97 26 159 29 

• rot,11 3639 IOtl.O 5500 100.0 

SI1lIlL'l': Survey Data 1990. 
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Those market arcas cxhtbltmg long average lcnglhs nI :-.tay sm:h as the (Ol1tllll'nt (lI 

Europe (mcluding Gemlany) lend ln compnse Inw datly spcndcrs. rhc~c VI~l!ors an' mOll' 

likely to travel on campmg packages Dr nn self llrgullllcd toUlS. l11l'y ha\'t~ a Il'Iattvl'lv yt'ung 

age Mructurc and tend to camp or u~ cheap accommnJatlOl1 la(lhtlc~ ~ud\ ,11> dlllll\1tlllll'S 

They also tend to opt for less cxpenslve ways nI travelling arollno the l"llUllllySldl' such a~ 

cycles and public transport. 

Because 01 Ils importance ln ove rail expcndlture patterns the lypl' 01 .!L'l'llmllllldalllHl 

choscn will be a major mfluence on tourist cxpcndtture ,md rl'Ialcd patll'II1S ( rahle ·f Il) A~ 

would be expectcd people who stay in hotrl and' gueslhousL" complexes ... pend a 1 al/Iv hl~h 

ratlo of theu daily nutlays nn accommodauon and catlng out. Ilotel t()lIn~ts ,Ill' the 11Iglle~t 

spenders - a retlectlon of the expcnslve nature 01 thts type 01 accommod,lllOll. 

Tounsts in 'gucsthousc' complcxc~ (gucsth()u~e~, laim hllltd.ly1» al ... () l'X III hIl Il'Iatlwly 

high spcnding tigures, allhollgh they only speml about hall (lI wilat holl'I gUl'sts ... pend Sl'Il 

catenng types of accommodatIOn were broken down lOto two cate)!of!t'\ pilda)!l' C:tlllplllg 

trips (usually lncluding 2-3 ntghL<; 10 a hotel Of gueslh()u~c 111 ReyklavlIo.), ,1fId IIldlVlduillly 

organiscd campin); or caravans lnps. Ferry tounsL<> travclling III Ihl'U OWIl L',lIav:tm (II a ... 

campcrs wr r ::; .ln Important component (4X.2'}'tI) 01 the lattcI grouplIlg VI ... IIOf" IrawlllIl)! OII 

self organized tour\ spcnd only haH the amount nI then package' ha\l~d LOt/Il leI paIl.... /lm II., 

due to the fael that Il rry toun~L~ and hackoaekcr~ u\uall y hnllg thctr own 1 ()ot! ant! mcall\ III 

transport mto the co lntry. Both groups tend to \pcnù thctr largc~t ... um~ Oll groccnc\. 
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Table 4.1 1: Expenditure by Accommodation Type 

• lIotei Guesthou~e Camping A Caravans Friends, 
(package) Camping B Relatives 

kr (V, 
,(1 kr (70 kr % kr % kr % 

Aleo 4957 ·~4 () IX70 14 () 1X7 1 (i.6 150 12.6 33X Il. () 
Tran,> 121 () 1 () X no 139 995 21.3 A21 23.9 1039 338 
Tom S() 1 ')() 503 l) 1 550 11.7 132 5.1 128 42 
Rt"l 211 () 20 5 1149 2(U~ 312 67 250 9.6 458 149 
Ci!()l 74 (l.6 153 64 1190 25.4 539 20.8 236 77 
Shop 711 hS 407 7.4 379 8.1 250 9.6 370 12.0 
Enler 550 41) Il () 2.0 62 1.3 61 2.3 153 50 
DUly 45<) 4 1 81 1.5 101 2.2 151 5.8 212 6.9 
( )Ih 401 1{) 272 4tJ 316 07 268 10.3 138 4.5 

Tot 112(,1 lUO 5521 100 4292 100 2422 100 3072 100 

SourLC. Survcy Sample 1990. 

• WluIe a slay with fnends and relatives ehmmates a great Jeul of expenditure on 

accommodatIon anù food the large numher of the se vISItars Nho travel araund the island 

rncall." that ÙIClf Jally cxpendlture f' _hes approxlmately 300n kr per day. 

VanatlOll." III expemiIture also occur accordtng 10 thc tYI;\! of transport used 10 

lIavelllllg to IeclanJ (Tanle 4 12). The average plane pa.<.;scnger spenùs tWICC as much per Jay 

(5.·n" )...rl a~ th()~l' who Il~C the fcrry Due 10 the hlgh rallo or <:arnpcrs and caravanncrs 

allHlllg 1elry VI~II()I'" thelr cxpendlture on accommoùatlon amollnL<.; lo only 495 kr per day . 

less Ihan one Ilmd ôlat nI plane travellers. Dally cxpenditure by plane passcngers was 

.!!l'nclally 11Igher on ail !lems wah the exceptIOn of grocencs, dUly-l'rcc goods and 'other' 

Thc l'Jet Ih.ll fcrry tounsLIi spend Hltle Oll transport and tours anses [rom thClf u~e of 

• thcII nwn means III lransport. lt is of no surpnse that a high ralla of their total spendtng IS 

on '\lth~r' Items l1nduding petro!). 
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Table 4.12: Spending per Uay by Mode of Travcl 

• (lIane Ferry 
Passcngcrs Passcn~l>rs 

kr t>7(1 "r 1" 
(' 

AccommodatIOn 1.766 12.5 4t>') \9 () 
Transport SI5 150 45 1 S 
Tours 364 67 M{ ;. 7 
Restaurants 978 IX 0 295 II 7 
Groceries 47:' X7 60X 2·l 1 
Shoppmg 434 sn 266 \05 
Entertamment 201 3.7 57 .., ") -.-
Duty-free 190 :t5 240 l) " 
Other 212 3.9 451 17 1) 

Total 5,433 100.0 2.525 100.0 

Source; Survey Data 1990 . 

• Expenditure patterns also vary hy purposc of visit (Tahle 4 Il) ami package Iype 

(Table 4.14). Busmess and conference visitors spend the most per day, wlllch rellecls Ihe lacl 

that they usually stay in international standard hotels and ollcn have access ID l'Xpl'n\l' 

accounts. ThIS group also exhihll'\ the lughcsl spendmg on re~lalll an IS, ... hoppl/lg and 

entertainment. 

Although no statlsUcs arc avallahle it IS esllmated that a relallvely hl.l'h perœnlage 01 

lelsure trIpS to lceland arc packages (the survey average wa.s ovcr 2()f!rl) ;\ lar,pe varH:ly (lI 

holiday packages are offered hy Icelandalr and Icelandlc T()Ufl~L huream Wcekenll ,HIll 

stopovcr pa,,!\. IgCS are offered all year afound. To mcorpolatc packa!!e VI\ltor'\ IIIIO Ihe 

analysis informatIon on a range Dt packages WiLl) convcrted mto dady co~t ligures and then 

• formed mto a series of baSIC categories. The lIrs( lIlcludc,) ~crvlced accommodatIon (Jnly. The 

second type is aIl mcluslve and covers accommodatIOn ln catercd accommodatloIl, lood (full 

Cl 



hoard or half hoard J, island trips and acUVHlCS . 

• AJthough tho:-,e on ail Înc!w,lve packages spent Jess per day than those whose package 

(Jnly mdudcd accommodatIon thclr Jength of stay was, on average, four mghts longl!r (10 

day~ v..,. 6). The laI gcr amount raid hy the latter group can be linked lO hlgher transportatlon 

coSl.., and ~pendJng on other Items (including museums). Among the all-mcluslve packages 

hoth campers and hotel lOunSL'\ have high transportation costs, but low spending on 

entenaInmenL and duty-free goods. It was of no surpnse that spending on food catcgones 

diffcred hy package type. The typlCai hotel tours include full board in restaurants, cafeterias 

or in fafm h()hday~ that are allowed to seIl food. On the other hand the camping packager 

prepares food In a special kitchen van. 

Table 4.13: Daily Expenditure by Purpose of Visit • Holiday Business, Holiday, Friends, 
Conference Business Relatives 

kr % kr % kr % kr % 

ACl'!)!11 modatl(l/l 924 22.0 6151 47.5 2239 28.5 457 16.5 
Tlall~p()n 814 197 1149 8.9 780 9.9 445 16.0 
Tours 397 12.0 328 2.5 719 9.2 288 10.4 
RC~lauraIlL) 701 IX.9 27'29 21 1 1578 20.1 427 15,4 
G((lcencs 494 11.0 19 0.1 129 l.6 392 14.1 
SIHlpplIlg 358 6.7 743 5.8 813 10.4 270 9.7 
En!L'rtamment 272 3.0 623 4.8 527 1.8 112 4.0 
Dury-lice 172 1.5 665 5.2 520 16.4 222 8.0 
OtllL'r 220 52 529 4.1 550 2.1 164 5.9 

Total 4352 lO().O 12936 100.0 7855 100.0 2777 100.0 

SOlllce: Survcy Data 1990 . 
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Table 4.14: Spending Per Day on Packa~e Trip 

• Ali inclusive 
Accommodation serviced Ail inrlusÎ\'C 

only accommodation c4lInping trip 
kr % kr % kr % 

Accommodation 2650 38.4 1920 2().7 7()() 1 () .• ~ 
Transpon 504 7.3 158~ 24.5 lJ51 ~X Il 

Tours 763 11.1 232 3.6 U () \ 

RcstauranL<; 1429 207 1370 21.2 lXO "\ 1) 

Other Food 339 49 328 5.1 ISIS 32 ·f 
Shopping 636 9.2 410 6.3 395 X.5 
Entertainment 71 l.0 42 0.6 40 O.X 
Duty-free 298 4.3 50 0.7 66 lA 
Other 211 3.1 535 8.3 346 74 

Total 6901 l()().O 6470 lO(tO "'672 100.0 

Source: Survey Data 1990. 

a) Package hollday Ibat mcludcs aCCllnmlOùalloll only 

• b) Package hollday that mcludcs accommodatIOn. IIlcaJ~. 1\land tour. actlvltlC'> 

c) Package hollday that mcludes lents. mcaJs. l~lan" tour, aCllvlllcS 

4.5 TotaJ Tourist Expenditure in 1990 

The average summcr tounst to lccland In 1990 spcnt 5,232 kr. pcr Jay 1111 .... J!' about 

6000 kr Jess than thc average hoteI Vlsltor spcnùs anù shghtly Icss lhan 'gucMhou ... c· loun ... !. ... 

The average 1S clcarly rcduced by the low expcmhture of camper!'. 'I1lC c,>tHnaWu total grw.!' 

revenue flowing to the Icelandlc economy l'rom tounst expcndaurc ln the ,>ummer of 1 <)90 

• was 4630m kr (Tahle 4.15) . 

Nearly 32% of aIl tounst expenditurc Dows to the accommodation .... eclor wllh a further 
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27% \pCnl on tood ellhcr from stores or restaurants. The next hlghest category of expenditure 

• was transportatIon ( 14,1 (7li) followed by spending on tours (6.4%) lotalling over 20%. Olher 

cxpcndlturc compnscd ncarly 21% and was dlstnbuted between general shopping, 

entertarnrncnt, dut y frcc goods and misccl1aneous categones. 

Anout 95% ou( of the total summcr mcornc was generatcd by travellers arriving by 

air. Vrlillors on vacatron accounted for 77% of thL') 100:ame, thase on husmess tnps 14%, those 

comhrning busrnc~~ and vacation 5.5% and thase SLaying Wlth fricnds and relatives 5.5%. 

Table 4.15: Iceland's Gross Revenue Derived from Summer Tourism in 1990 

Industry Sector Isk kr. % 

Accommodation 1463,792,381 31.6 
*Transport 650,672,804 14.l • Tours 298,499,827 6.4 
Restaurant\) 814,180,864 17.6 
Grocenes 447,799,475 9.7 
Shoppmg 380,541,056 8.2 
Entcrtammcnt 164,600,131 3.6 
DUly free 182,305,715 3.9 
Other 227,439,654 4.9 

Total 4,629,831,907 100.0 
(+ 3,543,014,131) 

= 8,172,846,038 (ail year) 

* Exclmles mcarne by Icclandic AIrimes and Norrana ferry 

Source: Survcy Data 1990. 

The summer arrIvai data can also be extrapolated ta give an annua] expenditllre figure 

(Table 4.15), If the figures are boosted by the requisite ratIo (44% of travellers 10 1990 

• arriwJ llutslde thl' thrcc summer months) wc sec that the estlmated annual cxpenditure figure 
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is about 1000m (12%) above CUITent Bank of Iccland csOmatcs (732401 kr) (l'Omparc 10 Tahle 

4.16). Il must be barn in mmd howcver that the Mlrvl'y Jata covcrs ollly sUlllmcr lounsm. 

when lower spending camping tounSL'i play a slgmflcant role. 'Thus Il IS l11ghly posslhle lhal 

overall tourist expenditure could he cvcn hlghcr lhan the tïgure provlllcd herc. Il l'~(J!llall'~ 

of airfare and fcrry mcomes accrumg to kcland arc tncorporalcd 11110 thl' a!1alysl~ the tolal 

incarne figure would risc la close la I2.5m kr comparcd tn the govemnll'nt CSl1matl' nI 

11.35m kr (Table 4.16). 

Table 4.16: Icelandic Government Estimates of Foreign Currency Earnillgs from 
International Tourism 

Estimated airfare 
incorne of leelandic (Jo of % of 

Expenditure airlines from Total exporlli of Grn~~ 

in Iceland* foreign tourists incorne goods and National 
m.kr m.kr rn.kr services I)rodlld 

1970 4.4 5.8 10.2 4X 2.1 
1975 18.1 21.5 39.6 55 2.0 
1980 112.0 119.0 231.0 4.0 1 5 
1985 1761.0 1340.0 3101.0 n.2 2.6 
1990 7324.0 4035.0 11359.0 9.0 3. \ 

Source; The National Economie InstitutlOn, Iccland 1991 h, Tahle 2.7. 

4.6 Possibilities for Future Research 

Further research is requircd in the arca of tounsl cxpcnditurc and the vanahles that 

influence it. In this thesis l have adopted the standard approach lU anal y"'lIlg the LoUI L'il 

expenditure cornponent of the multiplier model - narnely studYIng lOUfl~t expendlture pattern ... 

in terrns of one ao;;sociated vanable at a lIme (accommodatIOn type, natlOnallly, etc). 'l'hl.'" 

approach allows us to Mudy variables lhat arc known lO Influence toumt expendlLurc and 
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may, Hl turn, he u\cd to mfluence governrnent markeung polieies and market segmentatIOn 

'1LralegIC\ Un/orLunate1y, howevcr, ~uch an approach IS weakened by the very faet mat a 

correlallon may eXI<,L netween a.\~oclated vanables such as age and accommodation type. 

ln order 10 gam a heucr understandmg uf WhlCh LOunst charactenstlcs exert me 

greate~t mfluence on tOlln~l expcndJture future ~tudICS of thIS kmd could tum ta multIple 

rcgn;\.\J(m (\.1'onlgolJ1ery anù Peck, 1992; Wonnacottand Wonnacott, 19RI). Such an approach 

wouJù aJJow the rc\earchcr !o look at the rclauonship bctween expcndlture and cach of the 

p()~~Jhly a~~oClatcd vanar _" whIle controlllng for the 'influence' of other assoclated vanables. 

The 1 act that !he mdependenl vanables arc mostly catcgoncal would not necessanly be a 

problern In t!lIS ca.\(.~ as ~()flw,tfc packages arc now aVaIlahle that can handle categoncaJ 

IIHler~l1llent vanahlL':-' In Ihe context of a multIple regression model. 

4.7 Summary 

This chapter has revcalcd which tourist groupings are likely to spend the most money 

JlInng thclr VISU !o lœland and how this relates to a number of factors such as choice of 

accommodation, pur P()\C (lI' VLI.,Il .lOd market. US and Nordic Vlsltors are the largest spenders 

and thls IS Hl largl palt due !ll tl1l' tac!lhat they are heavIly representcd III the nusIIless travel 

;'lIea ~'1or(' !,()lIthful markets. L"ptx'wlly those t'rom Germany are the lowè~t spenders on a 

dadv h;LI.,!!\ Il appl':us thal gowIT1mcnt e:-.t1matcs of total lounsl expenùlIurc arc somcwhat 

Inw Tlw total l'xpl'nlÎlture Ilgurc\ rl'veal a dllfcrencc of approxlmately IOOOmkr. Howcver 

Il summer tllunsm charactenstH.:s arc taken lOto account the undcrcstimauon could 

consl'rvauvely ne a!\sumed tll he doser to 1500-2000m kr . 
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CHATPER 5 

THE ECONOMIe IMPACTS OF TOURISl\I: THE nlJSINESS SlJRVEY 

Data on total tounst expenditurc nnly provIlle the tïrst SlCp lmvanls l'v;illlallllg \ II 11ll' 

econornlc impact of tounsm In lceland In order ln mea~url' 11\l' \!OWIl:-ltl'am' l'Ill'ch III 

tOllnst expenditurc it is ncccssary to gaIn sorne rneasure 01 Imw n'\'l'IlUl' (CCl'(wd fIolI\ 

tOllflSts by local busmcsscs wIll prodliCC local mcome and emplllynll'111 IlpplllllllllllCS (\\,'I (>, 

1981). At the centre of this analysls lies the calculatlon of lhrecl IIlC()IlH'. l'lIlpIOYIllt'1l1 ,Ifll! 

governrnent revenue coeffiCient" <IG's, EG'~ and GR(J'~) lm louwa 1l'lall'lI l'~lahll',llIlH'JlI\ 

(see Appendix B) 

IG coefficients indicate how turnover lrom toUflsts IS traJ1~IOI IIll'd 11110 local ÎnCOl1ll' 

(for cxample an lG of 0.1 mcans that 1 kr 01 local 1I1come is gCl1cralL'd lOI evely 10 kl III 

tounst revenue). EG cocfficient" lIHhcate how the ,>ame tlllllOVl'f 1.... Il an~1 ol/l1ed Illlo 

employrncnt ŒG'~ are expressed as the nurnher 01 Johs crealCd pl'f lm kl) Ikcau:-e ItlUn:-lll 

is very seasonal, Il IS Important lO cstJmate how nlany per~()\l ... <lll' l'lIIplllyed <Hl a pl'I"'OII 

years ba.."is wHhin Lhe muusLry If wc are 10 gel a rcal leel for 11.\ IUll' .1\ .Ill l'lllp/fly(,1 WIIl'Il 

evaluating the Impact of tounst cxpenùIlurc on ernpl()yrm:JlI !!l'i1C!;IIIOIl IIIt" I()/I()WIII,!! 

wClghtmgs wcre a~sumeù: full tlme permanent 1; part-lIme rermalH'1l1 () ,1, 1 li Il 1 1 III l' ,~('a"()Jl,d 

0.25 and part LIme ~e:L"onal 0.1 

Govemment revenue generatlOn figures \Imply leveal the all10UIlI ot IlHHll:y (laId 10 

the gDvemment in the rOml 01 taxes and licen,.,e~ hy dllferenl componenL<; 01 Ihe !ouml 

Indu~try (for exarnple a GRG oj 0.1 means that 1 kr of governrnent revenue J~ generélled fOl 

every 10 kr of toun.,t revenue) . 
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5. ) ScctoraJ Income and Employment Generation (Direct) 

The ahlhty 01 vanous ~ectors to generate Incorne, employment and government 

revenue al the lhrecl levrl vanes markedly across the various tounst mdustry sectors (Table 

).1 ). 

DlrccllG coetJïclenL<; ranged frorn 0.17 for the souvenir stores to 0 43 for guesthouses. 

Lahour intensIve .... cctors such a. ... accommodatIOn and restaurants tend to have wagc paymcnt<; 

as a maJor CO . ..,t lomponent, and thcrefore cxhibit relauvely hJgh IG and EG values. Further 

mvcwgalloll'> show that Hon-hotct cnterpnses such as gueslhouses and t'arm holidays tend to 

he more lahour Ifll('n~lve than serVlcc-mtcnslve types of accommodatIOn (hotels), lhey 

there/ore gcnerate rdatlvely more local Incarne. The transport trades and souvenIr stores have 

a rclatively low propcnslly ln gcnerate dIrect mcorne and employment from taunst turnover -

nctthel hL'lllg paItlcutarly lahour IIltenslve. Re~taurants and car rental generate. 10 relatIve 

term,>. the large.,t ~()vl'l11ml'lltaI revenue; the 24.5% value added tax on service is an important 

facto! hrre. 

Sn far wc have ollty referrcu to the direct lIlcome gcneralIon WhlCh anses trom the 

lïrst IOlmu ot expl'ndnure ()ne must also conslder the sccnnuary crfcets. In a small Island 

.'itate slIch as kcland mdllect IG and EG Ij~ures are hkcly to he low duc to the hmltcd abihty 

or thL' natHlI1 to prm HIl' ail of the goods. servlccs and capital goods rcqUlred hy the tounsm 

II1dustry anu tlHlI1~ts (MIlne, 1992: Cnnnell. 19X9). Llkcwlse mduced coctficlents WIll be 

lowell'U due to thl' fat:t that much consumer expenditurc WIll b~ lhrcctcd towarLÏ Imported 

g.onds and services . 
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Table 5.1: Income. Employment and Government Revenue 
'" Co-Efficients by Tourist Sector 

Industry Sector EG* IG (~R(; 

----~---

Hotds () 40 () "" () I·~ 

GUl'~thouscs () 7X ()·n (104 

Farm Holidays () 65 nA, (1 0(, 

Restaurant'i () 27 () 21 () 21 
Hamilcraft Stores n.12 () 17 () 1 "' 
Car Rentals () 15 () 1 () (J.2l' 
Coaches () 22 () 1O () Ol' 
Chartcrilight () 15 () 25 () ()(, 

=--=-:::---:..-...,:. 

* Employrncnt generatcd by 1,000.000 k.r IUnwvl'1 ! Will IOllll~m 

Source: Survcy DaIa 1990. 

While a 'full-blown' multiplier analyw; IS rcqUIred 10 gaIll an accuratc as:-,cs:-'Il11'1I! 01 

the se downstream impact'i and leakages sorne 1I1ulcallOII 01 Ihe ahtlily of :-.cclOl S to gcnclale 

indirect in~omc and ernployment opportunttle~ can he gawcd hy studYlllg V,illalto!l:-' If) Ihc 

propcnsity to Import on thc first round ot expenUIlUfe (Tank:; 2). The plOpl'n:-'Jly 10 IIl1pOI t 

range~ from 5.6{7r 10 40'%J across lhe m,lin IOUI1~m ~ecl()r~ The IraIlspOlI .... l·clOl .... have Ihe 

hlghcSl tirst rounu Import propen~Illes and lhelc/ore l'xIIlPI! Lhe wcakl':,1 11/1"' .... wllh IIIl' local 

economy. SmalJer accqmmouatH)fI complexes and .... ouvcnlr .... Iml·., lend ln pllrdla .... e Ihe hlilk 

of thclr supplic.'> dlld ~erVlce~ ]ncally Larger, ~ervlce u1lell.\IVC lyP('~ 0/ ,llCOJllJlHlt1aIHl/l, and 

many rcstauranl.,. on the (Jther hand tt:nd to ha vl' il l,ml y Illgh 1 <1110 of 1111 rH III U ) .... 1..... -

amountmg ln morl' lhan 25'1c, The lïgures lOf the lLe/anulc I()un.\t Illdu .... lry il .... il wholc 

(welghted lor the relatIve ~lgmlïcance 0/ dJ/tercnl )Cctor.~) .... uggl·, .... 1 21(;',0/ l'very /00 kl 01 

tounSI expcndnurc IS spcnt on Imports ln the lIr.\t round 0/ expendIlufc 

7, 
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Table 5.2: First Round Import Propensities by Establishment Type 

• Type of Business Import Propensities 
E~tablishment 

J lotcls 
HOIeI A (large) 27.2 
IIotel 13 (nmJdlc) 10.2 
Ilotel C U,mall) 5.6 
Summcrhotels 9.5 
Guesthouses 6.4 
Farm Holiday 8.4 
Restaurants 26.2 
Car-Rentais 40.0 
Stores 10.2 
Charter Flight 17.5 

Source: SlIrvl!y Data 1990. 

1 now rnove on lo <..h~cuss scctoral vanauons 111 1I1come and employment gencratlOn 

• performance for a .'>Cnes of Important tounst sectors . 

5.2 The Accommodation Sector 

A comparl"on 01 differcnt hatcl types rcveals a certain dcgree of variation in thClf 

relal1Vl' ahlltly ln generate local II1cnme (Table 5.3). ConsIderable dlfferences eXlst in REGs 

wlth large llpelatHlI1~ and ~asnnally hascd husmesses generatmg the fewcstJobs. GlIcsthouses 

and tarrn holiday~ tend lu gl'nerate cOllslderably more employmcnt and mcame from the 

IlWlll'y -"Iwnt Ily lllunsts than hotet Lomplexcs 

Thell'lore npcmhture III guesthouscs and t,u-rn holtdays will crcatc more local incarne 

and l'mployml'1l1 lhan (llher tnmlS of accommodatIon IL IS aJsu Important to note that thcse 

are the Opl'IatlO\lS wlth the lnwl'st tïrst round unpon propenSltIl'S; thus the y arc highly hkcly 

• to havl' the 11IghL'St Il}(jirect coettïclents. Another factor ta conSl<.Ïer 15 that thesc are 

predol11l1lantl\ nlral huslflcsses - pmvld1llg much needcd cconor111C opportumtics Ifl the 
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Table 5.3: Regional Income and Employment Generation for the 
Icelandk Accommodation Sector 

-

Industry Sector EG* IG ( ;R(; 

Uotels 
Large Hotcb O.2X 0.32 () 12 
Medium Hotcls O..w o '·l () 14 
Small Hotels lU9 () ,0 () 15 
Summerhotels 0.26 035 () 15 

Guesthouses on () ·n () ().l 

Fann Holidays 0.6) () ·n () O() 

I!:::::==============::!::====.h-._-:_~_-:::=._ -____ .. __ 

* Employmcnt generatcd by 1,000,000 kr IUI110Vl'1 t 10111 t()UlI~1Il 

Source; Survey Data 1990. 

country' s penphcral rcgions. 

An analysis of the cost structures of vanous accommodaLIo!1 l'\tahlI~hllll'llls also 

provides an mtercsung mSlght mlo theu ahIlIly to gcneratc IlILOIIll'. l:JIIployml'nl alld 

governmcnl rcvcnuc. Labour lO~ts are il !lIgher proportlO/I (lJ oV\'lall l'Xpl'tl.\l'\ III 

summcrhotcls (3YÎi'), gucsthou~l'\ nwYtJ) and l'afin hohday .... (1()fYr,) 'l'hl' pl'trelllagc \rH'1I1 Of) 

foodlbevcragcs vancs acconhng tn thl' type ot ~rvlce ollcred rhu!'> III !J(llcl\ (lI /t'f fflg IIlcal!'> 

and alcohohc hcvl'rages the aVl'Iagl' cxpcmhture was 24 2% ()I total cost ... 'l'Ill' perœJlla)!C (lt 

food that was esillnatcd ln be Importcd (not neces~anly at the IÏrst fllllllll) lilngL'd IIOIll 10 

30%. The maJonty ni alcollOhc revelages arc IInported. 

One 01 thc major detl'rmmants of varIation.., JI1 the ahrhty to generale l(}caIIl1L(lnH.~ ami 

creatc linkage~ Wllh the local eco!1omy IS the . ..,lIe of a J Irm (LIU and Var. 1 {)X2; Milne, 1 ()n) 

The bulk of accommodatIOn and re\laurant opcratlOn<.; III the country la]] Illto the \rnall-f mn' 

category (Table 5 -+) Sma]] ..,cale l'nterpn.'>C.) tend to genl'rale more local IIJC()flJ(~ Ihan Ihtfl 

larger countcrpafL<:, due 10 thl'lr greater labour IIltcmIly ,1fId lower J Il ... t rolJnd frnport 
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propcnwJes (M dnc J CJX7b, 56-7). This IS supponed In the Icelandlc case where highcr 

• ,>tamlard hotel..., t.1cpcnd more on Imponcd goods. For example 27'70 of the opcratlng expcnses 

In ont! {)j the large~t 'lOtcmallOllal-~tandard' hotc!s 10 ReykjaVlk arc spcnt on Importcd gonds 

and ..,ervlœt\ compareu to 10.2% for medIUm \1I.CU hotcls and 5.6% for \mall. Guesthouscs 

and Jarm holluay operatIOns rely almo~t enure1y on locally supphcd go nus and services. 

Table 5.4: Firm Size: Accommodation and Restaurant Sectors 1989 

Size RestauTant~ Accommodation Total 
(cmployed) 

()- 1 155 X9 244 
1-2 ~X 27 115 
2-5 87 21 108 

)-10 45 8 53 
10-12 30 12 42 
20-30 13 4 17 
~()-40 2 2 4 • 40-60 4 1 5 

>6() 3 3 () 

SOUlce; NatIOnal Econonllc Instttu!i0n, Iceland 1990b, Table 1.2. 

S.2.1 Farm Iiolidays 

A" the demanu lOf natmc onentcu tounsm has grown and thc regions of Iccland have 

hecome mo'e popular lor touns! tTavel so !hrrc has heen an uPSWtng In the Jarm hohday 

seclol ln Il'Cenl ycaIs (Farm HolIday A\suc.. 1l)')()). A growlh III farm-stay holidays has hcen 

seen III hOlh EUlOpe and the US (Pl/am and Pokela. lYXO; Vogeler. 1977, Frater, IYS3. 

Dl'11101, \1)X-'). although Icchmdlc farm hohdays tend to mn~t closcly match models III 

cnlll1l1L'ntal Europe. 

• Farm lounsm IS Sl'cn hy lhe government as an Important areu of growth as it offcrs 

(lPll'llIl.1I fOl regwnal develnpment t'mm a numher of angles. First It providcs struggling 
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farrners wnh surplemcntal mcome, and can abo provlde M'asun.tl t'mpll1\ ml'Ill 1\11 l't'l'l'IL' III 

penphcral rcglOn~. Second Il ha.'\ heen assumed that 1,11111 Opl'fatHHls tl'Ild tn Idy Ill':mlv (lll 

local produce ,md services - thus tlle Itnks betweell loumm ,1Ild thl' 1 l'i! 1ll!1,t1 l'cnllom v .\ll' 

strengthened. 

The 16 fanncrs IOtcrvlewed were ail ln dllferent stages of cOIl"lrllctlll~ 111l'1l 1:11111 

holiday accommodation wlth Il havlIlg hegun operatIons SII1CC 19XO. Whlll' Il \Vas \Vldel\' !t'II 

that farm holidays do not provlde a qUlck profit the IIlh.·rVIl'Wl'l'~ .111 \elt th.1I Illl' 

diversificatIOn of thclr husmess had made Il ea~lel ln ~urvlve thl' coI1llllual dl'c1l1\l' III tlll' 

agriculture scctor Ylany fclt that a growth 10 lafll1 holldays would he OIlL' way 01 pll'Vl'Illlll~! 

migration tu the RekJavlk reglOn. 

The survcy rcvcaled that larm holtday operations are not as depl'Ildellt Oll IlIIpOlll'd 

goods as other accommodation facIlltles. For exalllple the looù pmvlùeu to VI.\I\OI.\ IS lIlaJIIly 

tradittonal Icclandlc CUISIne wlth lamb, fish and (!;ury produLl.\ dOil1l11atlllg IL also Sl'('llll'd tn 

be a prcvmhng Opll110n among tarrner~ thal lleC!'s~ary gonds .1Ill! \l'I VICl'S .... llOUllI, Wlll'Ie 

posslhle, be pUIcha~ed l'rom Lhe \ufrounLlmg afea A~ one larmer nolet! 'It 1\ Illy (lIlIlUplt' III 

trade wtth people lI1 the countrY,'-,ldc' 

Foreign tOUflsts made 1I[l over 601}'r, ot total VI. ... Hors In ten 1 li 1111.\. In two lalll1.\ Illl'y 

werc about SO'/r" and Hl tour ..j.(}f,It, ()r Jess. AccordIng 10 the tarmers Ihe O!H':alloll tri Il](' ... (' 1 () 

farms provldcd 2() \~as{)naJ lull-lllIle lohs and 15 parl-lIlIJt.: \ca.\()nal loh, /-l'fIlall'\ dCUllJlJ(('d 

for 29 of these pO\ltlOnS 

In an attcmpt 10 \trengthen Ihclr loun,'-,t otlenng\ lafln'i have lormcd IOlllt milrketlll.1! 

approachcs. A ,'-,epdrate package company, Icclamlrc Farm HolIday .... Ltd fi l)l)()) , aho olle, .. 

a vanety of addlllOnal ...,crvlœ\ \uch a') pony trckkll1g, t I .... tllll.l!, bout trlp'i, hunlmg, glacll'r t1lp'" 

to u<:<.:ompany tarm\tuys Thc\e (omponcnt<., are not alwuy ... operalcd hy Ihe larmer\ 
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5.3 Hestaurant'i 

Although the turnover 01 rnany re~tauranL<; IS not greatly mtluenced by toumm the 

<,ector a.'" a whole depend<, relatlvel y hea vIl y on the Indu~try (buth In.,-. national anu uomestlc). 

Re~taurant enterpr! ... es are labour Inten~lve. alLhough they create less Incarne than the 

accommodation "cetoL Thelr contI! huuon to the govemment I~ fuuly hlgh compared to other 

Indll.\try "ectors. Tlm can he linkeu to the 24.5'k, value aùued tax (rcplaccd by the 24.5IJG 

sale.\ tax ln 1 <)!)()) TI1C lax IS the hlghest In EFT A and the EEC and when il IS added to 

alrcady hlgh foou pnces il means that Icelanulc restaurants arc among the most cxpenslve 111 

Europe 

The largc:-.t expense Item of re~taurants IS food and beverages, which account for 

41.5% of average operatmg expen~cs (Table 5.5) Local production incluumg meat. fish and 

dalfy prodllch proville .... 75 tn l)()% of these foou suppiIe~. Trade re~tnctlOns and custom uutles 

largely prevent fwtller IJnpnrL<.; Alcohohc bcveragcs and tohacco compnsc thc largest portion 

(II lInportcu gooùs. r.tIsmg the ovcrall Import factor nt 100d and bevcragcs to an average of 

..J.2.Y;' 

Many re\taurant ownl'rs c1aimed that lt was not worth appeahng ln forcign VISltorS 

(wllh Ltll' exceptlo/l (lf hliSIOCSS tmvellers) In Lhclr advertlsemcntB as they are ofteil forewarned 

III thl' 11Igh pill'e ICVl'ls 1Il the country ASldc trom the ta.\es many mvners abo pOlnteu to 

tradl' h.llill'I:-' a:-. bL'lIlg a malor lactpr In dnvmg up pncl's. S(lme estlIllalC that overall rood 

pncl's coulli Iw ll'dul'ed hy 5W;; Ir the y hall access to cheaper meat and (Lury prolluclS t'rom 

EUWPl' Fm l'x<lmple l.ul1h typlcally costs 1100-1700 kr pcr kIlo - two tn threc lImes the cost 

111 1\111~t EUlOpL'an nations 
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Table 5.5: Operating Expenses in Rcstaurantll 

• ... 

Operating E\penlles Avern~e 

fi~ures (7l' 

Stail Cost .11.2 
Food and Bevs 415 
Other Operuung Expcnses 12.9 
Rent 7.1 
Taxes 2.5 
DeprecIatton 1.S 
Gross CapItal ExpcndIture l.O 

Total 100.0 

Source: Survey Data 1990. 

The establtshmcnt 01 a restauranl. as IS he casc for 11\0sl lœlalllhc hllSllll'SSl·~. I~ 

heavlly depcndcnt on ImporLII. Ail mstrurncnL'\ and lools are IInported .• ml! thl' ..;am\." ca 1 Ill' 

• said for fumiturc. L'icctncal fittmgs and mosl constructlOll rnatell:t 1-; Two (('..,Ialll anl 

propnctors who had Icccntly renovatcu the Ir operatIons cstnnated that ,lpproxlInately 75-XWYt) 

of the matcnals u~ed were Importcd. 

5.4 Souvenir and Gift Stores 

The bulk of !orcign Vl~1torS Hl Iceland do mosl n! thelr "hoppmg 111 <;O\lV('lllf and gt!1 

stores. Whllc tradllmnal wool!cn garrncnts arc top of the rurcha~e Il',\, Cl'f,lmIC.." Jl'wdkl y and 

books arc also popular ln the ... IX ~()uver11r ~lore~ vl~lted mlclnatlOn,d 1(1l1l1\1Il iH ... L()Unted 101 

an average of 50()i, ut revenue 'l'Ill'> ro~c 10 over 7WYr; durmg the "'UITlIJH'r II1O/llll\ 

On average lahour C()..,L\ accountctl/o[ 1 HA'!r, (JI [otal L(),\t.\ ('J able ') (») I\JJlong ail Ihe 

store .... the largest l'xpen ... e lll'rn wa.'" 'good .... purchtt..,<.:d lOI re,<,a!e' (!rolll ').l 72'(0) '1 I!e..,e .!!()()(/<. 

• arc mamly locally produl.ed. lllc]uùlng hatch and ma,>,> produled knllW('ar III aH u/..,e,> Ill(' 

proporuon of lmporteù go()d.., \old wa\ le",> thlln 15(/'1 ï lm lIgure \larH!\ ln "Iark COnllil\1 If) 



• ,he oUly-Iree ,~eclOr, oased largely at the rurport, where Imported goods make up lhe malonty 

01 !-.ale~ (XO%). 

Inlcre~;tmgly change!. In 1l1ghl routes have affccted sales of w()ol1en goods Wh!le 

.,torover [)assenger.~ lrom ChIcago ,~pent sub~tantIal SUffiS of money on woollen garmenL~ 

keialloalr'~ chanv('u Ihght routes. c!.peclally to warrner areas '1uch as Orlando, have caused 

,.,ale.'> tel slo[)over r;l.~sengers lo taU, 

Tahlc 5.6: Opcrating Expenses in Handicraf .. Stores 

Operatin~ Expenses A verage Figures % 

Slall Co.'.' 18.4 
Good.., purchascd for rcsale 61.4 
Other OpCI atmg Cost 9.4 
Rent 7.6 

• Taxes 2.0 
Depl cCI,ll1on 1.2 

Total 100.0 
-

, 
Source; Survey Data 1990. 

5.5 Transp()f'hl~i()n (car rentai. coach tours, charter mghts) 

'l'hl' Iran"[101 latHm scctor (<.:ar-rentals. coaches, chartcr JlighLII) has a hlgh propensIty 

ln lI~l' Il11poIll'd t!0llds - l'spcl'wlly velllcles. aUlo-parL~ and pCLIoleum products. TI1e survey 

11'\'l.'alèd (h,1l ah\lu( .+01,;, lllllllat nj1l'fatmg cxpL'nscs go lln Importcù glud ... (Tahle 5.7) AbOlll 

61
,;, lit llPl'lill1I1)! l'\IH?II"'I'S )!Il III thc )!ovl'rnment I11mnly .IS Im:nrnc tJ\ ami tax on business 

expCIl"l','" III .ldJltllHl CJr relllals haVl' ;P Impose J 2.t )t;.;, value .lJJcJ ta\. (ln thclr scrvlcc. 

whlL"h makes the pr1L'1' lUI rl?lllL'd l,Ir ... In lleland an10ng the 111g11l~~t ln Europe The remainmg 

• \ lpl'I.I! 1 ng l'\ pl'l1se~ ,1Il? split l?qually hetwee!1 wages. JcprCClatlOn anJ othe r operatmg <.:OsLII 

(mallll\' Il'palls and IIlsurance) rnll' npl'ratllln ot car rentals m lœland IS rcstnclt~d to the short 
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tounsr season and the raun of forclgn customcrs vanes 110111 27-6)1;;, 

For the coach busmcss Imports such as mmor VclllCks. spare pal ts .lIllÎ luet make li!, 

42.S,;} of gross capital expcnlhturc and gcnclal opcratmg Cl'sts ,Tahk) X) Statt Cl'~lS .\CCnUnl 

for about 36lJr wllh the rcmamdcr dlVldcd hctwl'cn dcprcnallOn and lax\'s Altl\\\llgh u\.lcll 

firms arc exempted twm the value added tax propnetors cOl1lplamcd ahollt lulle gO\'l'llIllll'lllal 

support. 

Table 5.7: Operating Expenses in Car RentaIs 

====. 
Operating Expenses A verage Figures (J'tl 

Ir-----------------------------;--------------------
Statj' Cost 
Rcnt 
Other Operaung Cost 
Taxc~ 

DeprecIatIOn 
Gro~s CapItal Expcndll.urc 

Total 

Source; Survey Data 1990. 

144 
1.2 

19.7 
6.2 
12.X 
45.7 

HHtO 

Table 5.8: Opt!rating Expenscs in Coach Estahli~hll1cllt .. 

rr===============p====-=="' .-:::=.-==== 

Operating Expcnses 

Staff C()~t 
Go()d~ ,>old III ,>ame conditIOn as Dought 
Rent 
Other ()peratmg C()~t 
Taxes 
DeprecIatIOn 
Grm.) CapItal Expendllure 

A veragc Figlln.'~ (1,-, 

"6 1 
1.1 
I.X 

/3.0 
9.X 

15.3 
22.() 

TotaJ 1 no.o 
~==============================~=,==J 

Suurcc; Survey Data 1990. 
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Charter llight services pnmanly appeal ln hlgh spcndmg tounsts, Wlth busmess and 

• con1erence VI\ltCm. hemg the mam market The operation cost of charter fllght busmcsses IS 

hlgh and ealh alrlme ho ur 15 expen<'lve A hreakdown nI operaung expcn~cs shows that about 

60% 01 cO.\L\ are runmng expen.')es, the hulk 01 whlCh arc lmported Items such as tuel and 

part\ (rahle 5 ()). The remamder IS spcnt on wages, rem (27.8%), taxes (6.4o/r) and 

depreciallon (5.1(~,). 

Table 5.9: Operating Expenses in a Charter Flight Firm 

Operating Expen'ies % 

Staff ('ost 25.8 
Rent 2.0 
RunnlOg Costs 60.7 
Taxes 6.4 

• DeprecIatIOn 5.1 

Total 100.0 

Source, Survey Data 1990. 

s.(, lndustry Owncrship Structure 

Inlo1l11i111011 gathelcd lor the multtplIer analysls can also provide background on the 

ownl'Isillp \lruClllll' \)1 thl' IOUrIst lf1du~try. For the mdustry as il wholc local owncrsl11p has 

dOllllJl.ltl'U 1 flllll [hl' l'l'glIlIllllg Ille strong p()~Itlon of Icelandalf ha.'. 1I1f1ucnced the 1I1ternal 

StruClurl' ni Ihl' [OUllst lIH.lustrv The company ()\vn:-- ;'l'veral WUflsl fl'Iatl'd bus1I1es'\cs (travel 

whok\akIS, hoteJ:.... clr-Il'I1lal) \Vith a shardwldlng III ()Iheïs and It appcars that ILS strong 

• pOSltllHl will (()!llIIlUL', 111e company IS pnmaIlly owncd hl' the lcelandic Stcam~hIp Company 

.UIÙ In'Iandau l'Illpluyccs. the government .lho h.L .... a 2()1;;' sharcholdmg tEIU IlJS9a. 36), 
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lcelandalf owns two hotets. winch rcpresent :,Ol;{- nt" lhe hnld l':Ip,1l' Il\' 111 llll' l'Il \ \ 1 Il' 

1989a. 36). Most othcr hotd .ind gucsÙlouse clHnplcxl's 111 Rc\'kl.t\l~ ,III.' pl1\'all'l\ \\\\'I\l'd 

Many reglOnal summer hOlels are owned ny Ihe largesl hHlr opcratOl . 1 Ill' kdandll' r\lllll\1 

Bureau', WhlCh was pnval1~eù 10 !9Xt}. \\!Jlh Ùll' \t.He ,l~ the largl'\1 (lll1ll1l1lly) ,',Il,lIl'1J(lldc( 

(ElU 1989a, 41). Othcr hotels :!r.J gucsthl'uM's 111 Ihl' coun!1 y~Hk ,Ill' 1l1.1I11l\ (111\,1Il'l\' U\\ Ill'\ 1 

AlLhough !Ol'.t[ tour (1pcrator~ dearly O0l11lnall' 11ll' IOllll:-.t 1I11111~11 \ \11 lu'l.llld. Il1l'll' 

IS no leglslallon Itmitmg the mie playcd by rOlcl~n palllL'~ ln rCll'[Jl \'l',ll~ IIH' Llllu 1I1 

package hobdays organizcd hy German and Austnan (OUI operalors Il.!!> llllTC:lscd, duc III 1IIl' 

fact that thcy can sel! chcaper tnps lo Icclant! ThIS was, ln part. l'auscd hy il IC.!!lIla(l()() 

allowing each fnrelgn Vlsltor tn hnng 10 kg \lI rood ml\) the l'ounlr" (~1Jn 01 J'Jall,\jllll!. 

1988). Jcelandlc operators are not compctIlivc u!\ a l11gh ralln ot !hclr package CO\! 1\ lm ,div 

produJ.:cd food, whlch IS among the m()st cxpenslve 1II Ihe wollo ;\ lt'lllll'Illlll 111 11ll' alllOlllt1 

from 10 tn 3 kg In the faIl of 1990 !~ however Irkely ln dlf11l1llsh Ihl' (.'olllpelttlve advanla)'e 

enJoyed hy OVl'rsca~ opcrators (Mm of Transport. 1 <J<)()c). 

5.7 Surnmary 

The Jata drawn llom the bUSInCSS survey rl'veals that drlll'n'JlI I(HHI\I \('llm,> h;JV(' 

varymg ablltllcs \(l generatc Income, ernpk,ymt.:!It .tJld governll1l'I11 Il'Vl'11l1l: mil 01 !cllJll,>1 

cxpcnditurc fn kl'l'plllg with the 1 inJlIlgs of othcr lueralure deallll,l' Wllh IIIl' ('Ulflll/lllC lIlJpall 

of tourÎsm In smali Islands 1 have !\lund Ihat ',malI. 1:\hDur Intcn\IVl' \lfll'Iatlllll,) aIl' tlll' hl'\t 

performers, ln Lerm.<- of Income and employment 6cneiatlOn, at tll<: dm:LI Il'Ve! AIlilOII,!.!h IIH; 

analY"'ls docs not l'xtcnd to IflllIrect <Ind IJJduœd componcnb li 1 ... 11ltl'll'\IIfIP [() Ilote IIwl the'ol' 

,>ame operatIOn", are characwmcd by tlle I()we\t lîr ... t round Import proP('II\ltJe... r1IU ... Il ... eeIIl'" 

likely that thCIT lOdlTl~ct gencratlOnal capahtlltle,\ will al\o he relatlvely hll!h ln lhJ: Irnporlanl 
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accommodauon !\cctor wc scc that hotcls haw Inwcr gcncrallllllai l apablhlll'S {It.m 

guesthouses and rarmstay opcrauons - they alsll CXlllOIL hlghl'r Impnrt plllpl'IlSlIll'S. 

These tindmgs arc vllal Dccausc. In conJunCLlOTl \Vllh Ihl' tnUI1!\1 l'\[K'!Hhlllll' dala 

prl'sentl'd 10 Chapter 4. wc arc now aole 10 analyse {he ,thl!tly nI dIt fell'nt (OUllS! Iypes III 

generatc l'cononm: benefit"i for the lœlandic cconom)' - and pmcntlally ,lchll'\'L' t!()Vt'lllllll'lll 

developmcnt ODJcctlves . 

~6 
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CHAPTER 6 

TIfE ECONOMIC SIGNIFICANCE OF TOURISM 

This chapter presenL ... the direct multiplier etfccts 01 toun~t expendlture. The 

calculatlOn 01 mcome and ernploymcnt generatlon coetficlenLc; enables c()mpan~()!1s to he 

made ()j Ihe reglOnal economlc Impact. ... a. ... soclated wlth dlfferent types of VI<;I!orS. Esttmates 

of the 'average toumt multiplier' abo allow us to Idenuly further the total direct lncorne and 

empl()ymenl cl feet.<; ()j InternatIOnal tounst cxpendnurc on the Icelandlc cco!1omy. The 

prcvlous analysl!-. of the relative contnbutIon 01 ccrtam firms LO public sector cntrers alsn 

allow!-. u!-. lO IdentJ1y the ablhty of vanous tounst groups to generate governrnent revenue. 

(,. J The Tourist Multiplier - Direct Level 

The averagl' dIrect mcome muillplier IS 0.263 (Table 6.1). This means that for every 

100 kr ni expendllure an average of 26 kr IS generated in the form of local wages and 

salanl's. The average toun~t also created 0.267 jobs for every l,nOO,()OO kr ni tounst 

expenonure. The dm'ct Illcome and cmployment muluphers were hlghcst ln the 

aCC(1!1l modatlOl1 !-.l'llor and lowl'st 111 stores (grocery and souvcmrs). Over 70% or total 

l'lllplll)'l11l'nl wa~ generatcd wllhm the accommodallon and restaurant ~cct()r. Lcss th an one 

lIl1ft! \Vas LTcatcd Jf1 transport. stores and other mdlJstry sectors affected dlrectly hy tounst 

l'xpl'lHhturc. II musl he home 111 mmd howcver. that Jobs in connCCllon wlth mlernallonal 

alrllllL' transport and ferry operations arc not included in lhese estlmalCS . 
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Table 6.1: Direct 1 ncome. Employment and Gm'crnnu.'nt .. d Rewnue :\ lultiplil'" ( '0-

Efficients by Type of Tourist 

::---=--=-==--=--==-_.:::.:=.:::::::- -
Type of Visitor IG EG (;R(; 

---- -- - ----

Average Tourist 0,26:; Il 267 t) 1 n 

By Nationality 
Nordic Nations O,2Xl O,27-l () 1 \7 
Bntons n.267 O.26X 0.1 H 
Gcnnans 0.245 0.2",2 () 1 \0 
Conllnent (Europe) 0.245 () 251 () 1 \ 1 
Othcr Europe 0.258 O.26-l () 12X 
USA 0.276 0.269 () l ,2 
Canada (J.2X 1 () 2()2 Il. II·' 
Other 0.2X2 O.2XI O.12h 
By Mode of Travel 
Plane 0.266 0.269 n.I'2 
Ferry n.20t) () 206 o 150 
By Accommodation 
Hotcl o 2Xl 0.261 () 1·1, 

'Gucsthousc' 0.291 0.122 O.12() 
Campmg A 0.240 O.19-l ().I~() 

Campmg B 0.219 O.l72 0.114 
Fncnds/Relatt vcs 0.252 () 20S () 127 
By Purpose of Visit 
Holiday 0.258 0.224 () III 

B uSIncssiConlercncc 0.282 0271 0.142 
HoltdaylBusincss 0.269 0.247 () l "1 
FncndsiRclalives 0.254 () 227 o.l'n 
By Package Type 
AccommodatIOn only O.26X O.27X O. 1'\1) 

AIl InclUSIVe scrvlccd accommodatIon 0.267 0.262 0.115 

Campmg Package 0.221 O.IX4 0.131 

Source: Survey Data 1990. 

Although therc are large seclorru vanations In government revenue general1lll1 ((jRGj 

therc is very httlc dlffcrencc 10 GRG hy VI~ltor type. The average mu/ur/1er 01 () 111 mean ... 

that lor the average LOunst expcndIlure of 100 kr (JJ touml expenOJlUfC 11 kr I/()w .... to the 

govcrnment in thc l'orm 01 taxallon revenue. 
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Dil f erentJaJ coelfïclenL<., are c1early dcpendent on the vary10g cxpendnurc patterns of 

loun\!.<., and Ihe rallue ul Jncome and employment generatlon capahllllIC~ ni the ~cetors that 

rl'ct:lve thl<" n10111'y \AultJrllcr L(lcllïclCnL<., are, lor example, ahove J\'t:rage for \'1~Jlors 10 

,>crvlccd lorm<., 01 ,h ... lol1ln1odat](ln (ho(ehJ, whlle Ilgure.\ lor camper~ <Lnd earavanncrs arc 

heJowavera)!e 'f hL' (~xplanatJ()n for (he.\e dIt ferenee~ Iles 10 the faet that the latter group1Og 

~pcnd a relatlwly 11lUh pm[1ort](ln ()I Ihelr hudgct ()n Items. SL:ch a~ groccncs, whlch arc 

.<.,UppllCd hy hu ... ml' ... \l' ........ \lch a\ .... upermarket:; and local ~hl)ps WhlCh CXhlhll low IG and EG 

coelllelcnts. Sueh lIgures al ... () rencet thc grcater labour mten!-,lty of hotel and 'guesthousc' 

complexes compared (Cl campIng aC(]VltIe.,. 

Income and employrnent multIplIer coefficlenLs also vary hy mode of travel. Visitors 

arnvlIlg hy pl a Ill' exhlha reJatlvcly hlgh mull1phers compared ln ferry passengers. Plane 

passengers spenlll'latlvcly more on accommodatIOn and restaurants andle~s on groccnes and 

mlsccllancous (lllcludIllg ga .... ohneJ On the other hand ferry tounsL<; spent more on groccnes 

hut Il'~s on holel. .... !Ilun ... m lransport and restaurant<; - which arc characten~ed by high dircct 

IG and EG col'llIelellto.; 

Incoml' and ernploymcnt multiplIer coeffIcienL') also vary by country of resldcncc. 

Genllan~ and othel VI ... Ilor<; 1 rom the contment have a slightly lowcr m ult1pher cl l'cet than 

VIS11I11~ tWill the Nllnhc Cllllntne~, USA and other market areas. Thl~ lS agam hecamc the y 

spend Ie~ .... on 1I1l11l~tr y c.llcgone .... \Vith l11gh RIG and REG coefficienL') such as accommodatIOn 

.md [l'staurant .... 

Those travellIng on hus10css exhiblt hlghcr direct cmployment multiplicrs than visitors 

on IwltJay nr thosl' \'IsIlmg fnends and relatives. Agam thlS can be explallled by thiS group's 

htghl'f cxpcndtlUfl' 111 lahnur tI1ten~1 "e seclOrs, especlally restauranL<;. 

YtSllors tll 111ghcr cla~~ accommodation lhotcls) gencratc the h1ghcst GRG coeftïclCnts 
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• (Table 6.1). whtch may he hnked to thctr rl'lat1\'ely hlgh spcndmg 1111 hl!!hly t:l\l'tI \ll'IllS Slh:11 

as restauranL<; and car -rcntab Hntc b alsn tend ln gelll'I ale 11101l' gl Wl'llll1ll'lll n'n'Il lIl' III Ihl' 

Conn of taxes than 'gucsthnll~e' llHnpil'xes 

A dtstmctton 10 GRG by !11lll!l' or travel 1,', ,lI,',o cVllknl \Vith tllghcl Il1Ulllpltl'lS ul tell \' 

passengcrs compared Ln plane pa:-'~l'ngers The relaltwly 11Igh ~11t'ndll1!! III tlll' Il'Ir\' (IHIlI ... t llll 

grocenes and nl1sccllaneous (Incl gasoltnc) lead tn 1111:-' th tTcll'nec :1'\ 1 hl· ... C Itcm .... lIl· la\l'd 
~ ~ 

heavIly. 

There are alsa dit ferenees In GRG acconhng ln market arl'a. l'he NllldlL' Il.ltll1l1 ... 

exhlbit the highest mu Iti plkr - a rctlectlOn of thel r hlghe r spl'ndlllg on holl'l dCU llll III 1 1\1.1111111 , 

restaurants. and hlghly ta'Ccd transportatIOn such a-; car-rentab For ... lIllllal Il'.I ... llIl'" 1111\1111· ...... 

and conferenc? lend '.ù gcneratc 11Igher government lL'venue than hollday VI~II()I.'" and IIHl\t' 

• visiting fnends and relatives . 

6.2 Daily Income, Employment and Government Revenue (;cncration 

The direct companents of income, governrnent revenue and l'lIlpIOYIlll'1It .!!l'IH'lilll()lI 

arc prcscntcd 111 Tahle~ 6.2 and 6 l. The awrage t()lIn~t generall'~ lle.1I 1 y 1·1l)() k 1 Olllll 01 d 111'll 

1I1come per day. The most nhvlOlIs 1ealure 01 Tahll' () 2 I~ Ihat h()lL'i dWl'lll'I\ havI' il 'lll'all'I 

impact than those 11~1I1g olher type~ nt accommodatIOn Ilm. II., more .t Il'th't IIOIl nt Illl'll 1I1!'h 

dmly expendlture (han the Ir actual mulllpher Impacl BLJ~lTle.\\ traveller\ .lIld VI"II()f\ lrom 11ll' 

Nordlc naUons and the USA, who ~Ul~ more Ilkely 10 u\e eXpl'lI\lVL' !J()lt'l" and l~al III 

restauranl.;;. gcnerate a higher than average amount 01 IOcome. Camper\ alld Ihme \taylClg wllh 

fnends and relatIves on the olher hand generatc the !owe .... L amOl1nt per day lar~c1y hCCilIJ ... I' 

• their dmly expcndlture 15 relaLlvcly hmllcd. 

The average visitor generates ahout 40'kJ of Lhclr Income III the accommodatIon ,>cclor 

90 



Ilotel !oun.,>L.., )..'eneralc a tllghcr amount to the aceommodauon scctor than those usmg olher 

• type" n/ accommodallOn (S(J';', (JI dlfl~ct menme). 

nie averag(~ vl"l{()r generateJ nearly 7()() kr m tile rorm of governmcnl taxaUon. 

VI~lIor." ln hl!!h cla..,,> I!owb (,ontnhute mo"t to the 1!ovemmenl. al!am thl.'; IS more a rellcr.:lJon 
~ ~ ... 

0/ lhelr tllgh dally n.pem/Hure rather than thelr (lvcraJJ mUHlplwr cfkct 

Joh creation 111 the toum! "cctor vaf1C~ c(ln~lllcrahly hy VI~Itor type (Table h.3) 

(:Iearly Vlsllor~ wlIh hlgh Jally expendllurc (hotel VI~Itor~) generate more cmploymcnt 

oppOrlUnltlCs [han lhose wllh low d:nly totals (campers). TIlC accommodatIOn sector accounts 

lor ahoul 5W7r, ()/ ail employmcnt generated by VI~!lorS . ..,taymg 10 self catcnng accommodation 

(holeh and 'g(le~tlJ()u"e' c()mplcxc~) The daJly Impact of campers and those staymg wllh 

Incnd~ and lelatlve~ IS, on the other hand, mInimal as a result of thelr low spending on 

• accomm()dation . 

Thc ~lIrvey reSUIL<i reveal that the mdustry dcpends hcavily on part-time Jnd 

partlcttlarly ~eas()nal labour (Table 6.4) Seasonal employrncnt rcaches a peak dunng the 

summer hlgh sea..,on and relies heavtly on the student population - ~llch work tends to be In 

ImwI "\..111 alc:!" (1/ actlvlly i\ ~eclulal breakliown of male Jnd fcmale clllployment ~hows 

Ihat dm'ct ClI1plUVllll'nt I~ (lj partIcular Importance to worncn. Summcr hntcls and [JIm 

hohtLIY" gCI!t'I:!IC ,1 ~lglll/icantly 11Igher proportIOn of Icmak Jobs th an male Joh~ 01-X3l,0), 

an llH/JcaltOll 01 tlll' lInpmtanl [oll' (lI tounsm as an employer of women 10 rural aIeas Hotcls 

"pl'n .Ill yc;tl and ~llL'S(h()ll~CS abo I:!cnerate more full time job opporlUnJtlcs for t'cmales than 

malc~ The Iransp(l! t Sl'CWr (lIlcludmg car-rentaI. coaches and charter 11lghO lS dommated by 

male cmpJoymcnt rllc handlcraft SlOres employa relatively large proportIOn of womcn. over 

• .1 Ihml of whom \\ 01 k on a seasonal hasts. 
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Table 6.2: Dir~ct lncome and Gm'ernmental Revenue (;cm'ratinl1 Pl'r na~' hy \ïsitnr 
Type (kr) 

Type of Visitor Total 1 ndustry 

IG (;G 

Average Tounst llX6 6l)6 

By Nationality 
Nnnhc Natlom, 2:153 Il .. +7 
Bmons 14~9 7:'1 
Germans 9:17 .. N7 
Contment (Europe) IOJO 551 
Othcr (Europc) 1117 56·l 
USA 1997 955 
Canada 1021 415 
Other 1551 691 
By Mode of Travel 
Plane 1445 724 
Ferry 528 379 
By Accommodation 
Hotel 3164 1610 
'Gucsthou~e ' 1607 696 
Campmg A 1030 562 
Campmg B 510 325 
FncndsiRclatl vc~ 774 3<)() 

By Purpose of Visit 
HolIday 1123 570 
BU~Incss/Conrercncc 3648 IX17 
Hollday/B uStncs~ConfC'cncc 2113 I06X 
Fnend~Relatl ve~ 70S 1()7 
By Package Type 
AccommodatIOn only 184<) YS() 

Ali Inclusive ServlCcd ace 1727 873 
Campmg Package 1033 621 

Source: Survcv Data 1990 
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Table (,,3: Direct Employment Generated Per 1000 Days 

• - - - - -
Employment (;~f)eration Total Accommodation 

Industry only 
--------

Average Tourht 1.40 () 73 

B Y Nationality 
Nordlc NatIOn.'" 2.29 1.2X 
Bnt{)n<; 1.49 0.77 
Cit'IIniUlS 0.89 0.41 
C()/ltHlcnt (EuropC) 1.05 0.52 
( )1 hrr (Europe) 1.17 0.61 
USA 1.94 0.99 
Canada 0.09 0.05 
Othrr 1.57 0.93 
By Mode of Travet 
Plane 1.46 0.80 
FClry 0.52 0.15 
Uy Accommodation Type 
Holel 2.96 1.73 
'Ci lIes[h()u~e' 1.72 0.99 
Package A 0.83 0.19 
Package B 0.42 0.03 
Frtl'ndsiRelatlves 0.63 0.17 • Uy I)urpose of Visit 
HolIday 0.98 037 
B li '>lllesslClHllerl'nœ 3.50 2.15 
HolIday/Business Conference 1.95 0.90 
FIll'mbJRelallVl'S 0.63 0.22 

Source; Survey Data 1990.cqUlvalents) 
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Table 6.4: The l\1aJe/Female and Temporal Composition nf the rOUrt'il11 Lahour Fon'l' 

• - ------ .- --

:\1 a 1 c F c III a 1 t' roh 
Full lime Part lime Full timc Part timc 

0/(' % ('!. ,() l" 
(' 

-
Hotels~ 1 

Open aH yea! 30.9 14.0 41.1 '·LO Wt 
Summerh()tel~ 16.8 XL!. HU 

Guesthouses 23.i 5.1 416 2X.2 Wt 
Farm HolidllY; 
Accommodauon 29.2 70 X lOt 
Other 55.6 ..t..t ·l HU 

Restaurants 27.8 12.1 29.5 l() () lOt 

Handicraft Stores 13.8 3.4 ..tX.] 1·l5 lOt 
Transport 52.6 32.9 66 7. l) lOt 

- --

Source; Survcy Data 1990. 

An ex,lmmation of the skill rcqUlrements and trammg needs 01 a vanely 01 IIHllISll v 

sectors rcvcalcd that the maJority of male laholir force 111 hotcls ,1Ild 1L'.\talllalll.\ weIl' • employed as managers, chefs, wallers and porters. WO/l1en on Lhe (llher hand wert' millllly 

employed m waJtre~"mg and umkilled cleamng positIOns. 

6.3 The OveraJl Impact of Tourist Expenditure 

By COmhlOIng the total numhcr o( t{)Uf1Sl~, the total numher 01 IOlll!.\t days, Ihe :-./lt' 

and pattern of VI\llor expcnditure, and the tounst mcorne and ernployrnenL mulllplIer 

coeffiw'nts, it IS pOSSIble ln eva)uatc the overall rncorne and ernploymelll general1lll1 

stemming from lOunst expendaurc 10 Jceland 

Initial caJculauons were made LO determlne the overall dIrect Impact of VI\lIol.c., If) 

• Iceland during the ~ummer 1990. We may concludc that approxlmately J 2()1) dlreU loh\ (fllll-
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IIInel Wl~re crealed lrom lorCI,1!Il tOtJfl'>! expcndllure dunng the <;ummer. Thi'> lIgure fISCS ln 

• {)vcr 22()(J ,oh,> when the analy.,>!.,> 1'> hroadencd tn calLulatc ,oh opponurlltIc,> (ln an annua! 

ha\l'> Ih,L';ed on the allouai cxpendllure extraro!atIon.\ de.,>cnhed ln Charter .+) (Tank ô 5). 

Thl~ repre~enl\ arrroxinlately .+S-S()'ft, ni gowrnment e,>tlmale~ nI dlr,-'Ct Inlln . ..,t employtllL'nt 

(approx 5000 III 1 <NO). Il mu~t he rerr.emhered Out govcmment c~tlTnale~ lJre hascd on 

arhltrary estlmale\ 01 the percentage 01 employecs In dlfferent ~cct()rs that are tounsm rclatcd 

and IlIcludc aIl w(/ikers III the air ~ector and custom~ ..,ervlccs and abo mclude the etfcCL\ of 

dom('.\t1C toun:-rn My f!gurc~ revea! that thl'i total estlmatc IS rcasonahlc hut that Il may 

overe.,>umatc the ~lgnJlïcanœ of toulI.\m - especlally 10 scctors such as rc,>taurants. 

Thc ligure.\ also reveal that :(,% 0214m) of total tounst cxpendrture hecomes dIrect 

Income for the lcelandic people If the analysls IS expandcd to thc whole yellf It is cstImatcd 

• that 217 1 m kr of dIrect local Income wa.~ generatcd ln 1990 . 

Toumt exrendllure also led 10 gcneratIon of (, 15m kr ln govcrnment rcvenue during 

summer J (NO, Whldl n"e~ ln I09Xm kr If the analysls I~ sprcaù to the whole year. For cvery 

1 ()() k.r nI toumt l'Xrl'ndIlUrr al thl' dIrect lcvel 2(,1/;, goes ln household Income, 13% to 

gOVl'rnl11cllt n.'WllUl'. 21 t}, (ln Importcù goods and ~L'rVlCC~ and '+(}f/(' on local tr<tn~actlons. 

Tahle h.5: The E('onomic Impact of Tourism in Iceland in 1990 

Summer TOllrism AnnuaJ TOllrism 

Gro~s Rl'WI1Ul' .+,630A84J70 8,258,0(15.235 

DIrect 1 nCOIlll' Generated 1.21'+,392.146 2,171,871,157 

Dlre·'l Emr1llyrnent 1236 2204 
Genclated 

DII L'ct Gl)Vl'1 nmerHal • Revellue Gl'Ill'I allnn 615.767.644 1,098,322.676 
-

SnUfCl'. SUlwy Data jl)l)() 
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Il IS eStlnHltclÎ Ù1Ut 71 11- n1' the lohs creatcd \Vere 111 the arrnmmod.I!\\l1l and Il'~lalll.lIll 

scctors lTable fl.fl). Of the 1236 lÎlfCctly gl'lleratcd Inns .. 1 11lgh 1.111\1 Il'Ildl'li III hl' lakl'Il 11\ 

women. Job creation m the accommodatIon, restaurant ,md handlLral t 'l'l hll.'> tl'llll~ ln Ici\' 1111 

[emale labour whlk the transport sector lS compmed mamly \lI maiL' WIlI\"'l'IS Il\\' 1.1I).~nl 

proporuon of ORO was contnhuted hy the accommodatHm and restalllant ~l'ct(\l~ ('\'abl,' 

6.7). 

Table 6.6: Direct Income and Employment Generation by Varions l'ourist Sccton. 

1 IFI =T=o=ur=.=·s=t =S=ec=t=or===:;=======I=G======j=====~"=(=; '===c..o-..="_ 

AccommodatIOn 
Transport 
Tours 
Restaurant') 
Groceries 
Shoppmg 
Entcrtamfficnt 
Dut Y Free 
Othcr 

Total 

kr. 

499,717,116 
195,106,283 
89,334,379 

187,244.858 
49,312,577 
64,320,753 
49,312,577 
34,304,401 
45,739,202 

1214.392,J46 

% 

41.2 
16.1 
7.4 
15.4 
4.0 
5.3 
4.n 
2.8 
lX 

100.0 

No. 

656 
lYS 
45 

220 
67 
46 
25 
22 
57 

1236 

% 

51.2 
7.9 
H, 

17 X 
5 .t 
'-7 
2.0 
1 X 
46 

JOO.O 
t=:=======================:!:::=====±===-=-----

Source; Survcy Data 1990 . 
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Table 6.7: Direct GovernmentaJ Revenue Generation by Various Toulist Sectors 

• Tourbt Sc('tor GG 
kr. % 

--
ALec lm IIIC ldauon 161.01X.Y6J ZO.1 
Trampon 52.07] 0'58 X.5 
Tour .... 17 l) 1 X.555 2.Y 
Re~tallfanL ... 162.924519 26.4 
Grocene\ X5.070.022 13.X 
Shoppm!; 49.445642 R.O 
En le rtall1 ment 21.399.21 8 3.5 
DUly Free 32752.XR9 5.3 
Other 34.175.896 5.5 

TO~'l1 616.778.762 JOO.() 

Source; Survey Dala 1990. 

Of the 1214111 of local mcorne generaled dlrcctly l'rom tounst spendmg almost 30% 

• is generatetl oy li avellers l'rom Nordle naùons, 21.50é l'rom the Continent and 17% from 

Gennany (Taole 6 1») 

Il IS clear tllat ùltTcrent tounsl types Will bnng very differcnt economic Impact<; to 

lcelant!. Both 1Il ll'I Il\:-, 01 ab~()lule cxpendllurc and mcome and cmplnymcnt gencratcd Nordlc 

,lIld liS m:ukcI'\ l!1l[l1matc on a datly oasts. ThiS 15 dcarly il rcl1eellon 01 the hlgh raLÏJ ni 

nusllll'ss/oldcr trawlkls In Ihe~e Call'gnnes and the overall propenslty nt thesc groups to sluy 

1Jl M'rVIl'cd aCllll11ll1odallOn (holch) The questIOn rernal/l~ howcver whcthcr It IS thcsc groups 

,lOti Ihl' 1) pl' nl hl~h ... pcndl!1g lounsm they represcnt that Will aIlow the tounst mdustry 10 

lulfll ll1any ot the llhJecllves thal Ille govemrncnl has sellor Il. It b rbcsc issues and thclr 

polin IInplicatiol1s Ihat 1 addrcss 10 ÙH~ condudmg chapter. 

• 
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Table 6.8: Ineome Generation by Nationality 

• - -
Accommodation ~onAccf)mmodati()n Total 

;:-

kr r-'c kr l'"'c> ~(). Cf 
(' 

1 --~--- - ----
Nordie Nat. 169.1 ()2.l)~7 () .:) 1l)·+.n2.jl~ '1, 5 1() ,.17". Î(12 l()(l 

Bntons -l5.15.\~ 17 '" ·f hl). '5.L~5() (1() (1 1 1·1.50S,(1": h I(HI 

Germany SIJ19.603 -1'16 124.221.1 (15 hOA 2ll5.5 )(1 7(1~ I(H) 

Cont.(Eur) 94.219.60X JtJ () Ih7.2()l).651 (l.~ () 261. I.:q ,2 'il) I(HI 

Oth. Eur. J4.746,946 .'X 4- 5:1.X·f5.'()() (II (1 1)!l,5\)2.21h l(l(l 

USA 56.299.nl) -l() X SI,{)()2.0Y) Sq 2 1 -; 7. \)() 1. -; 1 X I(HI 

Canadians 5.730.62'J 40.5 XA~6Al)2 5lJ:1 1 \ \.\"-; 121 
OUter 13,144.247 ·+9 1 1'.641.209 5~lèh.7S7 1)(, 

Total 499,717.116 41.2 714.675,030 SN.S 121~ .• W 2.} .... ~ 

1 ( )( ) 

JIll) 

1 (lU 

Source: Survcy Data l 'J'JO. 

" 

• 

• 
98 



• 

• 

• 

CHAP1LR 7 

CONCLUSIONS: THE PLANNING AND POLICY IMPLICATIONS 

In Um. concluding chapter 1 hnefly outlmc the economic Impact rtndtngs presented 

earIJer and thcn go on to look at thcIr ImpIJcauons for certam key areas of government 

t()un~m pohcy 1 j tnl.\h wlth a hnd look LOward the future rcscarch that need~ w be conducted 

on the ccononm: Impact of international tounsm ln Iccland. 

7.1 The Overall Economie Impact of Tourism 

InternatIOnal tounsm has become tncreasmgly Important for the economy of Iceland 

ln reœnt ycar.\ ft gcneratcd approxlmately 4630m kr m the summer of 1990, whlch flSes to 

X2f,Om kr lor the whole year (bascd on the spendmg pattern of summcr touristli). Only fish 

product. ... and .llummlUm gcncratcd more forclgn cxchange revcnue for the cconomy. 

The multIplIer analysls ha.. ... shown lhat of the InItial taunst expendnurc sorne 26% 

hec()lllc~ (IIrrc! IIlCOIl1C to local people m the rorm of wages. salanes and proJÏts whlle 139r 

hccolllcs govcrnnlt'11l revenue (taxes. liccnscs etc). Business travellcrs and conterence 

partiCIpants had the maxullum direct Impact per day, while those VISIttng fricnds and relatives 

had the least 

SOI11C 1236 direct Jobs (excludmg atr traffie, custams, etc) were created out of 

1I1tcrnalIonai tnunst cxpendllure durmg the ~ummer 1990, whlch rises to 2217 Jobs If the data 

arc welghtcd for the wholc ycar. The job opportumties created directly from tourist 

l"pl'nJilure tend lU he mamly for fl'malcs (over 60% 10 accommodatIOn/restaurant scctors) . 

Sl'asllllai employn1l'nt IS an Important reature of the IOdustry - especIally 10 the rural areas. 
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Tounsm IS also Important a~ a generator nt govt'mment rt'wmK' rhl' l\1uluplll'\ 

analysis showed that the govemmcnt scctor rcœlvcd approxlmatcly (,15111 J..r 1Il (hl' Illrm \11 

taxauon. The accommodation and restaurant ~cctnrs gcncralcd more tl1.111 hall \11 tlll' tllLlI 

revenue. 

7.2 PLlicy Implications 

In attemptmg ta gUIde the future developmcnt of thc tounst tIldustry gOVl'1 nmcnt 

planners have bcen providcd with a clear set or ohJcctlves (~œ chaptl'I 2) Thl'~l' Il'nd 10 

revolve around themes of maximismg economlc hencftts. ImprovlIlg the l'C01101l11C ~II clI~lh 

of penpherai reglOns and the econnmlc lInkages 01 the tnduslry. and 1Il111Iml/,lI1g IlcgatlVl' 

social and envmmmcntai ImpaCL.,. Although thls thcsis has not pre .... cl1ll'd a lull Illlllllpill" 

analysis of the tndustry il hall providcd a data .... ct that can a ........ lst the gOVl'll1l11l'l1t tn 1 HW Illllt' 

its policies in each of these areas. 1 Will now focu .... on a numher 01 impllllant poltcy 1"~IIC-;. 

including: which types of touriSLI) should he ultIacteù If revcnue 1.'> ln he maXlfTIlIC(1, the 1\llUIl' 

role nf small tïrms 10 the tndustry; the pOSSlhllitlCs lor lounsm tn hl' lI~cd lI\ a \I)(ll 1 ni 

regional developmcnt; and the industry's potcnllal as a source ni lohs lm (he growill" lIumht'1 

of women cntcring the work force. Fmally 1 hnctly addrcss thl. Imk he.twecn lulure !uunl.,lII 

developmcnt and the envlronmental resourcc hase. 

7.2.1 Maximizing Tourist Revenue 

1t is clear that certain types of tourists spend far more money 10 Jc:eland than other .... 

Business people, those staying 111 hotcls and Nordic/US VII.,1l0rs are \ome 01 the tllghel.,l 

spending groups and of course there IS a grcal dea1 01 overlap hetween the .... e categorie.., 

Younger vlSItors from Europe, those who camp or U~ caravam (ferry traveller .... ) and thol.,e 
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who VI!-.It Incnù\ anù reJatlvc~ tend to ~pend the lelL'lL In ~Imple term~ hotel gueSL'i 5pend 

LWICC the arnount that 'gue.\thou.\C' vI!-.ltors !-.penù per ùay In spIte or theIr Jower multIplIer 

coelllclenL'i hotel guc~t\ wIll gcnerate ahout 50';fJ more Jncome and ,+2 f;f, more employment 

pcr ùay than thclr gucMhou!-'c hascd countcrpart'i. 

Thus Il ~eems that the ohJectlve oj maximlzmg revenue wIll he best served by 

rocu~Jng on hlgh ,>pendmg 'hotel type' Lounsts. Hawevcr this approach may conniet wllh 

(lther governrncn 1 oh)ccLlves. 

7.2.2 Regional Development and Economic Linkages 

The questton of rcglOnal inequality IS an Important one for Iceland - wlth the 

eC0l10mlC dcmlse of several pcnpheral reglOns already weIl advanccd. If tourism 15 ta be a 

tool lor reglOnal elevelopment It IS agam esscnual that the 'right' type of tounsts he attracted . 

ln t/lIS case, however, a connict with attempts to maXImIze averall expendlture cmerges. 

Even though 'gucsthousc' u!-'crs and campers spend a lower amount per day than hotel 

visItors. Lhey tend lO travel more wHJely throughout the country and therefore pro vide more 

econO!l1 le hcnel it tn local people In the countryside. At the sarne lime thelr moncy tends 10 

Ilow 10 a wHler range nt ",mali. locally owned. firrus. For example a typIcal NordIC bUSIness 

traveller Will stay III a large ho(C) in ReykJavIk. eat mostly in the hateI. will perhaps huy sorne 

souVl'nirs or dUlyfrce gonds. hut IS unlike)y to do a great deal of travel around the country. 

Thus the I11nney hl'Ill!; spem tlaws to a limitcd number of busmesses - mosLly concentrated 

lr1 thl' capItal rcgIOn. 

Even non-hnw) gucst'i vary in terms of their contribution lO regIOna) development. 

Glll'SlhollSe ami rarmslay Vl'\ltors appcar ta hring the strongest beneftts as the y arc usually 

staylI1g JO locally D\\'ned accommodatIOn .md arc eatmg and buymg goods from the local area. 
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Whilc campers (ooth package and non-package) also brtng hCnl'lÏls lhesl,' afe fL'duced bv the 

faet Lhat their expendlLurc on accommodauon IS Itmlll'd. hy :he fact lhal m.lll\' ni lhelll (kil\' 

passcngers especwlly) hnng thclr own transport. and hecaul-l' they olten ,Ilsn can y 1:1I.l!l' 

quanuties of food pun::hased ovcrscas. 

RegIOnal ~ummcr hotcls arc a scparate catcgmy .\ l.\rge IHlmhl'f \\1 llll'~l' 

establishments arc opcratcd by travcl compantes sllualed 111 ReykJavik and as il Il'!\ull ll\l'V 

bring fewer economlc ownershlp benel1ts for local people These holel:-. .11:-.0 01 ll'f .1I1-1nclu!\l\'l' 

service to tounsts. and therefore make limlted use 01 olher local L'l1ll'l pll"'l'S, \lIch ,I!\ 

restauranLIi. Nevcrtheless sueh hOLels are Important If pcnphelal Icgron:\ Wi\h !(I .tI .... o .Illlde! 

older, hlgher spendmg tounsts wanlmg certaIn comtO/L'i. Al the !\amc IIIIW .... IILh Ilpl'l.ltllllJ\ 

do provide local employment - although 111S oncn nI' an lIr.\klllcd nillllle My 'olIl vey Il'vealed 

that 78% of direct Jobs ln thesc establishment" wcre Laken hy local pcople ()ull-1l1L' l'mployt'l'~ 

(22%) on the other hand tcndcd to fil! hlghcr-1-.kllled pOStllOIlS \lIch as managL'r\ and c111'h 

The resulLIi dcmonstrate that If the goal 1."1 lo maXlml/e Income and l'lllployllH'n! III 

rural areas thcn small locally owncd estahlishmenL"i such as glle~lh()u"es and lallll holrd.lv", 

should be supported along wlth the types of travellers that In'qllcnt them. Whde Il IS ulllikt'ly 

that tourism WIll cver prove to he as hig a generaLor ot wcalLh for the~c IC}!IOII'o il .... agnculture 

once was il hall far better pOlcnual to ~l1mulate tlevclopmcnL ÙJan ally o!lIL:[ ()PIIO/l cuncnlly 

avallablc - cspcclally manufactunng. A~ Gct!. (19X6, 124-5) commcllt.'o W1III le,L'a/c1 10 111(' 

Spey valley in Scotland "job~ creaLed by a ~mgk manutactunng H)(.lu~lry II1ll.!hl Vl'/ y wt:ll 1)(' 

suited to attractmg and holdmg farrllhe~, huL LOllnsm IS less \ll~cepllhle !O {olal Ul:lap<.,e" 

The fact that tounsm I~ also an !mportanL gencrator 01 Icmak l()h~ ... llOUld aho nol hl~ 

forgotten. Whllc the issue of incrcaseù fcmale partIcipation III the worklorce ha., gallled 

attention throughout the country Il 1."1 only In Reykjavik that women bave /)(~(~n largely 
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'>l1cœ .... ~ll1l In galnwg employment (panly hecauM! nI tounsm). ln the rC~lOns however therc 

• arc Icwcr ~rvllC onented l()h~ avallahle to women - thus tounsm repre~enL<; onc of thc only 

way\ lor rural w()men ln gam accc~~ ln ~ea~onal mcomes and gam a larger degree of 

• 

• 

economlc mdependence C .... ee abo DulfIeld and Long, 19X 1). 

There 1\ al,,() ohvlOusly a close hnk hetween reglOnal development and the creallan 

o/lll1kagc\ netWl'cn Ihe toun . .,m mdu~try and the reglOnal economy. Clearly an IndUsLry which 

purl'ha~e . ., more local goods and \ervlccs WIll ro~ter economlC growth whercver suppltcrs arc 

locatcd In the C,L'>e of f()()dslufl~ thc.\C hcnclÏL\) WIll he most eVldent In rural areas. ft IS clear 

1 rom Ihe Import propcnstly analysi~ presented carher that small local husmcsses are linked 

more "lrongly to the local cconnmy than thclr larger counterparts. Thus whde daily 

expendtturc tïgurc~ rnay he lower for guc~thousc VI sItars or campers theIr money IS less likely 

10 hl' lI~cd 10 pure hase Imported goods - at Icast on the tïrst round of cxpcndIturc. In ather 

words tllghcr spcndmg tounMs such a~ hotel guests onen tend ta demand goods and servIces 

(hat lllvoive a high nnport component 

7.2.3 The Role nf Small Firms 

Conlllcts abo eXlst hctwccn attempL\) 10 maxlmile mcnme gcnerat10n and the support 

01 small Incally nwned huslI\csscs 1 havc shown prevlOusly that mnst Icelandk tounst 

hUSlnl'S\eS arc sm~tll-.\l'ale. In the accommodatiOn and restaurant sectors for cxamplc. 77% of 

cOl11paOlcs cmploy tewer than 5 people. 

lfntorlunatelya lounsrn development strategy that pushed high spending travellers of 

Ihe 'hotel type' would he likcly 10 advl'rsely affecl small locally owned operators. A movc 

tnWHl li hotel hased tounsm would rl'duce Ù1C amount of usc made of smaller busmesses by 

tnun~(s ~1I11ply hl'cause tncluslvl' hotels mtcrnalise so many taunst acuvllics (restaurants, 
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nf tounsm ln Iceland nn qualny natural rcsources makes lt eSSC!1llallor the gll\'l'lllllll'l1I ln PU! 

• ln place long-term ~tratcglcs whlch wIll cnsure a mmll11Ul\\ (Dst tnl the hxall'nVlfllllllll'nt \~l'l' 

Pearec, 1985; Rorncnl, 19X9). 

One centra! clement of such a policy wIll \lOVlOllS!y rl'late tn the types \lI tOllllstS 

attraetcd. First It makcs sense ln attfact thosc people who, wlllle IIItt'rl'~ll'd III Ihl' l'Il\'!I\ll1l1ll'll!. 

are also tntcrcstcd In Il'; sustamability and protectIon Il IS here Ihat the gl\lWIII)! l'Cll(OlIlISIIl 

market can clcarly play a roll' (Ceballos-La..'\curatn, 19){7. Boo, !l)l)()) Willil' Il I~ ohv\(lll~ly 

diffieult to idcnufy ,ill ccotOllrist it is cIear l'rom my ~urvcy that 1.11l1l ((lllll~ls ,lIId Ihll~l' who 

travel arollnd thc I~land are more likcly to fit UlIS descnpllon than hll~I1H'~~lIll'l1. 

The promotion of sclectcd ecotounst groups wnuld hl' mOle Ilkcly 10 ~lIPP{)1 1 Il')..! HlIIal 

devclopment becamc of the penphcrallocatlon (lI mmt oU!.'-.landlllg al!rallJ()n~ III palllLlllar 

high spcnding farm stay or guesth()u~e based travelkr~ ,1IC mor\' ltkl'ly 10 kaw '>lIh.,>I:lIIII,tI 

• sums of money tn local communiucs. Another hencltt (lI atlractlIIg hlghcl spl'ndlIIg Il a tlll l' 

• 

tourists is that thcy wou Id be wIlling tn perhaps pay hlghcr rce~ to IX' ahle 10 ellJoy slIch 

attractions. Sueh l'l'cs, that assist in cnvlfoomeotal prolecllOn. ,1re hl'LOlllIIIg more W/11I1Hlfl 

in many nature ortented destinations (Lmdbcrg, 1991, 22) and have hecll dl.'>LlI~~ed Il'lClllly 

dunng dchates over [ccland's future tounsm dcvclopmcnt (Nature ('IHl\, COllnClI. J<)<)()). Tht' 

cmphasls on hlghcr spcndmg ccotounst nIche markeL\ would aho help 10 l'Il~ure l!Jal ah~()lllIC 

numhcrs werc kept lB check - slmply hecause lewer t()un~L,> wmrld he needcd to }!cneratc a 

given amount of tncorne and employment. 

The problem wlth thls approach IS that It may he countcr-producllve Impact on 'pnce­

senSItive' ccotoun~ts who may declùc to ellher ~ta} 10 Reykjavik or O(Jt Iravel li> /celant! al 

aIl. In this instance a case may be maùe for the u~e 01 'mcenl1ve~' to encourage cerl;un /orrn." 

of su~tamable travcl that also meele;; govemrncnt reglonal devcloprncnt (Jt)jccIIVC .... Thu." Il may 
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"hoppmg). At the \ame Ume thl~ typc of touT1~m 1~ likely 10 he catcrcd for by large vCnIcally 

• Intcvratcu c()mpan\(~\ - ..,uch a..., Icclandmr. Whllc kelanuillr comrob most InternatIonal 

traw,port wc have al\o . ..,ccn that Il owns a large pcrccntagc of Reykjlivlk's internatIOnal 

..,tandard hotels ami J.'> abo expandmg Wi control over local tour wholeasalcrs. 

The Ulcrea,>mg ratio 01 aII-mcIu~Jve package holidays orgam:.red by these large 

companies ha.'. made Il dIlïïcult lor ~rnalll()cal operatIOns lO corn pete agamst larger conccrns. 

whlCh are ahle to o/fcr sl/ahle cornrnlSSHms tn the tour wholesalers. Il has been especially 

dllïïcull for small local enterpnses m the countryside to rcach the market. 

Sm aller accommodatIOn complexes are also finding lt dlfficult to market their 

scrvlles. lllClr .,>mall .... l/e makes Il increasmgly ditficult to link into packages (caher locally 

or oversca.'> deve/oped) and more Importantly tn have thclr servlccs reprcscnted on 

IIltcrnallOnal computer reservatlOn ~ystcms which arc Increasingly dommatmg glohal lounst 

• Ilow~. In reccllt years however sma/J opera lors havc attcmptcd to overcome thesc problcms 

hy crcaling markellng 'networks' (cspecially for farm holidays and guesthouscs) (Farm 

Holiday Assoc, 1990). 'Oms small corn panics pool thclr rcsources m order to Improvc thclr 

consumer protïle. CooperatlOn bas also Increascd hetwcen the Iccland Tounst Board and small 

operators - especl,tlly wIlh the establishment of a ncw bookmg system run by the ITB 's 

TOtlnSI InfoffilaUOI1 Center. 

7.2.4 The EnvironmentaJ Dimension 

A final rn/tcy areu whlch should he addresscd is the link hetwcen tourisrn 

deVl'lnpmcnt and the envlronrnenl. Ckarlv much of Iccland's holidav tounsrn 15 hascd around . . • the l'uuntry' ~ ul1lqu~ ,mù relauvely unspOIlt natural rcsource basc. '01e OhVlOUS depcndencc 
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he possIble ta provlde ta.:~ rcoates for lravdkrs that \'1SIl œl1am an~as nt 11ll' clluntry ,md Illt 

those that partlclpate 10 tours mat are glvcn som!.? tllrtl1 nt l'1l\'lWIHHl'nt,II '~(.lmp 01 ,IP\,I\)\',II' 

Clearly the links hetween envmmmentally onentl't! and :-,u.\t,\ln,lhk Illllll~1Il .\Ild 

regional developmcnt IS an Important one. At Ihe ~all1e tune 11OWl'VCI Il shollid Il\lt hl' 

forgolten that the promotIOn of such ecotounsm may .Ilso ralse 10c.Ii awarctll':-'s 01 Importatll 

environmental Issues (Milne. 1990). 

7.2.5 Summary of Poliey Issues 

This overview reveals lhat while the ohjecttvc of maximillng lounsm Il'WIllII' 

generation could he obtamed by attracling high spendinl! OUSIlll'S'\' and ho Id hased (tavellet,\, 

su ch a strategy cnuld have ncgatlve Impacts on Împoilant conCL'rn~ :-'lIlh .\.\ rl'glOlIal 

development, sm aIl buslOess growth and the ahIltty to tap mtn the glOwl'J!! l'lOlollll\IlIIl1:llkel 

1 would suggest that the pa th forward for the lcelamhc governllH'I11 a\ Il .ll1clllpl.\ 10 

plan the mdustry's futlJre should he one of caUl1OI1 and halance Any attl'll1pl 10 pll\h loward 

highcr spcnding hotel hascd lounsm should he halanced hy the promo\1tl1l 01 11I.!!h qllailly l'CO 

tourism and travcl that Will mvolve oUllymg an.~as as weil as Reykjavik Il 1\ l''i'il'ntlal Ihat 

smalilocally owned husmcs.\cs he ahle tn tap mto lounsm market!-. Wllh :I\\!\tanu' lloll\ thl' 

governmcnt or therc is a very rcal risk that the nallOn's reglon.\ wtll \lIl1ply hl'come more 

dependent on the capItal rcglOn. 

While 1 am not advocatlng dIrect govcmmcnt mvolvernent ln [he market place Il .\ccrm. 

sensible that an industry that is already so heavl!v dcpendcrll on govcrnrncnt rnvc.\lmcnt and 

ownership, and plays such an Important role 10 the economy, he developet! lfI ,>uch a way Ihat 

its benefits are spread bcyond lhe capItal reglOn. Such an approach al<;() ha\ the pOlenltal ln 

allow leeland to tap lOto the growing ecotoun~m market - c\peclally 11lghcr '>penolflg fIlchc\ 
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where tounsL\ wIll he wllhng tn paya prcmlUm ln ~tay 10 local guest and tarm houses and 

al~() proVH.1C ~omc moncy 10 proteel the envmmment they have come to !-.ce. 

It should aho he nOled thm the mtr~true~ural CO~L~ mvolved 10 pursumg hlghcr 

\pendJng 'howl-typc' toumm may he hlgh and that lheM! busmesscs tend tn cxhiblt the lowcst 

IlTlkage~ wllh the natIOnal cconomy 

7.3 Future Rese~)rch Requirements 

InternatIOnal tounsm m Iceland rcmams a much understudlCd phenomenon. While this 

thcsI~ has moved ~omc way toward provldmg an analysis of the mdustry's economlC impacts 

mueh remams ln hl' donc. lt IS cssenllal that further attempts he made to understand the links 

hetwcl'n the IOllrl.~m mdll.'~try and Ihe rl'~t nt the Icelandic cconomy. In thlS rcspect the data 

presl'lllcd hCle c(Julll form Ihe hasl.~ for a detmlcd analysls of the Indlrl'ct and mduced 

componcnL"i 01 rl'glOnal 111COme and employmcnt gcncratlOn. It is clcar that a 'full-blown' 

llIultrplicr analysls would provlde further mformauon on IlIC pOlcnual for diffcrcnt tourist 

type., and IlHluslry seclOrs ID support govcrnment ohJcctives to improve the distnnutlOn and 

valuL' 01" tounsm' S L'L'onomlC henehL'\. 

At the sallw ume 1I1~ Important thal any tuturc economlC analysis he condm:tcd withm 

the l'omext or natIOnal macro-l'ennmme stratcgy and that Il be dovelalled with studies of 

Important scl'tors ~uch as agnculture and tïshcnes. It is only through such approaches that 

Imkapes hetwel'n the mdustry and the re~l of the economy can he improved. 

Future rescarch must a1so l'mhody factors WhlCh 1 have. for reasons of lime and spacc. 

hcen ahle tll addrc . .,s only hnelly In thls thesls. Greatcr attentIOn must he pald tü analysmg 

thc l'llvmmmental ImpacL,> 01 tnunsm dcvelopment and how these may affect the economic 

\'Iahlhty of Ihe IDunst mdustry. ln a slmllar way SOCial and cullurallmpacL,> stemmtng from 
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tounsm dcvelopment have recclvcd little attenuon. Thl'fC tS abo ,i ncel! lm more 110tH.T tn hl' 

paid to Iceland's ablhly to lInk mtn mtemaltonLlI Wunst nows through the use nt \:omputcl 

reservauon systems and ncw tcchnologlCs. llie Impact of tlll'SC factors on thl' IIldUSlr\' \ 

owncrship structure urgently reqUlfes study. 

It is cIear that much rcsearch nceds to he undertakcn on the phenol11l'l1o!1 01 kdandll 

tnternational toun~m. It 15 vital that rcscarch studtes. such as 1111S thesls, hl' COlldUCll'd nn a 

range of tounsm rclated issues and on a regular hasls. SlIch an arrroach WIll al10w Ihl' 1 li III 1 l' 

of the mdustry to he planncd in a comprehensive and cllccttve manner and \VIlIl'nahk lulull' 

generations of Icelanders to enjoy the economlc hcnelits that mtemauonal tounsm hrln!!..; 

withom having to hear unduly heavy costs or suIfer Irreparahle damage ((l the eIlVIIOIlI11l'1l1 
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APPENDIX A - StJRVEYS 

McGill Umversny/kelanùIl' Tounst Boarù 

VISITOR SUR VEY 

1. Nationality __ _ 2. Ol'cupauoll _____ _ 
3. Purpose of VISU a) holiday 

b) busmess. conference. workmg 
c) visiting fnends and relatives 
d) other (pIcase spcctfy). ___ _ 

4. Where did ) JU come l'rom? Day of amval? 
Where are you going? Day of dcparture'! ___ _ 
Totallength of stay in the country (nr. of mghLc.;) ___ _ 

5. With whom are you travelling'--_____ Group SI/C __ _ 
Ages 0-15 __ 16-25 __ 26-35 __ l6-65 __ 00< __ 

6. Where did you stay ovemtght? (please mdlcatc nurnhcr of ntghts III the catcgollcs helow) 

Hotel GUCSUIOU~C Farm) lohday ) lo~tcl ('amplIIg l'rlCII(h/)~cJauvc, 

Reykjavik 

West 

Westfjords 

North-West 

North-East 

East 

South 

Southwest 

7. If you travelled on a package tnp 
How much did the package cost? (tncluding ulrtare) ___ _ 
What was the package callcd') What dJÙ the package mcJuoe') ___ _ 

8. What has been the total cxpenditure on thIS tnp to Iccland'! mc.;)uùmg alrlare. ___ _ 

9.Please speclfy the moncy spent on the followmg categoncs; (exc1Ulhng your package 
expenditure. 
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• Total ISK.kr Other Currencv . 

A lcommodation 

Tran .. port -lnternaJ au 

-Bu .. 

-J·crry 

-Car renlaJ 

Tour" 

Meal .. -liotel 

-RCl>tl!lTarH 

(;nlCCrJC'i 

Shllppmg 

Entcrtainment* 

Dut Y l'rec 

Othcr 

Total 

.. ) -• [uh1>. lll>hmg. pOlly Ircklullg cIC . 

• 
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McGill lJniverstty/Icelandic Tounst Board 

SURVEY OF THE ECONOl\UC IMPACT OF TOURISM IN ICELAND 

Contïùenllal 
(PIease glve me all informauon for the most rl'cent tinaIll:lal ye:\l) 

1 Emplovrnent 

-Number of employees ____ _ 
-Permanent residcnce of employces a)mslde the rcgion ___ _ 

b )outsldc the regioI1 ___ _ 

Category Male FemaJe Total 
Full-ume Part-time Full-tnne Part-tullc 

How marly employees are in the following categones? 
Managers (admimstrauon,budgetmg, accounting) Managers (gcnclal) ____ _ 

II STAFF COST 
Wages arld Salaries 
Staff Benefits (Insurance, 
PensIOn Fund etc.) 
Total 
TOTAL 

IV CHARGES ON PROFITS 
Depreciaùon 
Dividends Paid 
Interest Paid 
Capital Expenditurc 
TOTAL 
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In TAXES AND LICENCES 
Import DUlies 
Ad Valorem Tax 
PropCrly Tax 
Licences 
AH Othcr Taxe~ and 
Licences and Fees 
TOTAL 
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V DETAILS OF GOODS AND SERVICES BOUGHT 

Goons; 
-(j< )()(.h Pllrcha~ecl f or Rc~aJc 
In Same ConditIon as Bought 

-Food and Bevcrages 

-Ekclnclly and Waler 
-

-Pueh 

-BuIldmg Matcmtl<:i (Purchased) 

-Re pau & Matnk:nancc (charged 
as CUITent expendIlUre) 

-( )ther Goodl, 

TOTAL 
-
SERVICE; 
-CnmmunicatHHls (Telephone, 
Telex, Postage etc.) 

-fnsurancc 

-Bank charges 

-Rent (not lor own hUllding) 

-Comml~SHH1 

-ErHcrtallll'fS (nUL mcluded on staIl' 
cos 1 ) 

-Adverllsmg and PromotIOn 

-Busmess ServIces 

-( )lhcr Serv1Ce~ 

T()TAL 

Bought 10 

Iccland A 
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Imponcd 
B 

Estimate % of 
A imported 
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VI GROSS CAPITAL EXPENDITlJRE 

-Repairs and Mamtenancc 
(recorded as capital asselS) 

-New Buildings and ExtensIOns 

-Capital Equipment-Vehlclcs 

-Capital EqUlpmcnt-Furmturc & Fittmgs 

_Capital EqUlpment-Other Equipment 

TOTAL 

VII INCOME 

Sales (main activlly) 
Sales (secondary actlvity) 
Other Incorne 
TOTAL 

Bought in kcland Importl'd 

Estimate what l]{) tomes l'rom 
international tounsm 

VII GENERAL PROBLEMSIPROSPECTS OF TOURISM DEVELOPMENT 
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APPENDIX B . MULTIPLIER MODEL 

lncomc Gcnerauon Model 

The fol1owmg discussion descnbes the model used as a base In thIS study. It should 
he horn ln mind however that the Icelandic case study focuses on one stage in the multiplier 
mcchamsm; the dIrect Impact The multIplier process may be expressed formally as follows; 

(a) Direct Incomc Generation 

where 

J 
a = L L KJ. Yd. 

j=l i=l 

KJ. = the proportion of 100 kr expenditure by the jth type of tourist in the ith sector 

y d. = the Incrcasc In factor mcomes in the ith sector per 100 kr revenue in the ith sector 
dcnvcd from direct tourist expenditure in that sector 

(h) Indirect Incume Generation 

where 

J l 
b= L L Kj. (YI - Yd.) 

j=l i=l 

y. = the Incrcasc m factor Incornes in the ith sector per 100 kr revenue in the ith sector plus 
the lIlCfeasc ln factor Incomes (pcr 100 kr revenue in these sectors) in the jth sectors 
supplying input., to lhc Ith sector 

(c) Inùuceù IncoI11c GeneratIOn 

wherc 

c= (a + h\ x ---'---
1 

1 - LLX.Z.Y. 
i=l 

L = average propensity to consume with dispos able incarne 

x. = the proportIon of total consumer spending which is spent directly within the regIOn 

z, = the proportIon of lOtal consumer spendmg by residents in the ith type of business within 
the fClllOn 

~ 
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The complete model ta measure lflcome generation can ùlercforc he expressed as tollows: 

where 

J 1 
Gr= I. I. NJQJ~IYI ( 1 ) 

j=l i=l 1 
l-LD<:IZIYI 

i=l 

Gr = total an nuai income generation wlthin the rcglOn l'rom lounsm 

NJ = the number of days in the rcglOn spcnt hy the jth lype or tounst 

q = the total druly expenditurc by the Jth typc of tounst 

The (Nj and Qj) terms represent lhe muillplicand. whlle the rcmaindcr of the expll'ssioll 
dernonstrates the multiplier rnechanism. 111e foJlowmg discussion demonstratcs thc separated 
elements of the model; 

l.TotaJ Number of Tourists (N) 
First the total number of visitors (N) has to be known and thelr average Icnglh III Slay. 
Knowledge of the size and pattern of tounst cxpcndiLure hy different tounst type IS e~senual 

before a true multiplier can be estimated. Il IS therefore neccssary 10 knmv the tntal numher 
of tourist nights. 

2. The Total Daily Tounst Expenditure 
In arder to derive the second element of the multiplie and, informatlon on the average daily 
total expenditure (Q) for each type of tourist must be known 

3. Incorne Generation Co-efficient (Y) 
Evaluation of the Incorne generation (I.G.) hy husinesscs IS a basic feature III the multIplier. 
This figure will vary frorn husiness 10 bUSIness, whlch IS detcrrnmcd hy lactors slIch as IIUpOrl 
propensities and the extent to which tounst expcndllurc IS conVCrled tnto cmploymCnl 
opportunities 

The following formula is uscd to ealculate I.G. for any husIness 

1 
Ya = W (1 - h - lw) + P (1 - ~) + F (1 - Lw) + 1:Sal YI 

i=l 

where 
Ya = incorne generation coefficient for an average husmess (Le., dependent upon tourism) 

W = gross wages and salaries to resldcnL'i In the reglOn 

h == deduction rate on wages and salanes (nauonal IllSuram:e, graduatcd pensums etc.) 
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t = lax rate on W<.t!!CS and ~alanes w ~ 

P = profit to rC~](JcnL') ln the rcglOn 

~ = lax ratc on profIlli 

F = rcnt tn rC!-.ldcnlli ln the region 

Sa.= cost payrncnl 1 rom an average husiness to the ith type of business 

Y, = mcornc gencrallon co-effiCient for the lth type of business 

Da = total turnover ln the average business 

Employment Generation Model 

A supplementary feature of this incarne multiplier is that it pennits estimates ta be 
made of the likely effect of tourist expcnditure upon the level of ~mployment in the region. 
Once a relationshlp has been estahlished between turnover and employment, it is possible to 
translate a incomc multiplier mto an employment multiplier. This will accumulate the 
cmployment whlch IS created at successive rounds as the flow of tourist-originated 
cxpendilure circulates. 

The assumptlon that a marginal increment of turnover will always produce a 
proportionatc mcreasc ln employment, wIll not always be true, as different firms will have 
lIiffercnt rnargmal propensities to employ followmg an increase in turnover. However, when 
averagcd ovcr ail lïrms of a certain husiness type, this becornes a reasonable assumpuon. 
Thcre are thrcc clemcntl) in this lype of ernployment multiplier as in the incarne multiplier; 
direct cmploymenl crcatcd 10 tïrms that directly reccive tourist spending; indirect employrnent 
creatcu 10 othcr tirms whosc turnover IS augrnented wllh purchases by the original businesses; 
and lnuuceu employmcnt crcated from the elfects of tounsm expendilurc as local rcslucnts 
rcspnnu the auditlOnal money they have earncd frorn tourism. 

A) Direct Empl'lyment Generation 

J 1 
A= I: I: KJ' Eu. 

j= 1 i= 1 
whcre 
Elit = increasc in cmployment in the region per 1,000,000 m kr of turnover to the ith type of 
husincss gcncratcd cxclusively within that business which directly receives tourist expenditure . 
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B) Indirect Employment Generation 
J 1 

where 

B= L L ~I (El - Ed,) 
j=l i=l 

.- ._._---------------------

El = increase in employment 10 the region per 1,000.000 m kr of turnover tn the IIIt type 01 
business generated within that type of business and in aIl other lypes wludl partlL'tpate 111 lhl' 
subsequent tlow of transactions. 

C) Induced Employment Generation 

where 

1 
V= (a + b + c) l: ~E. 

i=l 

a= direct I.G. per 100 kr of tounst expenditure 

b= indirect I.G. per 100 la of tourist expenditure 

c= induced I.G. per 100 la of tourist expenditure 

These three stages must be summed in the employrnent multiplier: 

where 
ke = employment multiplier 

a = direct employrnent generated per 1,000,000 rn kr of toumt expcndltl1lC 

B = indirect employment generated per 1,000,000 rn kr of t()un~t expl'ndlturc 

v = induced employrnent gencrated per l,OOO,O()O of louns! expcnJJlun_~ 

The complete employment generatlon model rnay he expres~cd a~ lollow .... 

J 1 J 
Jr= L l.: NJQJKJ,E, + l.: L NJqKJ'Y' 

j-l i= 1 J= 1 i= 1 

where 

1 L XI El 
l-LLX,Z,Y, 1=1 
i=l 

Jr = total employrnent generated within the region from tourism 
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APPENDIX C - MISCELLANEOUS TABLES 

• Table J: Tourist Arrivais to leeland by Plane in the summer (June-August) in 1990: 
Mean Length of Stay and Total Tourist Days 

Vi~itors by major TotaJ Mean Length TotaJ tourist 
market areas Visitor of stay days 

'.-
NordIt: NatIOns 20,407 6.7 136,727 
Greal-Bntaln 7,128 10,5 74,844 
Germany 12,658 13,6 172,149 
Continent (Eur) 16,371 14,4 235,742 
Other (Eur) 5,185 14,4 74,664 
USA 9,421 7,3 68,773 
Canada 745 18,4 13,708 
( )ther 1,680 10,0 16,800 

TotaJ 73,595 10,8 793,407 

Source; Survcy Data 1990 . 

• Table 2: Tourist Arrivais to Iceland by Ferry in the Summer (June-August) in 1990: 
Mean Length of Stay and Total Tourist Days 

Visitor by major Total Mean Length Total tourist 
market areas Visitor of stay days 

Nordlc Nations 1341 14,0 18,774 
Great-Bntam 200 13,8 2,760 
Gennany 2390 19,0 45,410 
Contment (Eur) 1104 17,5 19,320 
()ther (Eur) 317 17.0 5,389 
USA 32 (7,3) 234 
Canada 9 (18,4) 166 
( )ther 28 14,2 399 

Total 5421 17,1 92,452 

Soun:c; Survcy Data 1990 . 

• 
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Table 3: Accommodation Type Used By Major Market Areas - 1"Jlalle I)assen~crs 

• Hotel Non Campin~ Campin~ Fricnd~ 

Hotel Package Relath'cs 

Nordic Nations 61.3 25.2 4.5 1 J 77 
Great-Britam 33.6 37.1 IX.9 h.9 .,5 
Germany 28.5 22.5 20.6 24.5 

"' l) 

Contment-Europe 18.0 25.7 43.1 9.0 4.2 
Olher Europe 10.0 45.0 35.0 lO.O 
USA 37.7 41.0 8.2 4.9 S.2 
Canada 19.0 47.6 4.X 4.X 21 X 
Olher 46.2 308 7.7 7.7 77 

Average 33.8 28.0 18.6 14.2 5.5 

Source; Survey Data 1990. 

Table 4: Accommodation Type Used by Major Market Areas - Ferry Passcngcrs 

-.==--="---==-

• Hotel Non Camping, Friends. Totul 
Hotel Caravans Relatives 

--
Nordic Nations 13.6 77.3 9.1 IO() 
Great-Britain 62.5 375 IO() 
Germany 4.l 95.9 \00 

Continent Europe 2.3 91.1 6.6 100 
Europe 10.0 90.0 1 (JO 

Other !OO.O IO() 

Source; Survey Data 1990 . 
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