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1. INTRODUCTION

This thesis will focus on the economic impactd-air Trade in tourism. What is studied
is how the money paid for an inclusive holiday istributed between the destination and
the tourist sending country. The assumption is thdioliday purchased from a ‘Fair
Trade tour operator’ benefits the local economyarthian a holiday purchased from a

mass tour operator.

1.1 Background factors

The tourism industry is dominated by a few powedorporations, most of which are
based in the West (Mann 2000, 11), thus it cat@rafmarket of Western tourists. The
consequences are that the wishes and needs ofeti®&ving countries are mostly
neglected. Tourism could be the source of greatem@mic benefits for the less
developed countries in the world. However, at themmant there is a considerable
amount of leakage, as the greatest part of thefitegenerated from tourism rest within
the sending countries of the West. Currently tregeelarge operators monopolising the
market as they cover a number of the sectors, agscaccommodation and transport.
Thus the production, the delivery and the marketih@ product might be operated by
one company in terms of vertical integration. (Kali 1996, 84.) This phenomenon
makes it very difficult for the local entreprenetiocscompete and as they need the tour
operators and the airlines to supply the custontkesiransnational corporations are let
to rule (Tourism Concern 1998, 14). Furthermore,l@sal populations rarely are
involved in tourism planning or implementation @utism projects, the industry has
contributed to the marginalisation of many peoptal @&xpanding the unequal gap
between the rich and the poor (Tourism Concern 19R9The power lies in the hands of
the multinational corporations and in many instanieirism can be referred to as neo-
colonialism, perpetuating dependency. Accordingviann (2000, 9), the World Bank
estimates that 55 pence out of every £1 spent tidays in less developed countries,
returns to the West and much of the rest goesddtisiness-elite in the capitals of the
less developed countries.

As tourism keeps on spreading, it needs new degiims, which has lead to the fact that
tourism in less developed countries is growing (i%n Concern 1999, 1).



This is partly due to the fact that the imagehs tess developed countries has changed
in the eyes of the advanced world (Mowforth and ML8B8, 1-2). The basic package
tour destinations such as Greece and Spain arechallenged by long-haul package
holidays to Africa, Asia and Latin America. The dmapis is on all-inclusive holidays,
operated by transnational tourism corporationss Taiinforces the danger of returning
to a kind of new colonialism and unfair trading diiions, as most of the destinations in
guestion are poor and lack the infrastructure anddm expertise that would be needed
in order to cope. As a result of this, most of pihefits of tourism risk flowing back to the
industrialised nations and the host destinationarespoor, receiving either an unfair
and low return or suffering from deterioration béir living caused by negative effects

of the tourism activity. (Tourism Concern 1999, 1.)

As Figure 1 shows, countries where tourism has lgeewing fast are for example Egypt
and South Africa. The arrivals in Egypt have insezhfrom 2.9 million in 1995 to 5.1
million in 2000, which is at a growth rate of 57%hereas the arrivals in South Africa
have increased from 4.7 million in 1995 to 6 mitlim 2000, the growth rate being 28%.
(Tearfund 2002, 19.)
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Figure 1. Number of tourist arrivals to some less developmehtries 1995-2000 (WTO
Tourism Market Trends in Tearfund 2002, 19)



1.2 Aim

Many less developed countries have seen tourismnoasck chance of gaining economic
profit and tourism has thus become a rival to gicample, agriculture, and in many cases
thereby a mono-crop. As these countries are gdyguabr and largely in debt and
without previous experience of the tourism industoyrism infrastructure developments
rely heavily on foreign investments. These invesiitigend to exhaust the national
economy as well as the local communities’ resousigsh as water and electricity.
Imports are usually increased because of the istbe tourists, and usually these
imports tend to get more expensive than the peceived for exports. These factors lead
to the fact that the cost of introducing tourismless developed countries tends to get
higher than the benefits, especially with regarthelocal, disadvantaged communities.
(Tourism Concern 2000, 2.)

It is against this background that the thesis sefs to study Fair Trade and the
implications it could have in the tourism industfijhe thesis is divided into four major
parts, the context is that of Fair Trade, the thdocuses on the economic impacts of
tourism, and the empirical part tries to answerdhestion of differences in economic
impacts between *“fair’ and “standard” tour operatoithrough interviews with

professionals in the field. Finally, the fourth paill analyse the results and combine

them to the theory.

The thesis aims to find out to what extent FaadErin tourism can be (made) successful,
by comparing two Finnish tour operators with diffier scale of operations — one being a
mass-market tour operator, whereas the othernsadl-scale specified tour operator with
an image of being ‘fair’. Another aim is to findtatiFair Trade is just another marketing
tool or an actual method for improvement in thesgeof economic benefits for the local
stakeholders. This will be studied by comparing free structure of the two tour
operators in order to find out where the moneyroal-inclusive tour goes. The thesis
will also try to find out to what extent Fair Tradan be incorporated into already
existing products. This will be done by comparifige tmass-market tour operator’s
operations to the criteria of Fair Trade. In gehdhe thesis aims to serve as a pointer for

further research, hopefully generating a greaterést in the subject.



1.3 Research problem

The thesis sets out with a number of questionsatighFair Trade in tourism? What are
the economic impacts of Fair Trade in tourism? H@n Fair Trade in tourism improve
the economic impacts of tourism? Does Fair Tradeoumrism exclude large-scale
development? What can be done in order to makeirxigourism products more fair?
What would tour operators have to loose or to ggitmplementing Fair Trade as a kind

of ‘operational manual’?

The main problem of the thesis is: Is there aedé#iice in economic impacts between a
holiday purchased from a standard tour operatoraatfehir Trade tour operator’? Who

are the real beneficiaries and who will stand fer ¢osts?

1.4 Limitations

The questions and problems raised above will b&dd at from an economic point of
view in order to outline the scope of the thesise Tocus will thus be that of economic
impacts, environmental and social impacts will bet addressed. The thesis will also
focus on international tourism and more specificedurism from the advanced world to
the less developed world. It will not include otha@nds of sustainable tourism such as
ecotourism; the perspective will be that of Faiade. Moreover, in terms of the
empirical part, focus will be on tourism from Finthto less developed destinations, as
the interviewed tour operators are Finnish. Itis®anoticeable that Fair Trade in tourism
only exists on paper so far, thus the discussiatillson a more hypothetical level, being

a limitation as such.

1.5 Justification

Why focus on tourism to less developed countriés?Tearfund (2004, 1) observes, “11
out of the world’s 12 poorest countries are depahda tourism for a significant part of
their foreign exchange and jobs”. Less developathttes as tourism destinations are

increasingly popular.



They cover more than 30% of all international istuwisits and this proportion is
constantly growing. As tourism is generally growiegery year, long-haul travel

constitutes the fastest growing sector. (Tearfud@R2216.)

Why combine Fair Trade in tourism with the econompacts of tourism? Fair Trade is
based upon the principles of a fair price. Thisypuen is for the benefit of the producers,
in order for them to use it for developing communinfrastructure, environmental
regeneration or training programmes. It includesvaade payments, long-term
commitment and no middlemen. (Tourism Concern 20@p These are some of the
actual economic impacts of tourism, mostly benaficdnes. The theoretical part will
however asses the economic impacts of tourism &lbngles in order to answer one of
the problems set; how can Fair Trade in tourismrawe the economic impacts of

tourism?

Fair Trade in tourism has yet to receive a great df interest and research. It is however
growing and offers an interesting option in the gju®r sustainable tourism, thus it

deserves attention.

1.6 Research methods

The thesis is divided into four major parts adinetl in the introduction. The contextual
part will cover Fair Trade in commodities and Faiade in tourism. The theoretical part
focuses on the economic impacts of tourism. Theirrap part first covers the chosen
research method and research objects, then braeftiresses the economics of tour
operation in order to develop some understandingpeffield, it also briefly covers the
interview questions and their purpose. The thesigpirical part consists of a qualitative
analysis, based on semi-structured interviews wih professionals from two different
tour operators in Finland, one being a major tquerator, the other a small, specialised
one. What the study aims to find out is a pricacttire that to some extent shows how
the money paid for an inclusive tour to a less ted country is divided. This is
relevant in order to answer the research problemhafther there is any difference in the
division of income between a mass and a special@gdoperator, or not. In the analysis,

the interview results are given and analysed.



In other wordswhat is studied, is how the money paid for an includiver is divided
between the host destination and the sending ogunawthis is done, is by interviewing
professionals that have the adequate informatiom fthe field andvhy it is done, is to
inform the consumers about where their money regdlgs. The interviews are carried
out in Helsinki, May 2004.

1.7 Frame of reference

The theoretical part of the thesis will be depagdneavily on writings concerning the
economic impacts of tourism and tourism and Fa@d& The theory of economic
impacts of tourism uses the book ‘Tourism-economltysical and social impacts’ by
Alister Mathieson and Geoffrey Wall as a base, g the issues further with the
help of authors like Peter Mason, J Christopherldday, Tamara Ratz and Laszlé

Puczko.

The contextual part regarding Fair Trade reliestigan writings by non-governmental

organisations related to Fair Trade, of which thestressential ones will be presented
briefly below. The first part, Fair Trade in comniiges relies to a great extent on Brid
Bowen'’s ‘Let’s go fair’ in The Fair Trade Yearbook 2001, whereas Tourism Concern

provides the greatest part of the information sumddng Fair Trade in tourism.

Tourism Concernis a UK-based non-governmental organisation, whasssion

statement is “To effect change in the tourism imduey campaigning for fair and
ethically traded tourism” (Tourism Concern 20049ufism Concern’s International Fair
Trade in Tourism Network aims towards Fair Tradéourism (Tourism Concern 1999,

2). Tourism Concern is the organisation that oafijnpresentedrair Trade in Tourism

The European Fair Trade AssociatjdaFTA, currently imports fair products from over
700 trading partners in Africa, Asia and Latin Amar(Bowen 2001, 31). EFTA offers
cost-reducing and hence competitivity-increasingrvises to its members by

“capitalising on the specific advantages of eacimivey”.



It also acts as a co-ordinating body for the adegpcand campaigning work of its
members and strives towards getting the Fair Tradeement towards European and

international political institutions. (Bowen 20(85.)

IFAT, The International Fair Trade Associatiagerves as an information point for the
members. It collects and distributes market infdromaand offers advice and guidance

on several issues (Bowen 2001, 36).

The International Fair Trade Labelling OrganisatioRLO, “co-ordinates the work of
the international labelling initiatives and ensutbat the two core ideas of the label
concept, i.e. producer registers and product-rélatading rules are harmonised and

monitored all along the supply chain” (Bowen 2084).

The Network of European WorldshopdEWS! favours and facilitates co-operation and
networking between members. It provides information workshops, and organises a
bi-annual European world shops conference and atr@paign activities (Bowen 2001,
31).

Since 1998, EFTA, IFAT, FLO and NEWS! have beenoperating through an
“informal umbrella network” called FINE. The aimtg “advance the development of a
common definition of Fair Trade, criteria and monig systems and to co-operate on

advocacy and campaign issues” (Bowen 2001, 36).

The organisation responsible for Fair Trade in ldfAd is Reilun kaupan
edistdmisyhdistys ry (Reilun kaupan edistamisyldisy 2004c).

1.8 Key concepts

In order to make the thesis easily readable and &@vailable to anyone, some concepts
need to be clarified. These concepts might not@ihe up in the text as such, but they
are crucial for the understanding of the backgroiaetbrs leading to the need of change
in the tourism industry and will thus also serveaagustification of the subject and

research. The following subsections will clarifgdle concepts.
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The Fair Trade label ensures fair and direct trade with the poeds of the less
developed countries. It also guarantees workens viaiges and working conditions.
Fairly traded products are labelled with the Fairade logo. (Reilun kaupan
edistamisyhdistys 2004b.)

“Fair Trade in tourismpromotes equitable global trading terms and cantstbetween

tourism generators and host communities as a keponent of sustainable tourism. It
also seeks parallel trading and decision-makingtg@mong stakeholders in the tourism
industry in host destinations”. (Tourism Concer®@4.) Fair Trade in tourism is not yet

monitored or labelled.

Sustainabilityinvolves three functional dimensions: the envirental, the social and the
cultural dimension (Finnish UN Association 2004heTWorld Tourism Organisation
offers a well-cited definition of sustainable t@m development: “Sustainable tourism
development meets the needs of the present toanstshost regions while protecting
and enhancing the opportunity for the future. knvisaged as leading to management of
all resources in such a way that economic, socidl @esthetic needs can be fulfilled,
while maintaining cultural integrity, essential taggical processes, biological diversity
and life support systems”. (UNEP 2003.) Fair Tradetourism is one of the key

components of sustainable tourism (Tourism Conéé89, 2).

Marginalisedgroups mostly work in the unofficial economy witlw wages and income,

mostly without social benefits and in difficult aod poor working conditions (Bowen

2001, 28-29). They are usually not able to acqgdirect market access, neither locally
nor abroad, mostly due to economic and geograpttofs as well as lack of skills

and/or resources. (Bowen 2001, 28-29). Thus thegimaised countries are often
heavilydependentn the advanced world (De Schutter 2001, 14).

As some authors have pointed out (Harrison 1995,Holden and Burns 1995, 11), it is
hard to find a suitable expression covering thdestaf development of different
countries. The less developed countries, the dpwejoor the underdeveloped countries
are the economically underdeveloped countries af,A8frica, Oceania, and Latin

America.
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These countries are considered as an entity, ghaharacteristics like poverty, high
birth rates and economic dependence on the advaocedries. However, what has to be
kept in mind, is that these countries are highlfedéntiated as they include countries
from various levels of economic development angdeshe general poverty, the ruling
elite of most of these countries is, in generalakiy. (Chaliand 2004.) Burns and
Holden (1995, 11) point out that most of the temsed for describing the countries
outlined above, are unsatisfactory in their own svdyowever, in order for the thesis to
be fluent, one consistent term must be chosen.t&hme used will bdess developed
countries LDCs, and the higher income economies, usuafgrred to as the developed
world or the First World, will here be referred & theadvanced countrigsor the

advanced world

When leakage occurs, expenditure is lost from the local systemother areas. By
maximising local economic linkages through e.g.ibgylocal produce and employing
local people, the leakage can be decreased andetiefits of tourism to the locality
increased. On the other hand, when the local ecpn®ulepending on a large number of
imports, the leakage will also be higher. Many ldeseloped countries that depend on
tourism suffer from high leakage as multinationfareign owned companies have
entered (and often monopolise) the market. (Pag8,2816-317.)

Tour operatorsorganise and package parts of the tourist expegiand sell them to the

public, either directly or through travel agent8age 2003, 187.) The empirical part of
the thesis will study the economics of tour opeatiThe package or inclusive tour
usually includes at least two elements and are abldn inclusive sale price. The
elements include transport, accommodation and dtheist services. (Ibid.)

The most essentiahternational trade agreementoncerning tourism is GATS, the
General Agreement on Trade and Services that favivae trade, and set up various
obligations and rules that member states have Howo GATS is a World Trade
Organisation agreement with the aim to remove ioti®ins and internal government
regulations that are considered as barriers tetrids however questionable, who the
beneficiaries of GATS are. (Tourism Concern 2000220..)



How does tourism fit intoglobalisatior? Tourism has followed the path through
colonialism to our society. The history of tourissnbuilt upon romanticised stories of
the British noblemen and the religious that traaeklin order to become enlightened.
They usually included chefs, maids and carrierse rhditions of tourism also include
conquerors and other explorers who were lookingdorign and unknown countries for
their own interests. Later, anthropologists anérststs became interested in distant and
exotic countries, people and cultures, thus adtheggeneral interest in these ‘primitive
countries and people’. (McLaren 1999, 10.) Todhg, media and tourism marketing sell
these countries and people in our modern consuotgty. The most exotic destinations
are wanted as luxurious vacation-spots and arela@ into miniature copies of our
consumer lifestyles. Thus it is without doubt tt@irism can be said to be the greatest
form of anew or neo-colonialismrhanks to the liberalisation of transport, infatron
and trade, the people and companies of the advawoed have easy access to the
environmental and cultural resources of the lesgeldped world. Tourism is a
worldwide phenomenon that influences mankind amdethvironment. At the same time
as the tourism industry and the people workingtitanefit, the people in the host
destinations feel that their dignity and autonomsythreatened. In the dynamics of

globalisation, the vital rights of the local comnities are at risk. (Ibid.)

Multi- and transnational corporationare a key feature of contemporary globalisation.
These businesses operate on a large-scale basa]lgl and their share in global trade
is growing steadily. (Meethan 2001, 50.) Estimatiosuggest that multinational
corporations account for almost one third of gldbadle. (De Schutter 2001, 14.)



2. FAIR TRADE

Ever since the Fair Trade mark first was introdiijae has become increasingly known
and appreciated. A research conducted by Tearf@d®2( 7) has shown that the
consumers are willing to pay more for products #rat produced in a producer-friendly

way, which means that they benefit the country imclv they are produced.

As this chapter will cover both Fair Trade andrHaade in tourism it is crucial to keep
in mind that Fair Trade in commodities already &sxist is a labelled product with
standards and criteria that are being monitored. Fade in tourism is, on the other
hand, still in the developing phase, thus it hasbeen labelled, there are no standards or
labelled Fair Trade products in the tourism sedtair Trade in tourism as it is today is
an endeavour, an ambition, which hopefully one ddlybe a standardised module for

organisations to follow.

2.1 Fair Trade in commodities

The Fair Trade movement originates in decentmlcsizens’ movement, thus there are a
number of definitions for the phenomenon. In 1998JE, an informal umbrella network
in which The International Fair Trade Labelling @ngsation, The International Fair
Trade Association, The Network of European Worlgshand The European Fair Trade
Federation meet to share information, was estaddisin 2001, it established the

following definition for Fair Trade:

"Fair Trade is a trading partnership, based on disdo transparency and respect,
that seeks greater equity in international tradecoantributes to sustainable
development by offering better trading conditioasand securing the rights of,

marginalised producers and workers —especialliénSouth.”

The strategic intent of Fair Trade, according tblE; is to work with marginalised
producers and workers, thus helping them to pregresn a condition of vulnerability to
“security and economic self-sufficiency”. Anothertantion of FINE is to empower
producers and workers to play a wider role globallyorder to gain greater equity in
international trade. (Bowen 2001, 24-25.)
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The aim of Fair Trade is, in a general senseattigipate in the reduction of poverty in
the South and to restore the producers’ dignity. Feade enables communities to play
an active part in their own development as theesysts built upon the producers’ skills.
The above mentioned aims are reached by offeripgotected market to marginalised
producers and assisting them in establishing capa@nd skills needed for entering the
mainstream export market. (Bowen 2001, 24 — 25.aMiie Fair Trade movement wants
to point out is that mainstream business needke tasponsibility for the entire trade
and production process, from producer to consuiMrat need to be reported are not
only the economic effects but the ecological conseges and the social effects on each
participant of the chain as well. (Bowen 2001, 40.)

The most essential characteristic of Fair Tradslpets is their high quality. Today the

variety and range of Fair Trade products is alsweiasing rapidly. From being almost
exclusively about handicrafts, Fair Trade todaygesnfrom jewellery and household

items to food items such as bananas, coffee arat.skgir Trade offers a range of 5000
to 7000 different products globally (Bowen 2001).3the Fair Trade supply in Finland

includes nine products; bananas, coffee, tea, ¢adwzcolate, sugar, honey, pineapple
and oranges (Reilun kaupan edistamisyhdistys 2004b)

2.1.2 Fair Trade criteria

Both sides of the Fair Trade partners have agteedertain criteria. The minimum

criteria for the Fair Trade producers of the lesvedoped countries, is that the
functioning and decision-making takes place in amaeatic way within the

organisation. For the Fair Trade organisationshaf advanced world, the minimum
criteria are: to provide direct access to markgtseducing the number of middlemen; to
pay a fair price in order to cover the basic ne#fdbie producer; to offer the possibility
of advance payment thus avoiding the producensdgihto debt, and finally, to establish
long-term relationships with the producers. Iniadd to these basic criteria, a number
of other elements are usually agreed on as welh bo behalf of the producers as well

as the Fair Trade organisations. (Bowen 2001, 25.)



The activity of the producers should be sustamabbth in an economic, environmental
and social sense. It should provide acceptable imgrkonditions and assist in the

development of the community, e.g. by creating j§Bswen 2001, 25.) Where possible,

the core ILO (International Labour Organisatiomnstards have to be respected and
followed, as in the case of plantations. The agtior its outcome should not jeopardise
the local markets but producers must find a baldmewveen exports and the local

market. Finally, what should also be aimed atthigt as much as possible of the
production process would happen in the region, roleoto gain the highest possible

return on sales and to acquire new skills. (Bow@®dil2 26-27.)

Additional principles with regard to the Fair Teadrganisations concern issues such as
providing finance, assistance and training forrtre¥ginalised producers. They shall also
take part in the promotion of Fair Trade. (Bowe@2(28.) In case of failure to meet all
or some of the criteria, the producers are notudibfied as Fair Trade partners. The
diversity of products and producers and their gjp@mal environment, demands a 'case
by case basis’ approach. The scenario where thldupeo groups aim towards fulfilling
these criteria and the ‘advanced partner’ assisthis evolution is more important than
that it is already at the ’optimal position’. Hovey the Fair Trade label should act as a
guarantee for the consumers, ensuring that therieribf Fair Trade have been met.
(Ibid.)

2.1.3 Fair price

"The Fair Trade price should cover the full cospaducing the good, including
social and environmental costs. This price mustsbifficient to provide the
producers with a decent standard of living and agmafor investment in the
future.” (Bowen 2001, 29.)

Generally, the producers set their price or ghesrtcalculations, which are then accepted
by the importing organisations. In cases where phiee is set on international
commodity exchanges, the international price anquleanium is paid by the Fair Trade
movement. A minimum price is always guaranteedheut regard to the whims of the
market. Liberal economists fear that this interi@ntvill lead to increased production of

already over-supplied products. (Bowen 2001, 29.)
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However, as Brid Bowen (2001, 29) points out: 8erice from over 40 years of fair
trading suggests that very few producers have aguhmproduction due to the higher
price paid — given the tiny parcels of land thegg®ss and the lack of working capital

and resources, it is almost out of the question.”

2.1.4 Benefits for Producers

Fair Trade offers the producers direct access adkets, which, in turn, often leads to
producers building up outlets, visiting businessrsfaand commercial traders and
connecting with the European market independeifitlis development is supported, as it
helps avoiding an ’'over-dependence on the Fair dragstem’. (Bowen 2001, 31.)
Despite getting producers of the less developeddwmor contact with the European
markets, Fair Trade also encourages contacts iweket the producers of the less
developed countries, which gives them the chandeain from each other and thereby
also decreases the over-dependence on the advavarddl (lbid.) A fair price is
guaranteed and the extra premium paid goes to wdratee producer finds of value.
However, it should be allocated so that the comigumenefits from it. Most of the Fair
Trade producers sell only part of their total prctthn to the Fair Trade market and the
rest is sold to the mainstream market accordintheéousual selling conditions. This on
the other hand means that availability of prodtectsiddlemen is reduced, whereby they
have to offer higher prices in order to get adeguptantities. What is probably most
valued by producers is the possibility to get adeahpayments as well as the guarantee
of payment. Assistance offered in terms of e.ghnemal assistance and training and
research to develop ecological products as welbass offered to expand the products,

are also of great value to the marginalised produ¢Bowen 2001, 31-32.)

2.1.5 Trends and Perspectives for Fair Trade

An EFTA survey shows that Fair Trade is growingngicantly. In 1998, a survey
estimated that the turnover of Fair Trade in 160gaan countries counted for more than
200 million euros. An update on that survey in 20@dve the figure over 260 million
euros, which means an increase of 30% during tBgsars. (Bowen 2001, 33.)



There is also an increased awareness of Fair Teladehe consumer behaviour patterns
and changes in society all favour the idea of Hamde. In the UK, 86% of the
consumers says they are aware of Fair Trade and @8%e consumers affirm being
willing to pay a higher price. (Ibid.) Recently Fairade has also been put on the
political agenda, both at a national and a Europea&l (Bowen 2001, 34). In Finland
this was seen for instance, at the president’s @nimdependence Ball, whefairly
traded coffee was served. According to Bowen (2@%),the success of Fair Trade in
the recent past is, to a great extent, "attribtetvo other complementary developments
— the proffessionalisation of the movement, and @heergence of a strong European

dimension.” (lbid.)

The success of Fair Trade products is growing lotRinland as well as around the
world. According to the first estimates there wasiacrease in sales of about 30%,
which is about 10% more than the previous year&imfand the turnover of Fair Trade
products was 7.5 million euros in 2003. (Reilunpau edistamisyhdistys ry 2004d.) The
professionalisation has taken place at a numbelewdls. Investing in building up
production and managerial capacity of the produbassled to improvement in quality
and choice of products as well as improved efficyeaf production. A great effort has
been put on the marketing of Fair Trade and theganaf Fair Trade has changed, it
reflects trends in mainstream business and itsgyegecognisable to the public through
common names, logos and packaging. The establighwfeicuropean Fair Trade
networks has reinforced national initiatives to fpssionalise and expand the market.
Increased centralisation of decision making on slagjon on trade and increased
competition at the retail market led importing dabelling organisations to establish
their own European co-ordinations, such as EFTAMSEand FLO. (Bowen 2001, 35.)

Although the success of the Fair Trade movememeimseobvious, it faces great
challenges. The producers of the less developedtiges still need to expand their Fair
Trade market in Europe, both in order to supplyggér part of their production as well
as to 'give access to other Fair Trade producefBowen 2001, 36.) The figures show
effective growth in Fair Trade turnover. Howevéristis mostly the case in areas where

the concept of Fair Trade is fairly new.
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In countries where the concept has already existed number of years, the growth rate
has slowed down, in some parts even started tande@ome of the factors that make it
difficult for Fair Trade to expand, are the multioaal companies and their marketing

strategies as well as port regulations and fastinamges. (Ibid.)

2.2 Fair Trade in tourism

Fair Trade in tourism derives from the presumpttbat it is possible to share the
benefits, and disadvantages, of tourism in a muohenfair way than what has been
done, observing both the economic, ethical as allhe environmental points of view
(Avara Maailma 2004). Fair Trade in tourism is até® of the key aspects of sustainable
tourism. The aim of Fair Trade in tourism is “to>xmaise the benefits from tourism for
local destination stakeholders through mutually diieral and equitable partnerships
between national and international tourism stakadrsl in the destination”(Tourism
Concern 1999, 2).

2.2.1 Tourism as trade

Tourism is an “invisible export industry” which \mes that there is no tangible product to
deliver. In tourism, just as in banking, the consumpllects the service personally from
the point of production. Thereby, there are nodifesight costs outside the exporting
destination’s boundaries unless it owns the tramapon used. This is extremely unusual
in less developed countries and thus tourism & ‘ode on board” (f.0.b.). In advanced
countries on the other hand, the exporting couaftgn owns e.g. the airline and thus
tourism is sold both f.0.b. and c.i.f., which ind&s cost, insurance and freight.
(Mathieson and Wall 1992, 38.)

Tourists need auxiliary goods and services whiégisg at a destination. These include
transportation facilities, water supply, seweraggeims and retailing and they need to be
created, further developed or imported, dependimgazessibility. Tourism is a
fragmented product and it is a very precarious gxpeing sensible to external forces,
highly elastic pricing and income as well as depenadn seasonal changes. (Mathieson
and Wall 1992, 38.)



2.2.2 Defining Fair Trade in tourism

Fair Trade in tourism values indigenous host comties and supports their
participation in the process of tourism developmesiether they are involved in tourism
or not. Fair Trade in tourism can consist of aregnated development process in the
destination, it can be a corporate ethical codegaate partnership agreement or it can be

an actual certified Fair Trade product. (TourisrnGarn 1999, 2.)

In order for Fair Trade to achieve a better egfotydestination stakeholders, change is
necessary in many levels, including internationaldé agreements, in the tourism
industry, in destination government policies, innsemer behaviour and among
destination community stakeholders. This diversisarly shows that there is no single
way in which Fair Trade should or can be impleméntetourism. A general framework

can, however, be set up as a guide for best pea¢thud.)

As Fair Trade in tourism strives towards makingri@n more fair, it prioritises the
following groups in the host destinations; groupghwno previous influence in the
process of decision-making concerning tourism, gsouhat are discriminated or
disadvantaged economically or socially, especialyough tourism developments,
groups that would commit to the market but lackhtecal and organisational support,
groups involved in new tourism-related initiativasd finally, groups that are employed
in tourism. (Ibid.) Thus, the beneficiaries of Faimade in tourism are supposed to be
those that need the support the most; the locahuamty stakeholder groups. Many of
these would not be able to function without thepgupof Fair Trade organisations.

2.2.3 Main criteria of Fair Trade in Tourism

The main criteria of Fair Trade in tourism haveseut together by members of the
International Network on Fair Trade in Tourism. Yhepresent the result of a “long-
term international multi-stakeholder process”, whixcluded mass tourism operators
and governments. (Tourism Concern 1999, 2.) Thignad¢hat the criteria cannot be seen
as definitive, but they are a part of a process aifiek a basis on which to develop

benchmarks and indicators. (Ibid.)
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The criteria can be divided into five groups; Feiade partnerships between tourism and
hospitality investors and local communities, Fhiare of benefits for local stakeholders,
Fair Trade between tourists and local people, Baid sustainable use of natural
resources and finally Fair wages and working coowlt (Tourism Concern 1999, 3.)
These criteria will be dealt with in more detaildye.

Fair Trade partnerships between tourism and hospitity investors and local
communities include six major areas. The consultation and natyoh should be
equitable and it should take the interestsalif local community stakeholders into
account, whether involved in tourism or not. Theibass operations’ transparency and
accountability should be environmentally and sdgishudited. Locals, including
indigenous people, should be employed in orderttiem to be able to develop their
human potential. Training for managerial positiegh®uld be offered and the investors
should be made aware of relevant regulations, hatlonal and international. Finally,

anti-corrupt practices should be encouraged. (fauoncern 1999, 3.)

Fair share of benefits for local stakeholdersin other words “reduction of leakages —
increase of linkages” is divided into nine levelfie main point is a fair price, which
should be a result of negotiations with local sigypl covering the ‘costs of production’.
(Tourism Concern 1999, 3.) Fair competition and aédocal products and material
should be stimulated as well as fair distributidmevenues, ensuring that the return from
tourism benefits the destination. Foreign investsisuld be able to adapt to the tax
regulations of the destination and the “transfercipg policies of transnational
corporations should be reviewed to ensure adedjabity”. Information and education
that are a part of the marketing process to thewner should be open and transparent.
This in two ways; the way in which locals gain biisefrom the tourist activity, and the
way in which tourists can assist in increasingréspect for the socio-cultural, economic
and environmental priorities. (Tourism Concern 199 Fair share of benefits for local
stakeholders also means taking into account angecéag the cultural assets of the
destination. This means that for example the manfedf the destination has to observe
intellectual property and human rights, sacred ssind traditional community
livelihoods should be protected from tourism depelent and local communities

involved should be consulted before using theséofarism purposes. (Ibid.)
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Fair Trade between tourists and local peoplénvolves a mutually beneficial exchange,
which can be achieved through informing touriststlsat they become responsible
travellers that value and respect the culture #reyvisiting. The tourists should also be
paying a fair market price and the locals on theephand should charge a fair market
price. (Ibid.)

Fair and sustainable use of natural resourcegvolves researching and investing in
environmental protection, implementing measuresravipg the local environment,
adhering to national and international conventi@m&l finally consulting the local

community. (Tourism Concern 1999, 3-4.)

Fair wages and working conditionsrefers to wages and working conditions that reflec
appropriate international labour standards, fornga considering minimum wages,

health and safety and child and slave labour. (Jbid

2.2.4 Fair Trade in tourism today

The most essential issue that came up in a discussgarding Fair Trade in tourism
with Mari Mero (12.5.2004), the chairman of Reilifatkailun Yhdistys ry (a Finnish
association for Fair Trade in tourism) was the that Fair Trade in tourism today still is
‘under construction’. Tourism Concern’s mission whas establish principles and
guidelines in order to develop certified Fair Traderism products but the situation did
not proceed any further due to lack of funding aesburces. According to Mero, what
should be developed are ‘fairly traded tourigraducts, as opposed to e.g. certified Fair
Trade tour operators. The products would be mosédyeaonitored and easier to certify.
A tour operator, on the other hand, has quite addéferent products on offer, some of
which are more fair than others. (Mero 2004.) Mdero suggests, as one possibility, a
network of fairly traded tourism products to beagdished in a period of approximately

ten years.

It is crucial to once again emphasise the fact thare are no certified Fair Trade in
tourism products or businesses today and thatTFade in commodities is not identical

with Fair trade in tourism in any way.



3. ECONOMIC IMPACTS OF TOURISM

The impacts of tourism can be said to be more tharoutcome of a certain tourist event
or facility. Impacts appear as modified human bethay originating from the
“interactions between the agents of change andubesystems on which they impinge”
(Mathieson and Wall 1992, 14). The links betweea dhfferent categories of tourism
impacts; economic, physical and social are vergecland thus interpreted and indicated
complex and difficult to measure and plan (Mathresad Wall 1992, 24). The tolerate
limits of a destination area’s carrying capacitgncerning the economic, physical and
social sub-systems, determine the dimension arettéin of the tourist impact. These
limits have been exceeded when the impacts becagatine. (Mathieson and Wall
1992, 34.) When compared with physical and socmgdacts of tourism, the economic
ones are relatively easily measurable. This is lzghe physical and social impacts are
often composed by intangibles and incomparabless thard to quantify or analyse
numerically. (Mathieson and Wall 1992, 36.) Onetbé key issues arising when
discussing economic impacts of tourism is scalesda2003, 35-36). And as Douglas
Pearce (1989, 186) notes: the size, diversity dadity of an economy together with the
degree of tourism, local participation and exterinfluences will further influence the

impacts of tourism on a destination.

The impacts studied here, shall be those of ecanwnpacts. However, what should be
kept in mind is that all of the factors above areiwoven in real life and the economic
impacts affect and are affected by the naturalrenment and the socio-cultural factors.
Thus, tourism impacts are not only social, envirental or economic, but there are
many inter-related levels. (Mason 2003, 27-28.) €henomic impacts are particularly

obvious in less developed countries (Mason 2003, B6éwever, there seems to be a
trade-off situation, where the positive impactswrigh the negative ones. (Mason 2003,
29). In general, the study of economic impactstbeaded to have a more positive point
of view, focusing on the number of benefits thatirtem can bring although these

benefits have been accompanied by a number cdéashieson and Wall 1992, 91-92.)

The thesis aims to view the economic impacts ofisoufrom both perspectives.



3.1 Tourism and economic development

The benefits and costs of tourism developmentdéferent in different areas. Some of
these are characteristic of the changes in thendéish area’s economic structures and
geographical locations, the most obvious differebegng that between less developed
and advanced areas. In less developed countridewbkeof income is usually low, the
distribution of income and wealth is usually uneveahere are high levels of
unemployment and underemployment, the industrigeld@ments are barely existing,
there is a strong dependence on agriculture andehgce and manufacturing industries
are usually under foreign ownership. These faatarsalso be associated with disparities
in wealth between less developed countries, a derable leakage of profits, high
inflation and a lack of foreign exchange. Manylod factors mentioned above do trouble
advanced countries as well. However, the reasamsiswally other kinds of economic
factors. It is also clear that increased tourigteexliture and foreign investment has quite
different effects in terms of scale if injected @oless developed as opposed to an
advanced economy. (Mathieson and Wall 1992, 40gweéver, not only the economic
development of the destination, but also the soafdeurists and investment, influence
the directions of monetary flows, distribution aériefits and employment and income
characteristics. (Mathieson and Wall 1992, 40.)

Tourism is relatively new in less developed coestrbut it has expanded rapidly over a
short period of time, thus heavily burdening thealanfrastructure and human resources,
not always in a positive sense. However, theredssare to transform from a traditional
agricultural economy into an industrial economyorder to develop economically. This
would however require vast amounts of capital ardign earnings or loans, which the
less developed countries are unlikely to posséss their governments have turned to
tourism, as a fast way of acquiring the revenualeddor industrialisation. Supporters of
tourism development in less developed countries ialdicate that tourism despite these
positive impacts also would lighten problems of arrbunemployment and provide a
substitute for traditional exports facing less secfutures. These kinds of arguments
have lead to the fact that, especially among petiakers in less developed countries,

tourism is seen as a viable strategy for economae/th. (Mathieson and Wall 1992, 41.)
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Developing tourism in less developed poor coustigealso appealing since the profits
usually are higher for the industrialists herepases tend to be a lot cheaper due to the
low standard of living (Krippendorf 1987, 50). Gmetother hand, when compared with
export of primary products, tourism does have apamative advantage in that the host
destination has more control over pricing and titnesdeveloping country is not subject
to the whims of commodity exports. Compared witlv raaterials, tourism is also more
income-elastic, as small increases in income of ghtential tourists might lead to
considerable growth in tourist arrivals and tounsteipts thus favouring the less
developed countries. (Mathieson and Wall 1992, 83-4

3.2 Measuring the economic impact

The economic impact of tourist expenditure canchleulated by using the multiplier

analysis whereas estimating the economic impactoofism development projects,

project appraisal techniques such as cost-benwdilysis are more appropriate (Cooper,
Fletcher, Gilbert, Wanhill and Shepherd 1998, 13However, as the black or grey

turnover is relatively high in many less develogedntries, the actual economic impacts
of tourism are quite hard to measure. In a blacnhemy a considerable amount of the
income from tourism does not flow through the adfficchannels. (Ratz and Puczko
2002, 65.)

Christopher Holloway offers four ways of measurthg economic impacts of tourism,

that is, the effect on income, employment, the 'arbalance of payments and finally the

effect on investment and development (Holloway 19%5.

3.3 The positive and negative economic impacts afurism

Ratz and Puczkd (2002, 98) distinguish betweennigative and positive economic

impacts of tourism as illustrated in Figure 2 ba following page.



POSITIVE IMPACTS NEGATIVE IMPACTS

- Increased employment - Seasonal employment, high
opportunities fluctuation

- Multiplier effects - Migration

- Developing of infrastructure - Inflation

- Increased prices (e.g. land) - Increased prices (e.g. food)

- Import increase (e.g. developed - Increased imports of products
technology) replacing domestic

- GDP/GNP increase - Constrained development

- (Additional) income - Dependence

- Regional development, - Increased regional inequalities
decreasing inequalities - Changed economic structure

- Changing the economic - Disappearance of traditional
structure activities

- Supporting traditional activitieg | - Elimination costs of negative

- Increase of foreign exchange effects

- Increased tax income - Saturation of infrastructure

- Involving external sources - Increased governmental

- Widening of the scope of expenses
services - Income and labour leakage

- Increase of entrepreneurial - Remaining / increased black
spirit turnover

Figure 2. Economic impacts of tourism (Ratz and Puczko 298p,

No distinction has been made in the discussiompasitive and negative impacts of
tourism that follows, as the impacts are intereglafTaking employment as an example,
as Figure 3 shows, employment can have both pesdivd negative impacts. It is
positive that locals are employed, however, emplayinin tourism is usually seasonal,
and as people choose to work in the tourism inglusther sectors might loose out and
perhaps vanish, thus also leading to socio-cultanal perhaps environmental impacts.
The positive and negative impacts of tourism wél discussed in further detail in the

following sub-sections.

Balance of payments

“The balance of payments account is a record oh@mic transactions during a period
of time (usually a year) between residents of tentry in question and the rest of the
world” (Mathieson and Wall 1992, 54).
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The income a country gains from tourism can helpdlance the national balance of
payments. This is considered important as the cpuien gains foreign, or hard,
currency. Effects on the balance of payments ansidered the most known economic
impacts of tourism. The balance of payments accowitdes the value of all goods,
gifts, loans, foreign aid and gold that comes inleaves the country as well as the

connections between these. (Mathieson and Wall,12854.)

Tourism effects the balance of payments in two syaffects within the country and
effects on international tourism. This is usefulkioow in order to calculate foreign
earnings in the balance of payments and compane With the costs. In other words it is
useful in the sense of knowing if more money ivileg the country than what is earned
from international tourism. (Mathieson and Wall 29%4.) The amounts spent on
international transport are however not includedgas of the income generated from
tourism in the balance of payments. This is mauhle to the fact that the transport
companies usually are registered in the countrgegdarture, whereby the destination
may not account for the amount spent on transgoih@me. (Ratz and Puczkd 2002,
66.)

The effects of tourism on the balance of paymeras also be divided into three
categories; primary, secondary and tertiary effette primary effects are direct and
comparatively easily measurable. They concern ttteiah consumption by foreign

tourists as well as the consumption of the coustoitizens abroad and occur only when
international boundaries are crossed. The secondady tertiary effects are more
complicated and hard to measure. The secondargtetiee divided into direct secondary
effects, indirect secondary effects and inducedorsg@ry effects. Direct secondary
effects involve, among others, imports, commissitmgravel agents and outflows in
terms of e.g. dividend payments to foreign investgAirey 1978, 4-5.) The indirect

secondary effects include secondary transfers mialintourist expenditure. Induced

secondary effects involve the proportion of paymmergmitted abroad in terms of
expatriate labour. The tertiary effects are thevfiaf currency that are not set up by
direct tourist expenditure. (Ibid.) They involver fexample products that have been
imported for travelling abroad; such as suitcasewall as the investment opportunities

that tourism creates (Ratz and Puczkd 2002, 63).



The expenditure by overseas visitors in the cqutdgether with the expenditure by
residents abroad is considered to be the travelumtoor travel balance and the results
are compared in order to determine which numbéarger. The tourism balance on the
other hand, takes into account “all readily ideakfe items of international visitor

expenditure”. The travel account might be of useemvipreliminary assessing the

involvement of a country in international tourisfiathieson and Wall 1992, 56.)

Currency flows

International price and currency controls suclt@sency restrictions — in terms of the
volume that can be taken abroad, import duties expbrt taxes can manipulate the
volume of tourist traffic (Mathieson and Wall 199@®). The direction and dimension of
currency flows are determined by factors that nalkedifference between gross and net
foreign earnings. When supply and demand is st#indy,include théendency to import
expatriate labourandthe nature of capital investmer{Mathieson and Wall 1992, 59-
60.)

The propensity to impotakes every unit of tourist expenditure that isveto another
area to purchase goods or services into accounthaisdshows the likelihood of leakage.
The imports can be either direct or indirect anel @sually influenced by the importing
country’s size and development status as well agsbiynport policies. (Mathieson and
Wall 1992, 60.)

When the ‘home country’ is unable to supply tHeolar domestically, it needs to employ
expatriate, foreign, labourThe amount of leakage from the exporting coungrjarger

when the total expatriate earnings are high. (Maibm and Wall 1992, 61-62.) It is
generally thought that most of the tourism-reld&dmbur is semi-skilled or unskilled, thus
it would seem as if the less developed countriesildvgpossess their tourism labour
domestically and thereby not be in need of expasiarhis again would save them from

the outflow of currency in terms of remittance pays. (lbid.)

Particularly in less developed countries foreigapital investmenthas been a very
common feature in the tourism industry. It is aufe®f two major conditions; the
encouragement of foreign investment in early tonrgevelopment and the rise of the

multinational corporations and it has lead to Hedgkage. (Ibid.)
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Tourism and the gross national product

The economic impacts of tourism to a country carassessed through the gross national
product, GNP. GNP is calculated by estimating siuexpenditure, both domestic and
foreign, and subtracting the products and servioasght by the tourist sector. The
payments by foreign tourists are considered asigiorexchange receipts. The GNP
amount comes from the total tourist consumptiomusithe costs of servicing these
tourists. For the countries with low levels of datie tourism, this mode of measuring is
more interesting than that of domestic and intéonat tourism together. This concerns
less developed countries in particular, as theldeskedomestic tourism usually are quite
low. (Mathieson and Wall 1992, 63.)

Economic multipliers

Respending the incomes and thus creating additinname is known as the multiplier
effect. This process of respending goes on, ulitihaney has leaked away. A definition
of the multiplier effect could be as proffered byatieson and Wall (1992, 64): “the
number by which initial tourist expenditure mustrbeltiplied in order to obtain the total
cumulative income effect for a specified time pdfioThe size of the multiplier is
different for different countries and regions ahdepends on their economic base. Other
factors influencing the multiplier are: the quantif imported goods and services for the
use of tourists, the propensity of locals to usparted goods and services as well as the
inclination of locals to save. The multiplier issavhen the levels of import and thus the
leakage of money, is high (Mathieson and Wall 199265). Income multipliers are
useful when assessing the short-term impacts aistouexpenditure (Mathieson and
Wall 1992, 71).

Tourism interaction occurs when tourism produats @mansferred from enterprises to
customers. The money that circulates here showsdlliene of the interaction. The stage
for economic interaction is the locality or settimgere the tourism operations take place.
This setting will contribute to the economic intgfans as a number of intermediate
factors. The outcome of this economic interactisnthat the setting and the actors
modify each other, as can be seen in Figure 3 eridifiowing page. (Ratz and Puczcé
2000, 101.)
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Figure 3. Model of the economic impacts of tourism (RatzRnczko 2002, 101)

Another way of seeing it is that “the spendingafrists in a given region induces
income and leakage, which results in further incame leakage”. The multiplier shows
the share of total income “generated in the econbyng unit of tourist expenditure”.
(Ratz and Puczké 2000, 80.)

Income generation and the distribution of touristspending

Tourism is very flexible concerning price and inm and decisions are heavily
influenced by minor changes in price and income.pAse elasticity has frequent and
immediate effects it is more easily recognisablentlthe elasticity of income. These
changes are more progressive and the effects dpribendentified after a certain period
of time. (Mathieson and Wall 1992, 39.)
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The total income earned from tourist spendingraases when the area of measurement
is extended. This is due to the fact that leakageduced and thus reflects the ability of
a larger area to supply the goods and servicesedeatstead of importing. (Mathieson
and Wall 1992, 73-75.) Some of the tourism induséistablishments are totally
dependent on tourist spending, whereas otherspaitsfd from the local residents and
thus gain only a small part of their revenues ftoorism. Governments get income from
tourism through direct taxation on tourist manpgweurism and transport entreprises,
fees and service charges, as well as from indt@dtion on customs duties, goods
consumed by tourists, interst and loan repaymesntw/ell as from revenue gained by

government-owned or financed tourism enterprigdsd.)

Employment

Tourism employs more and more people in the lesgldped countries. However, they
are mostly employed at the lower performance lewebrder to keep the salaries low.
The managerial staff is on the other hand brougti the multinational corporations.
Thus the income from tourism is not sufficiently te grow in the destinations. (Hemmi
1999, 22.) However, it is generally agreed thatison does create employment and that

this is a beneficial impact (Mathieson and Wall 2987).

There are three different types of employmentrefieby tourismDirect employmenis
employment at tourism facilities, resulting from utist consumption. Indirect
employmentis also a result of employment in the tourism $ymector, however not
directly resulting from tourist expenditurénduced employmenbccurs as additional
employment resulting from tourism multiplier effect(lbid.) To a certain extent, the
impacts of employment and income are related &stlimdirect and induced effects can
be distinguished in both cases. There is also aamion between increased income and
increased employment, although the pace of grosvtiot necessarily of equal standard.
The type of tourist activity influences the effecis employment, as different types of
tourism are labour-intensive at different levets; éxample the accommodation facilities
employ a large number of labour force at destimstiand thus often require greater
amounts of capital as well. (Mathieson and Wall2,9%-81.)
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Effects of employment are also influenced by theal skills and the employment
structure as well as the seasonality of employnodéten thought of as disadvantages.
(Mathieson and Wall 1992, 79-81.)

The employment effects of tourism are often irblesior covered as tourism might
employ people from other sectors or people thatlavoot otherwise be considered to
belong to the available workforce, thus it is diffit to measure and see the real impacts
tourism has on employment. The seasonal employmeayt also attract people away
from full-time employment whereby non-tourist inthisss might be discouraged from
stationing in the area. Generally, it can be sé#idt tthe fact that tourism creates

employment is beneficial to the economy. (Ibid.)

Entrepreneurial activity

Co-operation and linkages between the local erdgrequrs of tourism and the tourist
sector depends on the demand of different typesigly and produce and what kind of
capacity the local suppliers have to meet theseaddm It also depends upon how the
tourism industry has developed in the area andkithe of development that has taken
place. (Mathieson and Wall 1992, 82.) It is impottdoat the tourism industry is serviced
by local producers in order for the local economypénefit. In order for this to happen,
the linkages between the local entrepreneurs shmuktrengthened. Just as employment,
local entrepreneurial activity is seen as beingefieral for the economy, it is regarded as
a positive impact of tourism activity, one indirdinefit being the improved economic
and social services. However, the direct profitedtéo benefit only a minor part of the

local community. (Mathieson and Wall 1992, 85.)

Opportunity costs

It is commonly known that tourism involves oppaity costs, although they are not
easily defineable (Mathieson and Wall 1992, 86).eWllestination areas invest in the
development of tourism, they rarely consider whe same resources could provide
when invested in another industry. Thus what ndgedse researched is “the relative
economic benefits of investing in tourism as opposeinvesting in another industry”;

these are the opportunity costs. (Mathieson and Y282, 86-87.)



In order to measure the opportunity costs, thesipdgies that have been relinquished
when choosing tourism should be carefully examireedlined and valued. Because of
the difficulty in measuring and seeing these cdsisy are often forgotten, thus leaving
the economic impacts of tourism look more benéfitian they perhaps are. (Mathieson
and Wall 1992, 86-87.)

Overdependence

When destinations become overdependent on toutisey, make themselves vunerable
to tourists’ changes in demand. Tourism is a seesihdustry and influenced by change,
both domestic and international. The change canpoeinend changes in price and
trends, political events and political unrest adl we accessibility of electricity. Areas
with political unrest have lost out on tourists,amthoose to travel to other, more stable
destinations. In order to avoid economic disturleadue to changes in demand, tourist
destinations should promote a diversified tounsiuistry and base economy. (Mathieson
and Wall 1992, 87-88.)

Inflation and land value

The changes in land-use patterns from an agri@llgociety to the tourism industry
introduces modified land-use patterns as tourisoneases land prices as a result of
competition and thus encourages sales. This méatsmall units of land are sold at
high prices thus contributing to inflation. Thidexdts young residents when they try to
buy land. Simultaneously self-sufficiency is deseth and dependency on national and

international economic conditions is increased.tfson and Wall 1992, 85-86.)

The consequences of inflation might arise in mdifferent ways. Rich tourists buy

products at higher prices and when the suppliaabseethat this increases their profits,
they raise the prices further. This means that @mgs servicing tourists easily can
compete with those servicing the local populatidtathieson and Wall 1992, 88.) As a
consequence however, the locals are forced to pang mnd maybe even have to go
further away in order to get what they need, asldlcal enterprises concentrate on a

more limited range of products. (Ibid.)



Seasonality

As the tourism product cannot be stored and iblfiigeasonal, it needs to earn enough
during high season in order to fight and survive decline during the rest of the year.
This also has obvious implications for employmerd amvestment. (Mathieson and Wall
1992, 38.) The seasonality of tourism leads tovésidin between high- and low season.
Take the hotel sector as an example. Some of ttedshare closed during low season,
whereas others suffer great losses in income. (kah and Wall 1992, 88-89.) As

fixed costs cover a big part of the total costs, libtels try to ensure as good as possible
incomes. The accommodation sector is however netamly sector suffering from
seasonality. Tour operators face reluctance fromside investors to get financially
involved in marketing seasonal enterprises. Thislead to the fact that local investors

are carrying a much bigger financial responsihilitiid.)
Leakage

Réatz and Puczko (2002, 82) define leakage asritiiah processes through which less
money gets back into the economy”. Leakage occuwmlynin two different ways; as
import or export leakage. When tourists demanddsteds that the host country cannot
supply, import leakage occurs and this especialliess developed countries. As import
IS necessary, most of the income from tourist edfiare leaks out of the country in
order to pay for the imports. According to UNCTANEP 2004) import-related
leakage for less developed countries and smallauoms is on average between 40%
and 50% of gross earnings whereas the same figureadvanced and diversified
economies is between 10% and 20%. Export leakagar®avhen foreign investors,
financing resorts and hotels, collect their profigek to their country of origin. This is a
substantial part of the leakage that occurs in tesseloped countries as multinational
corporations are the only ones there with enougpitalato invest in tourism
infrastructure and facility construction. (UNEP 200The main argument for tourism
development in less developed countries has besrotforeign exchange. However, it
seems as if those countries that need the forexghamge make the lowest profits.
(Krippendorf 1987, 47.) As they are the least depetl ones, they are also the ones that
need to import the most. The most extreme casew shat 80 to 90 percent of the
foreign exchange leaks out before any improvemeane taken place. (Ibid.)
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Capital investment and development

Another factor why the money does not reach thalleconomy, is that the governments
of the host destinations usually offer tax-freerspw foreign developers and investors
and thus the income they gain form their all-inclagesorts, leak out of the country and
the local economy gains very little. As an examjilbas been estimated that 60% of the
£4 billion annual tourism revenue in Thailand leatee country. As the all-inclusives
are westernised from beginning to end, the toumlsid up spending their money in
western hotels, they consume western food and daimk thus the small amount of
money that actually reaches the destinations, méesdlves it again as profits to western

companies in terms of imports. (Tearfund 2002, 19.)

External costs

The development of tourism also impose other caststhe residents of tourism
destinations, such as increased costs of garbagdlilg and increased costs of
maintaining tourist attractions that have been dmday excess of the carrying capacity
and vandalism. However, there has been little siotbythese kinds of costs. (Mathieson
and Wall 1992, 89.)

In brief, the tourist system changes overtime Whineans that as tourist numbers
increase, the control by locals decreases thusasaorg the control by the tourism
industry which again leads to increased impactsg$ar 1994, 26-27).



4. METHOD

The empirical part of this thesis is a qualitatstedy comparing the products of two tour
operators in Finland. The aim is to find out théfedences between a regular tour
operator and a tour operator operating on a Faddmasis, especially with regard to
pricing and the distribution of money between thsthdestination and the tourist sending
country. The operators that have been studied armkomatkat and Peter Pan Maailma.
The interviewed persons are Kristiina Juvonen, parber and financial manager of
PeterPan Maailma and Tom Selanniemi, Manager fatatwable Tourism at Oy

Aurinkomatkat — Suntours Ltd Ab and Chairman of T®bur Operators’ Initiative for

Sustainable Tourism Development).

This chapter will start by briefly introducing tlehosen research method and research
objects. It will then cover the economics of topemation, in order for the reader to get
some understanding of the field, as well as aet laasis for developing a price structure.
Finally the interview questions will be presented.

4.1 Chosen research method

Qualitative research is by nature comprehensivguidng of information and the
research material is collected in real, naturalbiasions. It is not possible for the
researcher to achieve objectivity in the traditlosanse, as the researcher and the
information are linked (Hirsjarvi, Remes and Sag@aa2000, 160). What is typical for
gualitative research is the reduction of observatiofocusing on the essential and
combining ‘raw observations’ (Alasuutari 1999, 40jhat is essential for the success of
a qualitative research is rather the representas® of the sample than the size of the
research material. Interviewing is a good way dhgang information when studying a
topic that lacks much previous information. A négatside of interviewing is its
expensive and time-consuming nature. Furthermdrels icomplicated to analyse,
interpret and report the free-formed research natess no ready-made models are
necessarily available. (Hirsjarvi and Hurme 2008.) 3As Fair Trade in tourism is still
on a hypothetical level and a relatively new fiefdstudy where little research has been

done, the most suitable method for the researghastative.
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4.2 Chosen research objects

Tour operators are those intermediaries that gprland shape elements including
transport, accommodation and other tourist servangs then sell them, often as all-
inclusives and often through travel agencies, ® phblic. The basic elements of an
inclusive tour are aircraft seat, accommodatiodegtination, return transfer from airport
to accommodation, services of a tour operator sgmative and insurance. Optional
add-ins include car hire, excursions and eatinggéP2003, 186-187.) The fact that only
two tour operators were interviewed and studied mot affect the results greatly. The
Finnish tour operator market is relatively smaltlahe operators studied here represent
both extremes of the industry; mass and small sddle tour operators chosen for the
study of this thesis will be briefly presented belo

4.2.1 Oy Aurinkomatkat — Suntours Ltd Ab

Oy Aurinkomatkat - Suntours Ltd Ab was foundedl1li®63 and is today the biggest
Finnish tour operator. They carry 300 000 passengen40 destinations on an annual
basis, thus covering about 40% of the Finnish trerse Aurinkomatkat is part of the
Finnair Group and has a turnover of 195 millionosu2003). Aurinkomatkat has started
a programme for sustainable tourism and are a membelOl, Tour Operators’
Initiative for Sustainable Tourism Development. (hkkomatkat 2004b.) TOI has 25
members and together they service 35 million tesi@nually (Selanniemi 6.5.2004).

The mission of TOI is to “improve the sustainapilitf the tourism industry” (TOI 2004).

4.2.2 PeterPan Maailma

PeterPan Maailma is a small politically and religgly independent Finnish tour
operator. PeterPan Maailma has been operatingifiit gears and their number of
customers has been increasing steadily. PeterPaailn\da has approximately 300
customers per year. In 2003, 28 trips were soldthadsize of the groups varies from
four to fourteen. The turnover is approximately 30@0 euros. (Juvonen 7.5.2004.)
PeterPan Maailma state that they follow the basitcyple and criteria of Fair Trade in
tourism and a crucial part of their ‘travel philp$y’ is to buy the services in the

destinations directly from the locals. (PeterParailtaa, 2004a.)



4.2.3 The economics of tour operation

The typical cost structure of an inclusive tourluges three main inputs; transport,
accommodation and services. Costs will also amsdhe company’s headquarters,
including administration, marketing, reservations. eThe cost of commission and

service to retailers will also need to be met. (blohy 1998, 216.)

The most significant expense in tourist packagethé cost of transportation and thus
“the location of the tourist exporter in relation tourist-generating countries is a
significant factor in the total vacation packagstciructure” (Mathieson and Wall 1992,
47). Because many less developed countries lie great distance from the principal
tourist generating countries it is vital that th&orist products are sold at competitive
prices. As less developed countries seldom possessair carriers, they are forced to
rely on foreign carriers and are thus at a comparatlisadvantage; the carriers
demanding high prices whereas the receiving casitmeed to keep the prices low.
(Mathieson and Wall 1992, 48).

As can be observed in Table 1 on the followingepalye profits gained by tour operators
are relatively narrow, as little as one to three gent of revenue, when all the costs
(including agency commissions) have been coveréd i§ why the tour operators will
try to “top up” their revenue in some other way. esgle of insurance policies, additional
services such as excursions and car hire and tatimelfees. (Holloway 1998, 216-
217.)

There is a great financial risk that goes with toperation. Specialist tour operators and
major tour operators have different ways of cowgrithis risk. The specialist tour
operators deal with niche markets, use scheduledramsport and hotels for which
reservations may be readily cancelled if the mimmmumber of participants for the tour
are not met. The major tour operators on the ottzerd, try to secure their market

position through vertical integration and purchgsin bulk’. (Cooper et al. 1998, 264.)
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Table 1, the price structure for a typical masskaiinclusive tour, has been the base for
developing and comparing the price structure in d@halysis. Some points, such as

excursions and eating have had to be added.

Table 1.The price structure for a typical mass-market ische tour

| tem (%)
Price 100
Direct costs
Accommodation...........................40
Air seat (including tax).....................36
Transfers, excursions etc............... 2.
Agent’'s commission........................10
Total 88
Gross margin 12
Indirect costs
Payroll expenses...............ccccevvn
Marketing.......c.ccoveviiiiie 03
Office expenses.........cccvevvevviiennns 2
Total 9
Net income
Trading profit..............ccoeeiieiin 3
Interest on deposits......................1
Total 4

(Cooper et al. 1998, 266)

4.3 Interview questions

The interviews took place in Helsinki, May 200seTquestions of the interviews were
made with the objective to get answers helpingrtalyse the research problems and
answer the questions regarding the economic immddEsir Trade in tourism. With the
help of the answers, a comparison between the edonompacts of standard tour
operators as opposed to “Fair Trade tour operatwilt’be made. The questions aim to

develop a structure of pricing in order to find autere the tourists’ money goes.

The interviews that took place were semi-structurus offering the possibility to
develop the issues further. Both interviews surdmehthe same theme, Fair Trade in
tourism and the extent of fairness of tour operegio



The questions and answers are attached as Appé&naixd 2 (PeterPan Maailma) and
Appendix 3 and 4 (Aurinkomatkat). The results af thterviews will be analysed in the
following chapter, chapter five. The interviews weecorded and lettered and lasted for

approximately one hour each.
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5. ANALYSIS

This chapter will present and analyse the resafltthe interviews. Here the questions
have been divided into five groups in which thevegrs of both tour operators will be
analysed. The five groups are; fairness of operafiomonitoring of operations,

difference between “fair” and “standard” tour opgeérg, pricing issues and finally,

implementing Fair Trade in tourism. This divisiorakes it possible to compare the
answers of Aurinkomatkat and PeterPan Maailma.

5.1 Interview results

The price of fairly traded coffee for the Finnisfonsumer is at the moment
approximately 10€/kilo and ordinary coffee is abdub€/kilo. The producer receives
2,30€ (23%) directly of the price of fairly tradexffee and 0,67€ (about 15%) of
ordinary coffee. (Reilun kaupan edistamisyhdistys 2004a.) There is no such
comparison of tourism products yet, but it is hopleat the results of this thesis will
enlighten this issue to some extent. It is impdrtarpoint out the fact that the results of
this study will depend heavily on how the tour @ters claim they work. Thus the

results are not definitive and they do not necdgsairror the reality to 100%.

5.1.1 Fairness of operations

PeterPan Maailma originates in the owners’ interiegvelling among ordinary people,

locals, mostly at long-haul destinations. Thistatie is maintained in the business
operations and that is something Kristiina Juvo(ie6.2004) emphasises when asked
about the fairness of operations. The way PeteNPaailma operates today is how they
operated eight years ago when they started, aha Wwhen nobody talked about Fair
Trade in tourism. It came down to personal know-feod what was perceived as being

right as opposed to being wrong.

According to Tom Seldnniemi (24.05.2004) Aurinkakad does, to a certain extent
follow the basic criteria of Fair Trade in tourism.
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Aurinkomatkat is probably one of the leading conipa in adopting Fair Trade policies,
says Selanniemi, as they do not own their own anth@® properties they use in the
destinations, and they always try to make contradts locals. Aurinkomatkat has an in-
house policy to, as far as possible, primarily cactt locally owned hotels or
accommodation and secondly if none of these arelagle or the quality is

unsatisfactory, other hotels will be contacted. iAkmmatkat also relies on local
incoming-agents. Basically, as Selanniemi putshi, fairness of Aurinkomatkat is all

about partnerships.

PeterPan Maailma stays among locals when plantieg travels and they buy their
services directly from the local entrepreneurs, mpessible, thus spreading the income
more evenly. PeterPan Maailma on the other hand doe buy ready made incoming
packages offered by different travel agents or tperators at the destinations, but they
buy for example their accommodation directly frdme hotel owner. The way PeterPan
Maailma operates is, according to Juvonen (7.5.2QB4t the group leader or the guide,
“has the money in his wallet, walks with the graaghe village and buys the hotel, pays
the accommodation with cash, buys the food witth sl goes to the grocery store and
buys the lunchbox with cash”. On the question ofvhimng-term these kinds of
relationships are, Juvonen says that some have bsem for all the eight years of
operation, but what needs to be taken into accisutfiiat in countries like e.g. Vietnam,
“the next time you visit, the hotel that you've dsenight have changed owner or
completely disappeared’(Juvonen 7.5.2004). Thus, with regard to long-term
relationship, Aurinkomatkat is, in a sense, opatathore fair as locals are contracted for

the entire season, sometimes even a year.

Another factor that came up when discussing fagrafsoperations, was that PeterPan
Maailma supports the local villages and their snradlustries by showing them to the
tourists and giving the consumer the option to mfakedecisionsat the destinations as
well. “In a sense | see that our fairness also kénd of instructional education, and it
works for us as we have small groups and the cusware of a certain kind” (Juvonen
7.5.2004). By this she means that the small grauspseasier to influence. Usually the
people travelling with PeterPan Maailma are envitentally aware and realise the
limitations involved when travelling to less dev@atal countries.



Here, Aurinkomatkat has found it popular with sedtering apartments that make the
tourists enter the local economy, as they neediyotheir groceries themselves, or visit
local restaurants and cafés. The responsibilitthefdegree of fairness thus lies in the
hands of the consumer and whether they use Macl®ena the local small tavern is
their choice. (Selanniemi 24.5.2004.)

A Fair Trade allowance of $0,10/kilo of coffeepaid to the producer co-operative for
common social projects (Reilun kaupan edistamistigdiry 2004a). In tourism, what

could be the equivalence to this are donationsfarahcial support of the destination

communities. PeterPan Maailma avoids giving morgegueh, as it might always end up
in the wrong hands. On the contrary, they mighteikemple participate in getting books
to a local school. By ordering the books from aaldeookshop, income is generated to
the local economy and the books are delivered lisgueto the school children in order to
avoid “disappearance”. (Juvonen 7.5.2004.) Throd@i, Aurinkomatkat has some

specialised projects in certain destinations ansl & way of “channelling the money in

the tourism industry into projects that benefit foeure of tourism in that destination

(Selanniemi 24.5.2004).

5.1.2 Monitoring of operations

As Fair Trade in tourism is only yet on a concepstage, there is no monitoring of the
operations of PeterPan Maailma. Thus it is up ® ¢bnsumer to decide whether to
consider their operations as being “fair” or not fBe other hand, the travels of PeterPan
Maailma are also sold through Avara Maailma, adlagency whose travels are claimed
to be done in accordance with the fair trade ppiles. The owner is also the chairman of
Reilun Matkailun Yhdistys ry. This might thus infloce the consumer in the decision-
making process. However, in a sense, Aurinkomdtkat a competitive advantage in
that they are part of TOI, thus obligated to folloertain rules and their operations are,
through TOI, monitored by UNEP, the United NatioBavironmental Programme.
(Selanniemi 24.5.2004.)



5.1.3 Difference between “fair” and “standard” tour operating

PeterPan Maailma deals with small groups and tge et a grass roots level and has the
possibility to educate and inform their customéBeing a small, entrepreneurial tour
operator, we can afford to speak out and we are &ed now with our personal values,
as opposed to being a mass organisation, stayingpenbackground surrounded by
principles and statements” says Kristiina Juvoref.2004). Aurinkomatkat on the other

hand deals with large numbers of tourists who mingititbe as easily influenced.

Another difference between the two tour operatonscerns the price. Juvonen sees that
the reason for their prices being higher mostlyethels on the scale of their operations.
Tom Selanniemi (24.5.2004) explains that why Auoimiatkat can offer cheaper prices
is because they book the hotels in advance anthéentire season, thus they receive
discounts. At the same time Aurinkomatkat takeshaIrisk for the rooms they book and
thereby they are a kind of an insurance for theslhdft the season turns out bad. The
rooms that the hotel sells on top of those bookgdAbrinkomatkat are usually pure
profit. A small hotel normally makes the break-evéth the tour operator.

Another thing that needs to be taken into conatitam when comparing tour operators is
scale. Comparing Aurinkomatkat with PeterPan Maailon with a giant tour operator

such as TUI, will give completely different result3o quote Tom Seldnniemi

(24.5.2004):

“So because of the scale and because of the naeturar operations and maybe
because of the geopolitical and the cultural sibmaivhere we operate, we have the
possibilities in integrating also principles of &isability and fairness into the mass

tour operator market.”

Thus Selanniemi considers it possible for a mass dperator to integrate fair trade and
sustainability principles into their operations. s8ys it is not even that difficult and that
Aurinkomatkat regard them as an insurance for theré and business survival. What
should not be confused here are the mass tour topgrand the all-inclusive resorts
where the story is completely different. (Selanni2m5.2004.)
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All-inclusive resorts might be completely ‘Westised’ in that they are owned by
‘Western’ companies, the employ ‘Western’ peopld #rey import all the material they
need from ‘the West'. Being all-inclusives, therists pay for both accommodation and
eating to the ‘Western’ company, thus making sina the local economy does not
benefit, but the money leaks back to the ‘West'.

5.1.4 Pricing and the distribution of income

Tom Selanniemi (24.5.2004) points out that pricesvadays mostly are market-
determined, which makes it very difficult to buyr fess than the normal market price, a
price thatshouldcover all the costs. However, as the sector isdig competitive, this is
not always the case. Selanniemi sees that Aurink@nh&o a great extent provides their
partners with a fair price as he believes they wonbt continue the partnerships
otherwise. Selanniemi emphasises the fact thatnkamatkat has very long-term
relationships, some include over 30 years of cadatmn and in a sense this is a part of
the fair price. It is clear that a big tour operab@rgains for the price, which is not
always seen as fair. However, Seldnniemi pointstiatfact, that on an international
scale, Aurinkomatkat is a relatively small tour gier and does not have the power to
dictate the prices in any way, it is again rathemuastion of negotiations. (Selanniemi
24.5.2004.)

PeterPan Maailma determines the Fair Price asgbthie list price, thus they avoid

bargaining and discounting when using local sessieemd buying local products.

(Juvonen 7.5.2004.) When it comes to pricing issumegh Juvonen (7.5.2004) and
Selanniemi (24.5.2004) point out the fact that ¢hisran enormous difference in price
between different tours, depending on the destinatithe length of the tour, the services
provided etc.

The essential difference that came up when dismyisthe price structure was that
Aurinkomatkat does not include excursions or eatmgheir price, whereas PeterPan
Maailma does. There was also some difference inmevtie costs of the guide were to be
placed but surprisingly enough, the proportionhef air seat was almost the same in both

cases.



Tom Selanniemi explains this as being typicaltfer Finnish market, as sofar there has
been a monopoly situation with Finnair being thdyoleisure flight provider. The
majority of the European major tour operators a®m their own airlines, thus it is
easier for them to press down the costs. In Finléisgure flights are operated with the
cost structure of a scheduled airline and this make leisure flights so much more
expensive. The only way to press down prices inRimmish charter flight business is
through volume. (Selanniemi 24.5.2004.)

The pricing issues will be discussed further ia émalysis of the results, where the price

structure models also will be presented.

5.1.5 Implementing Fair Trade in tourism

Regarding a possible Fair Trade in tourism laKektiina Juvonen (7.5.2004) says that
PeterPan Maailma indeed would be interested inkimat of certification. However, she
emphasises the fact that as the company has alstadgd out like this, following the

Fair Trade criteria, they will continue to do sathwor without the label.

Tom Selanniemi finds it extremely difficult to calate the amount of fairness and is a
bit sceptical towards the concept and its guidslifdings he for example thinks should
be very heavily calculated into the concept of Fhiade in tourism are “how you
channel the consumption by clients in the destmdfi“how you calculate the filtration
of income” and “how do you combine the concept afr ftrade with airlines”?
(Selanniemi 24.5.2004.)

Because of the problems imbedded in the conceptaof Trade, the Tour Operators’
Initiative for Sustainable Development is not vésgen on promoting it as the way
forward, they rather concentrate on integrating phi@aciples of sustainability, which
might be in accordance with Fair Trade. Selanniesess it as being unfair towards those
destinations that are now struggling with the intpaaf mass tourism, to start focusing
on Fair Trade in new destinations. “One of the kegponsibilities we have in the
tourism industry today is to keep those destinatighe “old” mass tourism destinations)

alive and revert the development into more suskdgria (Selanniemi 24.5.2004.)
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5.2 Analysing the results

Both PeterPan Maailma and Aurinkomatkat claim thaty follow the criteria of Fair
Trade in tourism to a certain extent. It is howeweportant to once again point out that
there is no independent and objective body momigptinis. PeterPan Maailma buys their

services ‘then and there’. Thus it is question&ioi long-termed the relationships are.

Aurinkomatkat on the other hand is a member of B@H has a great power in
destinations that are dependent on tourism. Tak&eJuas an example, 75% of the
tourists to Turkey come through members of TOlsthiving TOI a substantial political
power. This in a sense perpetuates neo-colonialmmas Tom Sel&dnniemi puts it,
“sustainable neo-colonialism”, thus being far fréair. (Selanniemi 6.5.2004.)

Both tour operators also say that they contracalg) when possiblelt could be
discussed how fair it is to implement the Fair Eran tourism criteria ‘when possible’
and what that actually signifies. Both Aurinkomdtkad PeterPan Maailma use Finnish
guides on their tours instead of employing lociddas reinforcing leakage. Instead, locals

could be educated and employed or encouraged teveatdepreneuriality.

The following price structures have been consédicin the basis of the interviews and
existing price structure models (Appendix 5). TaBleshows the price structure of a
small-scale specialised tour operator and Tableo®s the price structure of a mass tour
operator. The given price is fictional and the piref included in the indirect costs, thus
the figures do not show any profit margins and thisans that the figures are merely
‘trend-setting’. What also needs to be remembeaasdhe figures here compare the same
price, is that the bigger the price is, the bigther percentages will be. This means that
when the tours of mass tour operators in genemlkheaper than those of specialised
operators, the amount of money that goes to thed Bonomy will decrease as well. As
an example; the price used in tables 2 and 3, @®®0In reality, if the price of the
specialised tour operator is 2000, the price ofrttaess tour operator would perhaps be
around 1300€. The percentages will stay the same,the amount of money will
decrease. In this example, the accommodation peowidbuld get 390€ instead of 600€,

the percentage being 30%.



Table 2 below shows the price structure of a Ilfairaded inclusive tour’. The
percentages are smaller than those in Table 3easntome is distributed between a
greater number of stakeholders. It is also notieediiat the indirect costs are much

higher for a specialised tour operator than forassrtour operator.

Table 2.The price structure of a ‘fairly traded inclusiveut’

ITEM € %
Price 2000 100
Direct costs:

Air travel 1080 54

Accommodation 130 6,5

Eating 80 4

Excursions 130 6,5

Guide 80 4

Transfers and agent’s commissipns 80 4

Total 1580 79
Gross margin 420 21
Indirect costs including:

Marketing

Payroll expenses

Office expenses

Insurance

Taxes

Total 420 21

A simple conclusion that can be made when lookinidpis figure is that 54% of the price
that the consumer pays for an all-inclusive withnaall-scale specialised tour operator
goes to the air carrier. 21% or 25% (if guide ineld here) stand for indirect costs,
including the trading profit and finally locals ga21% of the total amount, in terms of
accommodation, excursions, eating and transferg586 if the costs of the guide are
included here. Of course, this is again based erntdhr operators’ saying. The figures
show the average, as different tours might varyiheaTours that include visits to
national parks, for instance, tend to get more egpe due to the high entrance fees
(Juvonen 7.5.2004).
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There is also little knowledge of how, in realithe amount that goes to the locals is
divided in between them. In this example, the agdiom is that accommodation, eating,
excursions, transfers and guiding costs generateynto the local economy as the ‘fair
trade tour operator’ claims to use these serviceally. If this is not the case, the

percentage will of course decrease dramatically.

The price structure of the mass tour operator iffeom the specialised one, in that no
excursions or eating have been included in theepiitie guide is also included in the
payroll expenses. When discussing the pricing af wperators with Tom Selanniemi
(24.5.2004), he emphasised the difference in fr&te/een different tours. Table 3 shows
the pricing of a standard charter tour, if the tawould be a long-haul round trip the
proportion of the flight would be around 45%, irsteof 50-60% and the accommodation

costs would be higher, around 40%.

Table 3.The price structure of a ‘standard inclusive tour’

ITEM € %
Price 2000 100
Direct costs:
Air travel 1000 50
Accommodation 600 30
Eating
Excursions
Transfers and agent’s commissions 200, 10
Total
Gross margin 200 10
Indirect costs:
Marketing 80 4
Payroll expenses, incl. Guide 80 4
Other indirect costs 40 2

Total 200 10




Table 3 shows that 30%-40% of the money paid foharter tour with a standard tour
operator goes to the local community through accodation and local incoming-
agents. Thus, in cases when these are not locghartoof the price paid is directly

generated to the local economy.

As a conclusion based on the information providgdhe chosen tour operators, it is
evident that the assumption that the ‘Fair Trader toperator’ would ‘inject’ more
money into the destination, is not as clear-cut asuld seem. What on the other hand
became clear was that even a mass tour operatptacanme extent, operate on a Fair
Trade basis. As Tom Seldnniemi (24.5.2004) putstlie way of building fair mass
tourism is to integrate it firmly into the local @womy by using local contracts and

having the customers to use their money on thd lecal”.

5.3 The economic impacts of Fair Trade in tourism

What can be understood from the research dondithesis is that the economic
impacts a tour operator has on the local destinaticectly concern income, employment
and entreprenuriality. The GNP, the balance of maysand the currency flows will of
course be affected as well and the multiplier éffex constantly present. By
implementing Fair Trade in the operation of touregtors, the impacts are mostly
beneficial or positive. A tour operator that follewhe guidelines of Fair Trade in tourism
will contract local businesses for e.g. accommaaaénd eating, thus inducing income
into the local economy and providing employmentisTheduces leakage and also
includes a fairly negotiated price, covering thests of production’, and fair wages and
working conditions. Both of the interviewed tourepgtors claimed they operate more or
less accordingly. With regard to tour operationsatwneeds to be remembered however,
is that in the end “the main goal is to make pspfitot to save the environment or to
employ local people” (Selanniemi 6.5.2004).
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Without consistent assessment and monitoring rajtethe extent of fairness is
impossible to measure and label. In order for Feade in tourism to become a working
method by which to improve the economic impactdanfrism, the evaluation criteria
need to be made clear-cut and consistent. It salglent that Fair Trade does not have
a major influence on the economic impacts of teoyisinless it is implemented on a

larger scale.



51

6. DISCUSSION

6.1 Validity,

The final chapter of the thesis will analyse tlaédity, reliability and objectivity of the
thesis, come up with suggestions for further redeand conclude the thesis by

combining context and theory with the outcomesefémpirical part.

reliability and objectivity

What needs to be taken into account when evalydtie research, is its reliability,
validity and objectivity. Reliability is, in gendramore easily measurable in a
guantitative study than a qualitative one. Thibesause reliability shows how reliable,
accurate and precise the research tools are, vititlrn is judged by how consistent
they are in the results that they give. This obsipuneans that the methods of data
collection can be standardised and neutral. Howetres is difficult in qualitative
research, as many methods of gathering data iraktative way, are non-standardised.
What needs to be demonstrated with regard to rifiaim a qualitative study is that the
data generation and analysis have been appropoidtes research questions, they have
been thorough, careful, honest and accurate. (M&28&2, 187-188.) The interview
guestions of the thesis have been set in orderett the research problem. As what was
wanted was a model of the price structure, a qgtaivie study would not have been
relevant. The reliability would however be highkemore tour operators would have
been interviewed. It is however also possible thatresults would have been more or

less the same.

When judging validity, what is actually judgedifisvhat is claimed to be measured is
really measured. Jennifer Mason (2002, 189-1918@gtwo ways of looking at validity;
validity of data generation methods and validityraérpretations.Concerning the
validity of the thesis, what can be said is that itmaterial gathered strongly relates to the
research problem and it has been processed angsadahoroughly by the interviewer
(Appendix 1-5).



It is however good to keep in mind that the resulill be based on the tour operators
own information, as they are the ones to be intevedd and thus will provide the
empirical information which in turn gives the answe the research problem. This
means that the results should not be generalisdtbwi some criticism. The material
answered the research problem and filled the aims.

With regard to the objectivity, the material haeb thoroughly processed and analysed.
The interviews were taped and lettered, so theltseate not based on vague memories
or own opinions of the writer. The answers aretendther hand highly objective as the
companies interviewed are likely to have favouree€irtown opinions and operations.

The analytical part aims to critically view the wa@ss from other perspectives as well.

6.2 Suggested further studies

All'in all, Fair Trade in tourism is a relativel\ew approach and it needs to be researched
further in order to develop understanding and ab@doming an empty concept without

meaning.

Mari Mero (12.5.2004) offers some suggestions fothler research; studying to what
extent attention is given to how the money is ddddnside the local community,

something that Tom Seléanniemi (24.5.2004) emphssisevell, and researching if there
is a compensation for lost income. Lost incomeenmis of e.g. the fisherman that looses

his livelihood when (fishing) tourism is introductmthe area.

It could also be interesting to do a case study.@f a tour operator that claims to follow
the Fair Trade in tourism criteria, one interestaage being the Swedish tour operator
Las och Res. Las och Res offers quite similar pectalas PeterPan Maailma, but they
use local guides and provide their customers wititrdture packages and lectures
concerning the destination, as part of the preardor the travel. The length of their

tours is also longer. (Las och Res 2004.)



The implementation of Fair Trade in tourism shoalsb be studied, in order to specify
the limitations and possibilities of the conceptslalso essential to try to come up with

new ideas that would help joining Fair Trade inrism with Fair Trade in commodities.

Consumer attitude and motivation researches aceresessary for companies to know
whether Fair Trade in tourism is a competitive raldive or not.This is however
difficult to study, as many consumers might want fair’ but end up being something

else due to e.g. financial issues.

What could offer a very interesting, although tiowsuming and expensive, research
perspective would be to study Fair Trade in tourfsmm the destination stakeholders’
point of view. Studying the distribution of incomthe working conditions and the
partnerships at the actual destination as patteofdcal community.

This thesis has been done from a Finnish persgedtiwould however be extremely
interesting to compare a small, specialised ‘famur operator or even a mass tour
operator such as Aurinkomatkat, with a giant toperator such as MyTravel or TUI.

The results would without doubt be quite differgoin the ones presented in this thesis.

A more practical approach would be to develop alyfdraded tourism product’, with
the help of professionals in the field.

6.3 Conclusion

The thesis has probably raised as many quest®rishas answered, as Fair Trade in
tourism is a new and little studied phenomenons T¥as in a sense also one of the aims,

to initiate discussion and further research.

The results of the interviews show that Fair Tradesurism can be incorporated both in
small and in larger scale. Fair Trade in tourism e#so be incorporated into already
existing tourism products, by companies implementhe guidelines into their business
operations. The extent to which the products agadmsations actually are fair, is rather

unclear and hard to measure.
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There is however a danger that Fair Trade in sourwill be a new buzz word like

ecotourism, as the concept and its criteria arectesr-cut or easily measurable. Fair
Trade in tourism would benefit from a label to shibve consumers that the product they
buy actually is ‘fair’. And how do you eventuallye@asure the amount of fairness? Which
option is the right one, when you have long-terhatrenships but a market determined,
‘bargained’ price or short-term relationships bay ghe list price and divide the money
more evenly in the destination? A large foreign edimotel might induce as much, or
even more, income to the local economy as a smedlllly owned hotel. Again, it is a

guestion of scale. And it seems quite obvious tmass tourism being operated
accordingly with the principles of Fair Trade angstsinability, in the long run will

benefit the destinations more than small-scalaterdfickle’ tourism.

The reality is that as long as the world contindeseloping, tourism will continue to
grow. The tourism businesses can only strive towdaitness, because in the end, the

power lies in the hands of the consumers, thegtsuri
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