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ABSTRACT

In this thesis the performance evaluation of tourism
sector 1in Iraq is described and analysed. The research
focuses on the measurement of financial, non-financial and
economic performance related to tourism sector and to the
enterprises which are operating in the tourist field in
Iraq.

As the purpose o©0f the study 1s to examine and
evaluate the performance of the state-owned enterprises in
the tourism sector, other objectives are considered as
well:
= Lo assess the impact of tourism as an economic activity,

relating to the balance of payments, employment, etc.,
in comparison with other productive sectors,
- to define the performance criteria, financial and non-

financial, which are necessary to the study,

- to measure the performance of tourism enterprises empir-

ically by building a model to explain the variation in
financial performance of different enterprises and rank
them, and

- to construct a theoretical programme concerning the

evaluation of tourism services from the customer’s point

of view,
The study covers the financial, non-financial and
economic performance in detail. Financial performance 1s
based on the traditional statements (balance sheet and

profit and loss accounts) and afterward different ratios
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have Dbeen selected. A comprehensive model relating to
factor analysis has been built. The model was used to
measure the financial performance of different enterprises
under investigation in the tourism field in Iragq.

Non—-financial performance is based on a suggestion
programme which concern the quality audit of the services
from the customer's point of view.

Economic performance is based on the role of tourism
in development and its impact on the economy 1in, for
example, the Dbalance of payments, employment, tourist
multiplier effect.

A systematic review of methodologies on financial
€valuation led to identifying the most appropriate indica-
tors of performance measurement: profitability, managerial
performance, and liquidity. These cover all the financial
aspects of tourism enterprises. By following factor

analysis technique, we could classify and rank the

enterprises under investigation into three groups:
- Above—average performance enterprises.
- Average performance enterprises.

- Below—average performance enterprises.

A review of financing methods in tourism sector
including the theories of capital structure, and a case

study to Hatra tourist project in Iragq.
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Chapter (1)

Introduction

1.1 General:

Tourism has received great care and much attention
from the government 1n 1Iraq. Iraq is the cradle of
civilisation and its history 1s rich with such names as
Babylon, the Hanging Gardens, Nineveh, Ashur, etc.,
therefore, a tourism organisation was established in 1956,
namely " The Tourism and Summer Resorts Administration',
Wwhich was changed to the State Organisation of Tourism
(50T), in order to encourage tourism activities and to
acquaint the people of the world with Iraq's past and

pPresent.

Accordingly, many'state—owned enterprises were estab-
lished. Later most of them showed poor performance,
therefore, since 1980, the government has been encouraging
the private sector to invest in tourism. Tourist agencies
and small companies were established, and new modern
hotels were built. This is in addition to the fact that
the government established some projects, in the north and
west of Iragq, in association with the multinational

companies, e.g. Hilton, Sheraton, etc.

Irag designed a unified accounting system in 1979.



The main purpose of the system 1s to unify the accounting
transactions of profit-making firms operating in the
public sector. Most of them are manufacturing enterprises.
This means that the system has, by definition, Dbeen
designed to suilt the manufacturing industries more than
the services sector, 1.e. tourism. Applying this system
for services enterprises, e.g. hotels, tourism companies,
etc., will lead to conflicts, problems and deficiencies,
in particular, when 1t 1s used for the purpose of

evaluating the performance of these enterprises.

As the type of accounting systems varies in a country
over time and changes 1in response to economic and
political events, therefore, adoption of an additional

information system for tourism, as an economic activity,

is useful in this regard.

1.2 Research Obijiectives

The basic objective of this research is to examine
and evaluate the performance of the state—-owned

enterprises in the tourism sector in Iragq, in addition to

pursue the following objectives:

1. To evaluate tourism as an economic activity, 1in part-
icular, relating to the balance of payments, 1n

comparison with other productive sectors.



2. To define the performance evaluation criteria, accoun-
ting and non~-accounting, which are necessary to the

study.

3. To measure the performance of tourism enterprises empi-
rically by building a model to explain the variation in
financial performance of different enterprises and rank
them.,

4. To construct a theoretical programme concerning the
evaluation of tourism services, i.e. hotel sector, from
the customer’s point of view. This is an important part
of evaluation which can provide a tool for 1improving

the performance of tourism enterprises.

1.3 Research Purpose

The performance evaluation of enterprises is a subject
that attracts a lot of comments from different parties.
The general research question addressed in this study 1is

"Why do we need to study performance evaluation of the

tourism sector in Iraqg?".

To answer this question, it 1s necessarily to
understand the requirements of performance evaluation and
its situation in 1Iraqg, as well as to understand the
meaning of performance evaluation and 1its objectives.
These will be explained in the study. However, the main

reason 1is the deficiencies of the financial statements.



Although the traditional financial statements are
important for the long-term evaluation of the operations,
they are also helpful at all levels of management, but
they still suffer from deficiencies in evaluating the
relationship between tourism enterprises and their
customers. The profitability, liquidity, sales revenues,
etc., are the summary performance indicators which suffer

from several deficiencies (see chapter six).

Therefore, 1t 1s necessary to study the evaluation
process from the customer’s point of view as well as the
traditional financial statements to achieve the ideal
situation, and to overcome the above deficiencies. Also,
it helps the managers to solve the problems which faced
them. It seems clear that tourism enterprises in general
require a more efficient means of measuring customer

satisfaction. Thus, the quality audit applied to the

services is an important tool, which has not been applied

before 1in Iraq.

1.4 lonal Y re C he o

The organisation of the chapters is in line with the
objectives stated above. This chapter outlines the frame-
work of the study: the objectives, the purposes, the scope
and methodology, previous studies, the limitations and the

anticipated contribution of the the study.




Chapter two discusses the development of tourism
sector 1in Iraq and its potential. Historical background
and geographical characteristics have also described.
Finally, the state policies towards tourism and state

investment in tourism are considered in detail.

Chapter three deals with the role of tourism in the
economy. Seven main sections have been considered. These
are: the assessment of comparative advantage between
tourism and other sectors; conditions relevant to Irag;
the contribution of tourism to the balance of payments,
with examples of the U.K., India, Cyprus and Iraq; tourism
and the GDP and GNP; the multiplier effect of tourist
expenditure; tourism and employment; and the impact of

tourism on agriculture and industry.

Chapter four discusses the financing of the tourism
sector. It covers different areas like the sources of
funds; efficiency criteria for'investment including public
and private criteria, project appraisal methods, and
capital structure theories. It includes a case study of

tourism project finance in Iraqg.

Chapter five describes the requirements of
performance evaluation and its objectives. Because of its
wide wuse 1in different fields, the term performance
evaluation has different interpretations. This chapter,

therefore, deals with the meaning of the term, its



objectives, and the 1level of analysis. The use of the
Unified Accounting System (UAS), its characteristics,
objectives, the codes and the weaknesses have also been
discussed. Finally, the situation of performance
evaluation of the tourism sector along with the needs for

specific criteria is set out.

Chapter six serves different aspects of performance
evaluation: it surveys the 1literature on performance
indicators, types of indicators, the nature of performance
indicators. A framework of indicators for tourism
enterprises’ performance is given by selecting appropriate
financial and non-financial ratios. It also discusses the
quality service assessment, and a theoretical programme
for the quality audit of tourism services from the

customer point of view.

Chapter seven explains the methodology wused to
compute the financial performance of different enterprises
by using a mathematical model along with a comprehensive
statistical technique called "factor analysis". The test
of the model is also achieved by plotting the values of
financial performance and its components (profitability,

managerial performance, and liquidity) in separate graphs.

The application of statistical tests for performance

improvement lead to the classification of the studied

enterprises to be either above average, average, and below



average performance. The classification and rank of the
enterprises are shown in table (7.10). Computer programmes
are used to carry out the calculation. Finally, a review
of previous studies in this regard (in general and in the

tourism field) has been discussed.

Chapter eight 1is the concluding chapter which
recommends policies to improve the performance of tourism
enterprises in the light of the finding of the study. It

also includes a number of topics could be used for further

studies.

1.5 Research ope _and Methodoloc

1.5.1 Research Scope

The research project will cover both theoretical and

empirical materials. The theoretical side includes defin-
ing the appropriate indicators to measure the enterprises’
performance, and expanding the analytical structure to
explain performance, distinguishing between accounting and
non-accounting factors. While the empirical side includes
studying the economic influence of the tourism enterprises
in the economy, and collecting and analysing the actual

results of the indicators during the period 1976 to 1988.

The reasons of choosing this period are:

1. The years before 1980 are outside the effect of the war



with Iran.

2. The vyears 1980 to 1988 are under the circumstance of
the war with Iran.

Therefore, to see the influence of the war on the tourism
sector 1n Irag and to have better evaluation of the
tourism enterprises of their performance during the

period.

The term performance in this proposed study relates
to both accounting and non-accounting performance. The
accounting performance is referred to traditional profit
and loss statements, rate of return on investment, etc.,
considering the state-owned enterprises similar to private
companies. While, non-accounting performance <criteria
which are relevant to tourism sector, e.dg. the
satisfaction of the clients, the quality of services, the
attractivness criteria, etc., can interact and play an

important role with accounting and economic criteria at

the time of measuring performance evaluation of

enterprises in the tourism sector.

In addition the economic performance is also relevant
to the term performance. It incorporates the quantifiable
cost and benefits from the viewpoints of the national
economy. For example, it evaluates the costs and benefits
in shadow prices rather than market prices. Because the

real cost 1s in fact its shadow price, therefore, any

tourist project that cost less than its shadow price 1is



economically advantageous (see Bargur and Arbel, 1976).
This part is too difficult to measure, therefore, we shall

leave it to further study.

However, it 1s necessary to analyse the financial
characteristics of tourism enterprises as well as the
quality criteria to services of these enterprises before a
judgement concerning their performance evaluation can be
drawn. This 1s demonstrated by the fact that there can be
conflict between profitability, which is widely accepted
as a performance criterion of enterprise, and survival.
Therefore, profitability should be matched with solvency

and the quality of service too.

1.5.2 Research methodology

The research methodology for this study might Dbe

divided into three parts:

i. Desk research

This part was done mainly at the University ot
Strathclyde, University of Glasgow and Mitchell Library.

This part was followed to accomplish the literature review

and computer results regarding the field work.

Different materials, books, articles and reports have

been used to assist in constructing the mathematical model



to measure the financial performance. As a consequence,
performance criteria should be tested as well as effici-

ency when the resources of an enterprise are utilised.

Thus the proposed study attempts:

- to assist in showing the government economic and social
objectives on the macro and micro levels,

- to define the performance criteria which are relevant to
the study and measure them empirically, and,

~ to link the accounting and non-accounting evaluations,
in order to provide a broader view to the factors which
lead to performance improvement in tourism enterprises.
This requires to take into account the quality audit
from the customer’s point of view for tourism services

as well as the traditional financial measures.

The facilities at the computer centre at the

University of Strathclyde have an important role to apply

and test the model. Several computer programmes have been
written to carry out the calculation of the financial

performance. A comprehensive statistical technique has

been followed which called "factor analysis".

ii. Field work research

The field work was started in November to December,

1990. The time was very critical because of the crisis 1in

the Gulf.

10



The field work, however, was done before the war in

the Gulf.

Personal 1interviews have been organised with the
General Managers of different organisations. The aim of
these interviews was to get permission to obtain the
financial and economic data. Financial data are collected
from the balance sheets and profit and loss statements.
While economic data are collected from the annual
statistical report for trade, employment and hotel

services.

iii. Research stages

The research project was carried out between March
1988 and April 1991, The first nine months was consumed
with preparing a proposal for the topic "Performance

Evaluation of Tourism Sector in Iraq". During that time,
the researcher joined the postgraduate course in tourism
at the Scottish Hotel School to increase his knowledge and
background in this field. From the second year, a computer
and literature search was been done. This was followed by
preparing a comprehensive approach and model to evaluate
different enterprises which were operating in the tourist

field in Iragq.

The period between August 1990 (when the Gulf crisis

started) up to November 1990 was concerned in obtaining

11



The field work, however, was done before the war in

the Gulf.

Personal 1interviews have been organised with the
General Managers of different organisations (see appendix
7). The aim of these interviews was to get permission to
obtain the financial and economic data. Financial data are
collected from the balance sheets and profit and loss
statements. While economic data are collected from the
annual statistical report for trade, employment and hotel

services.

1ii. Research stages

The research project was carried out between March
1988 and April 1991. The first nine months was consumed
with preparing a proposal for the topic '"Performance
Evaluation of Tourism Sector in Iraq'". During that time,
the researcher joined the postgraduate course in tourism
at the Scottish Hotel School to increase his knowledge and
background in this field. From the second year, a computer
and literature search was been done. This was followed by
preparing a comprehensive approach and model to evaluate
different enterprises which were operating in the tourist

field in Iraq.

The period between August 1990 (when the Gulf crisis

started) up to November 1990 was concerned in obtaining

12



second one.

The quality audit is an important evaluatory tech-
nique for tourlism enterprises in 1Irag which has not
previously been applied. As a result of the connection
between both measures (financial and non-financial), a

better situation in performance evaluation of tourism

enterprises will be achieved

1.7 The Limitation of the Study

Two main limitations were faced this study:

1. Gulf crisis:

As the researcher prepared himself to carry out the
field work in September 1990, the Gulf crisis developed.

Therefore, many difficulties faced the field work;

'frozen’ bank accounts; cessation of funding from the

Iragli Embassy; and two months delay in obtaining re-entry
visa. Despite these difficulties the researcher travelled

to Irag to collect the required data related to financial
performance. These data are very important to test the

model and calculate the financial performance.

2. Limitation of time:

It was very difficult to remain in Irag throughout

January 1991 as planned, to carry out more research

13



relevant to the quality audit. As the war started on 16th

of

January 1991, it has not been possible to field test

the quality audit format.

1.8

The anticipated contributior

The study, i1f successful, will provide the following

contributions:

The study broadens the research frontier by probing

into factors that affect the performance of the tourism

sector.

The study provides a new tool (mathematical model) to
measure financial performance.

The evaluation concerning the tourism services from the
customer’s point of view is regarded as an essential
and primary step in the evaluation process (see chapter

6). Its combination with financial evaluation will

create a more comprehensive assessment of the
enterprise.

The study will contribute to a better understanding of
performance evaluation in tourism sector in both the
financial and non-financial characteristics which can
assist the management in decision-making and problem -
solving.

The study could provide both accounting and tourism
researchers with the necessary background to encourage

them to conduct further research into the link between

accounting and tourism theory.

14



CHAPTER (2)

TOURISM IN IRAQ



Chapter (2)

Tourlsm in Irag

2.1 Introduction

Tourism 1in Iraq has been focused on many things such
as, history, geographical location, climate, religious

activities and business and economic factors.

However, the potential of tourism, as is the case
with other activities 1s specific to time, place,
methodology used in its assessment, marketing difficulties
and socio-cultural conditions. It is also relative to the
role of other sectors in the economy and existence of

price and quality competition.

The following is a description of these factors,

state policies and a consideration of investment policy in

tourism.

16



2.2 Historical background of Irag

Iraqg 1is located on the North East of the Arabian
Peninsula in the South West of Asia. The old name of Irag-
Mesopotamia, meaning the land between the two rivers, i.e.

the presence o0f the river valleys of the Tigris and

Euphrates.

Irag has a long history which gives witness to the
greatness the country has known over the centuries in
terms of human achievement. It had occupied a pioneering
position 1n the history of human civilisation. In the
realms of Sumer, Akkad, Assyria, Babylon, and later in
Baghdad, there developed <civilisations supported by a
highly developed agricultural economy based on an

intricate system of irrigation. Each of these
civilisations provided a source of intellectual

inspiration and Iraqg remained a lantern of progress and

development for many centuries.

However, all aspects of civilisation had gradually
faded away and the country was torn by wars, invasions,

fires and floods.

By 634 A.D. the Arab Moslem armies began the conquest

of Iraq. Ctesiphon, the Persian capital, fell and in 637

A.D. Persian domination came to an end.
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The Arab Islamic civilisation radiated human

knowledge to all over the known world. And under the
Abbasid’s empire, Iraq became the centre of arts and
science and a number of its scholars indulged in medicine,
astronomy, mathematics, literature, history and geography

and left behind them many valuable works.

Darkness fell wupon the country after 1258 -the
Mongols left behind them a trail of  horror and
destruction. In the 16th century Ottomans ruled Irag-
until 1917, when Iraqg was placed under the British

mandate. A form of political independence was at last

obtained in 1932.

However, ever since man started to trade, Irag has
been a crossroad o¢of caravans and commercial routes,
Tourism has Dbeen a natural concomitant to such an
activity, as an expression of man’s wish to familiarise

himself with the unknown and with the ways and manners of

others.
2.3 sographi haracteristi
2.3.1 Location

Irag 1s situated in the south-west of Asia, to the

north-east of Arab homeland, bounded on the North by
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Turkey, on the East by Iran, on the West by Syria, Jordan

and Saudi Arabia, on the South by Arab Gulf, Kuwait and

\
Saudi Arabia. Iragq lies between latitudes 29° §~and 37° 22

~ \
North and between longitudes, 38° 45 and 48° 45 East.

2.3.2 Area

The area of Irag covers 438,317 sq. km. Relief and

main physical divisions are:

1. The Alluvial Plain; covers middle and south of Iraq.
The Desert Plateau; covers west of Iraq.

The Mountains; covers north of Iragq.

> W N

The Terrain Region;between the mountainous and alluvial

plain.

2.3.3 Population

Irag has a population of over 17 Million, of which

the majority are Arabs. There are other several minorities

such as; Kurds, Turkoman, and Syrian.

2.3.4 Language

The official language is Arabic, but there are also
other officially recognised languages: Kurdish, Turkoman

and Syriac. The foreign language most widely used 1s

English.
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2.3.5 Climate

Irag lies within the moderate northern region. 1Its

climate 1s continental and subtropical, with rainfall
system similar to that of the Mediterranean where rainfall

occurs in winter, autumn and spring.
Iraq’s climate can be divided into three kinds:

1. Mediterranean climate; in the mountain area.
2. Steppes Climate; in the terrain area.

3. Hot desert climate; in the west and south of Iraq.

2.3.6 Vegetation region

The main areas of vegetation can be seen:

1. Forest and mountain herbs region;
the most important plants are: acorn, almonds,

walnuts, pinenuts and terebinth.

2. Steppes region;

Most of its plants are: herbs, some bulbs and thorny

plants

3. River banks region;

It consists of tree, shrubs, herbs, willow tamarisk,

liquorice shrubs and camel thorn. On the river bank

citrus tree and date palms are grown.
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4, Marshlands region;
The 1important marshes are in south of Iragq namely,
Al-Huwaiza and Al-Hamar, where reed and cane grow.

5. Desert region;
It contains special plants which adopted themselves

to the climate such as: tamarisk, mildfail, zizyphus,

thorns and other desert plants.

2.4 Business and economy
During 1987, (21,572) Dbusiness travellers have

visited Iraqg. A declining of 16 percent of previous vyear
which was (25,785). However, business tourism and its
potential 1n Iraq 1is dependent upon the extent of
wholesale and retail trade and the extent of the openness
of the economy. In the very near future, this market could
grow very rapidly, because of the wider opportunity to
rebuild the country after the Gulf crisis. This depends on
business relationships with some countries which have

influence on the political situation and future prospects
for development of the country. More detail related to the

significance of tourism is given in the next chapter.

2.5 Religious tourism
Another important market in the present and future of

tourism in 1Iraq is "religious tourism". Great shrines

exist in Baghdad, Kerbala, Najaf and other cities.
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Thousands of domestic, arab, and foreign visitors from
Iran, Turkey, Pakistan, India and other Muslims pilgrims
visited these shrines every year. All these shrines were

built with gold (in both the dome and minarets). They have

a very special and important influence for all Muslims.

2.6 Development and problems of tourism sctor

in Trag

The main objective of the Irag tourism sector is to
meet the demands of domestic tourism by extend  the
existing resources and facilities. However, the government
has implemented a tourist plan based on the development

and popularisation of selected areas.

The country’s Tourism and Summer Resorts Administra-
tion (TSRA), a subsidiary of the Ministry of Information,
was established 1in 1956. But, with the exception of
publishing some illustrated maps and tourist magazines, 1t
remained largely inactive until the seventies. Cooperation
between the French OTH-0OTU (Omninum Technique De
I’Urbanisme) and TSRA to carry out a pilot study had been
agreed. In 1975, work was started by a French consortium
on a lakeside holiday resort at Habbaniya, west of

Baghdad. It is now the largest tourist village 1in the

Middle East. This tourist complex contain:

- A 4 star hotel (600 Beds), 500 chalets, a conference
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hall and a library.

- 3 restaurants, bars,

- Summer and winter swimming pools, tennis courts, etc.
- A store for lending sport equipments.

- A supermarket, bank, post office, and other facilities.

The project has contributed much to the economy from
tourism within the country. Domestic and foreign visitors

spent their holidays in it.

The government has also established a number of
tourist resorts 1in the north of Irag (Kurdistan area).
Most of them were closed because of the war with Iran. The
resorts such as: 2Zawite, Suara Tuga, Ashawa, Sarsang,
Anahki, Araden , Sulaf and Amadiya are very popular with
the Iragis and arabs from the Gulf States to spend summer
in them. The government started to rebuild most of these
resorts when the war with Iran was over, but unfortunately
another war happened (Gulf Crisis). These projects might

be the major development of tourism sector in the future.

Inadequate standards and range of facilities have to
some extent prevented the growth of international tourism
in Irag. In other words, Iragi tourism remains one of the
least developed in the Middle East, in particular for
foreign wvisitors. As with Jordan and Egypt, the lure of

Iraq’s ancient sites has tended to dominate the country’s
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foreign tourists.

In 1977, the TSRA was abolished, and a new organisa-
tion was formed under the Prime Minister, namely, State
Organisation of Tourism (SOT) according to Act No. 49. The
new law gives SOT more power and a bigger role in the

economy.

SOT based its development plans on careful planning.
The first step 1in this direction was a comprehensive
survey of touristic potential in Iraq, which lead to the
definition of the aims and means which made possible the
drawing up of the 1975-85 plan in two stages. The plan
included the development of the present facilities and
establishments, and the improvement of their services for
benefit of national and foreign visitors. It also included
the construction of first-class and de luxe hotels in
Baghdad and other towns in the country, and the expansion
of, for instance, the Habbaniya Tourist town, one of the
largest of its kind in the Middle East. The Autonomous
Region in the north, so rich in natural beauty, received
the intense attention of the SOT which has filled it with
all the services and amenities that the tourist would

expect to find for his comfort and delight.

The government in the last five years plan developed

and created some festivals such as, Spring Festival 1in

Nineveh (it is called mother of two springs), Al-Marbad
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Poetical Festival, and Babylon International Festival.

Much attention was also given to religious tourism and to

maintain the holy shrines for the pilgrims.

2.7 Problem nd P ntial

Iragq’s main development difficulties in tourism have
resulted from an unstable political environment, and

shortage of clustered attractions.

However, the potential of tourism in Irag is very
promising from a domestic, religious and business tourism
point of view. From 1982, the government encouraged and

supported the private and public sectors to build and
increase the number of hotels and new resorts. Also great
attention was given to develop and modernise the roads,
highways and transport sectors. Finally, instruction

related to travel allowances restricted Iraqgis from
travelling abroad and gave a positive encouragement for
domestic tourism. As more Iragqis were restricted by this

policy, they have decided to take their holidays within

the country, 1in particular in the north of Iraq and other

lake resorts such as Al-Habbaniva.

While there can be no doubt that the future of
foreign tourism will rest with the systematic marketing of

its historical and cultural legacies, it should also Dbe
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stressed that 1Irag has other potentially significant
tourist attractions. 1Iraqg incorporates almost every type
of Middle Eastern scenery and condition, such as desert,

steppe, alluvial plain, mountain and marshland.

2.8 Tourist Board

The progress level of SOT for the last period was not
satisfactory to the government. Some tourism enterprises
(mentioned in chapter seven) have been sold to private
sector (by shares) and SOT was abolished. 1In 1990, it was

replaced by the "Tourist Board", whose objectives are as

follows:

1. Planning of tourism in both public and private sectors.

2. Carry out studies and researches in tourism in Iraq in
the different regions, and formulating up the future
development strategies for national tourism markets and
promotion.

3. Monitoring the services in both the private and public

sectors, and the quality, of national tourism

performance.

The tourism sector has been the object of particular

interest to the government, who has ensured its successful
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growth by increasing tourism investment.

Based on the above situation, the Iragqi policies

towards tourism were based on the following (see Master

Plan,1983) :

1. Investment policy:

will be explained in detail in the next section.

2. Foreign exchange policy:

To encourage Iraqis to stay in Iragq and use the
facilities established in the tourist resorts, by
applying a the policy of social prices. Also to

encourage and attract foreign tourists to acquaint

them with Iraq (its past and present).

3. Religious tourism policy:

To encourage relilgious tourism and offer cheap

accommodation for pilgrims in all the shrines'

areas.

4. Incentive policy:

To encourage the private sector to take the

initiative for more development. Examples are given
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in the next section.
5. Conservation policy;

To maintain and preserve cultural and natural histor-
ical places and lifestyles which constitute the maijor

tourism resources of the country

6. Marketing policy;

To extend markets in particular arab countries. Also
to explore new tourist markets in Asia, Europe and
America Dby encouraging the multi-national companies
such as Hilton and Sheraton in order to expect better

international promotion.
7. Training policy;

To build a strateqgy for training at different levels:

-at university level,
-at secondary level, and

-at elementary level.

Also to establish institutes and schools specialising

in tourism.
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2.10 The implication of performance evaluation for

ourism investment and governmental poli

The reasons for establishing tourism enterprises are
varied, ranging from political ideology to the economic
necessity of generating hard currencies or creating Hjobs.
The question which arises here, where large volumes of
resources may be committed to an enterprise is, how do
these enterprises survive and how performance can be

improved?
2.10.1 The implication for tourism investmen

Much attention has been given to the key role of the

investment decision, and to the need for sound investment
appraisal methods which consider the cost and benefits of
potential new investments and the desirability of

allocating resources to them (Brooks, R.,1979; Rogers and

Phipps, 1977:96).

Tourism enterprises in developing countries, in
general, must meet two apparently contradictory
objectives. Being publicly owned, they are expected to
pursue different activities in the public interest and at
the same time achieve economic goals (i.e. generating
profit). However, the effectiveness of managerial

decisions regarding investment will have a certain
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influence on the profitability of any enterprise. By their
decision, the enterprise selects one project from a number

of alternatives. Also, as Rogers and Phipps have noted,
the enterprise 1is committed to a level of fixed <costs
which will persist in the future (see Rogers and Phipps,
1977:99). Accordingly, state-owned enterprises have to
reconcile Dbusiness requirements of financial flexibility
and early reaction to a changing environment with the need

to ensure public accountability and consistency with

social goals, which in many cases, are not prescribed at
all (see Aharoni, 1981: 1341). 1In tourism projects, the
location and the specific characteristics of the project
are so important that consequences of a wrong decision are

extremely difficult and costly to rectify

Ideally, investment decisions should involve a three-

level process, suggested by Rogers and Phipps (1977: 96-

97) "Firstly, there should be a primary allocation of
funds according to the strategic policy developed by the

firm. In large organisations, this 1is essentially a top-

level management decision while in smaller firms it will
be the function of the individual entrepreneur. Once the

strategy has been planned the second part of the process

will be to screen and rank individual projects and

schemes. The aim here should to select projects with the
highest rate of return and to ensure that no project earns

less than the opportunity cost of capital. A third stage,
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often overlooked by managers, should be a post-dated
assessment of the actual decision made and the way in

which it was implemented". Thus, actual profitability can
be compared with the expected rate of return, identifying

any source of error to ensure that mistakes will not be

repeated.

This depends on the life of the project and also on
such conflicts which might arise between different groups
interested 1in the project such as: shareholders (or
government in public sector) are interested in the rate of
return of their investment, employees in their wages, and
customers and suppliers in obtaining an advantageous
price. However, the minimum level of agreement Dbetween

these groups is that the project should continue to exist
as an entity (see Emmanuel and Otley, 1986:22). There can
be conflicts between profitability and survival, therefore

as criteria, profitability should also be matched with

solvency and the quality of service.

There are two kinds of investment in developed and
developing countries, private and public. They normally
have different objectives and are not seeking the same
results. Private investors are seeking profitability.
Public sector investors will be seeking economic

development, foreign currency, taxation and improved

amenity. These factors can affect the approach to, and the
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method of, financing (Bodlender, 1982: 277). Private

investment 1in some circumstance, may have a limited role

in supporting the development of tourism. There are many

limitations for that:

1. because private sector does not tend to invest in any

project unless there is an acceptable level of profit.
In other words, the essence of private sector
investment is that it should be profitable. Jenkins and
Henry (1982:501) have noted that "private sector
involvement 1in tourism is likely to be initiated by
opportunities for profitable investment, and priorities
are likely to be related to financial and economic
consideration”.

The private sector is acting under instructions issued
by the government. For example in Irag, the amount of
loans taken by the private sector from the government
did not exceed I.D. 15.8 million in 1986. These loans
accounted for 65 per cent of the total investment of
the private sector in tourism development (SOT,1987).
Most (if not all) tourism resources are publicly owned.
Tourism services and facilities may be largely affected
by seasonality which means a low return for investment.
Accordingly, private investment is concentrated in the
touristic areas which are already developed. Thus, the

key role in tourism investment 1is played by the

government.
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Jenkins and Henry (1982:501) have noted that "in
developing countries, it will be argued that a greater
degree of intervention by government 1is required to
achieve material objectives because of the absence of a
developed innovative private sector”. The main source of
funds to these investment is the annual budget for the
government. Also other sources have contributed in
financing tourism investment through loans, e.g. World
Bank. This indicates the significant role of government in

the development of tourism.
2.10.2 overnmental poli on _investmen

Aharoni (1981:1343) remarks that "government in some
countries have attempted to solve problems by separating
economic from social goals, by compensating the enterprise
for the economic 1losses incurred in the pursuit of
government mandated social objectives”. In Britain, for
instance, several White Papers and reports stressed the

need for allowing the nationalised industries to pursue

basic economic objectives. In addition investment criteria
and financial objectives were imposed as principal devices

of economic control of nationalised industries (see Jowett

and Rothwell, 1988:83).

In Irag, it should be underlined that the situation,

taking into account both the socialist regime and the
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resources of the State, 1is unique regarding tourism.
Therefore, according to the policy actually followed by

the government, the main options in tourism development

cover.

The complete control by the government of planning and
programming of tourism development.

The implementation of the tourist projects will be
controlled by the tourism administration (e.g. SOT)

either directly (pilot projects) or indirectly

(secondary proijects).

. The financing of tourist projects will be entirely

secured by the government.

Public ownership of tourist facilities will be mainly

dominated by tourism administration.

2.10.2.1 Ownership policy

Under Iragi law, tourist facilities generally are

owned by:

1. A public body:

- The State which is represented by a tourism administ-

ration or SOT.

- Local administrations which are represented by gover-

norates or muhafadhas.

- Other public bodies such as, Ministry of Religion,
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Trade Unions, State Pension Funds, etc.

2. Private ownership:
- Private individual.
- Private firms.
- co-operative firm.
In view 0f the policies of the government, two solu-

tions are possible regarding legal status and ownership.

1. The state and other authorities own all the tourist
facilities.
2. The state 1is the owner of only the most important

tourist facilities.

According to the options policy in Irag, the second
one 1is preferred. With this policy the state, through
tourism administration and other public authorities, will
be the owner of the main tourist facilities ( e,g, main
hotels, main tourist centres). The other tourist facilit-
ies (secondary projects) will belong to the co-operative

firms, private companies, individuals, etc.

2.10.2.2 Performance evaluation andg

However, when a successful tourist business becomes
established, the construction of additional facilities or
improved existing facilities often take place. Thus,

further economic stimulation results from well planned and
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managed tourist businesses. This related investment is an
extremely important source of the economic "ripples" which
result from tourist investment. Also, with the generation
of tax revenue, employment, and other benefits, the
government may see fit to improve the infrastructure and
make other aids available to industries being developed
such as employment services, training programmes,
promotional efforts, and similar aids to help growing
industry (McIntosh, 1973:4). Thus, it 1is necessary to set
up goals for tourism enterprises to fit with the national

interest.

Husain (1988:6) notes that "the organisations which
have a high performance rate should attract greater
resources for expansion of their activities i.e. further
investment. Performance evaluation has, therefore a direct

bearing as well on the investment of the resource
holders". Tourism enterprises in Irag, for example, are
usually large firms in the economy. Management in these
enterprises do not have discretion in the choice of
strategies, organisational form and policies which are
often dictated by government. Following that, most of the
performance indicators were given to these enterprises 1in
advance. Compensations and benefits were awarded to
managers and staff when they had achieved the indicators,
such as profit, capacity utilisation ...etc. Therefore,

there is a need to establish standard indicators which are
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accepted and can be wused in comparison with other

countries.

In Iraq, it is emphasised that the size of the progr-
ammes proposed by the Master Plan would require an
investment effort of about 35 to 42 million Iraqgi Dinars
per annum during the period 1976-85. The total investment
effort of 365.8 million of ID will be divided into two
five years’ development phase as follows (Master Plan,
1985:175) :

- First phase of development 1976-80: 178.4 millions of ID
(48%) .
- Second phase of development 1981-85: 187.4 millions of

ID (52%).

The breakdown of various items of investment show in

the following table:

Table (2.1) Investment estimate by development phase (in
millions ID)

Item 1st phase 2nd phase Total
1976-80 1981-85 1976-85

Accommodation 127 136 263
Complementary facilities 20 20 40
Local infrastructures 18 20 38
Development costs 8 6 14
General expenditures 5 5 10

_________-__—___——_—.———-—-———_—__—-—_

Total investment 178 187 365

_—___—__-__________—_—__—_—__———-—-———__—

Source: Master Plan, Iraq, 1985.

37



The following table shows the investment breakdown Dby

tourist motivation:

Table (2.2) Investment by tourist motivation(in 000’s ID)

Item 1976-80 1981-85 Total
Business and commercial 46422 50414 96836
Summer holiday 83223 99149 182372
Short wvacation 14913 12355 27268
Winter sport 840 1750 2590
Thermal 12727 7632 20359
Wildlife, cultural 9640 8010 17650
Religious 1205 915 2120
Transit 4474 1530 6004
General expenditure 5040 5600 10640
Total investment 178484 187355 365839

M

Source: Master Plan, Iraq, 1985.

The SOT will directly invest the amount for the
project for which it is responsible. For projects
implemented by local authorities, SOT will transfer to

their budgets the corresponding amount (on official

approval or at time of tendering).

For projects implemented by co-operative firms,
private firms, etc., the 50T will give long term loans

(20-25 vyears) at preferential rate of interest (varying
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according to type of facilities of 1investment). For

instance:

- For facilities, 1like business hotels, transit, etc.,
with a year-round opening and high rate of occupancy (200-

210 days), i.e. a higher yearly gross operating profit,
the interest will be 6-7% for 20-25 years, with a grace
period of a 3 years, for 70% of the investment.

- For facilities having a seasonal wutilisation (summer

holiday, short vacation, etc.,) the loan will rise to 85-
90% of the investment, but the interest will be lower (3-
4%) . The 1loan repayment period may very according to the

same criteria.

2.10.2.3 Price policy

For price policy, SOT has, for the tourist facilities
under its ownership, practised the policy of "social
prices”; this being done to favour the lower and middle
income group families and to encourage the general

development of tourism. This is one of the targets which

is used by government in the field of tourism.

In prices policy, two alternatives are possible:

1. Although there are official tariffs, the prices of

the tourist services are "market prices”, depending on one

hand on the relation between the demand for tourist
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services and their supply, and on the other, on the costs
and the internal profitability of these services.
Concerning this, government can (in order to favour kinds

of tourism for certain social classes) offer subsidies

that will partly cover the costs of vacations.

2. The alternative is to fix social prices for tourist
services ( for facilities having social objectives such as
short vacation, summer holiday, thermal tourism, etc.).

And also to adopt a policy of market prices for tourist
facilities not having social objectives such as;

- business and commercial facilities,
- transit facilities,

- week—~end holiday.

In general with the hypothesis of social prices, the

tariffs of tourist facilities should cover the operating

expenses, the management commission and yearly deprecia-

tion.

2.10.2.4 Purposes of governmen VE ant poli

There are two purposes which have to be considered 1in

determining the priorities of tourism investments in the

government policy:

1. Investments should reflect the social as well as

economic value. This means that projects should offer
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their products (service and facilities) to a large number
of people. Jenkins (1980:27) has noted that "tourism in
developed countries can be regarded as a mainly social
activity with economic consequences, while in developing
countries it 1is largely an economic activity with social
consequences"”. Also he noted that in many, if not in all,
developing countries, these social and cultural effects
have a low ranking against the economic benefits expected

"to accrue from the development (Jenkins and Henry,

1982:2406) .

2. Investments should be distributed in the regions
instead of concentrating in one region. This mean that,
investments in the tourism sector should be used as a part
of regional planning policy. Therefore, the priority of

investment 1in developing countries was given to the

resources with a good accessibility located nearby the
urban centres. For example in Iraq, Abdul Jabbar has
described the tourism policy prior to 1980 as "unlucky"”

because 69 per cent of the total expenditure was spent 1in
the north region (about I.D. 147 million). Most of these

projects were destroyed in the war with Iran (see Abdul

Jabbar, 1985: 25).

According to the policy, the responsibility for
project implementation, 1is with SOT, and it is the only

responsible body to carry out planning and programming for
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the whole tourism sector at different levels:

- At national level, with elaboration and approval (and if

necessary revision) of the National Tourism Development
Plan.

~ At regional and local level, with the elaboration of
Master Plan of Tourist Regions and of detailed plans and

feasibility studies for each tourist unit.

- At projects level, all procedures for implementation of
pilot projects: operating programmes, budgeting, elaborat-
ion of projects, approval, specification for tender,

control of building constructions, etc., will also Dbe

approved by SOT.

This action means that centralisation planning has to

be accomplished mainly through the planning division of

SOT.

2.11 Summary

In this chapter, the state of tourism in Iraq has
been highlighted. This includes, development of the
tourism sector, historical background, geographical
characteristics, problems and potentials, state policies
towards tourism and finally state investment in tourism.
It concludes that the future of tourism sector in iraqg 1is
very likely to be related to domestic, religious and

business tourism. While foreign tourism could be based on

the historical and cultural legacies.

42



References

l. State organisation of tourism, Annual report, Iragq,
1987.
2. State organisation of Tourism, Tourist guide, Iragq,

1982.

3. Ministry of Planning, Annual abstract of statistics,
Iragq, 1985 and 1990.

4. State organisation of tourism, Master plan, Iraqg, 1985.
5. Brooks, R., Cost-benefit analysis: An introdctry
Discussion, Management service division, 1973.

6. Rogers, H., and Phipps, D., Economics for the hotel and
catering industry: A basic course, 1977.

7. Emmanuel, C., and Otley, D., Accounting for management
control, 2nd edition, 1986.

8. Bodlender, J., The financing of tourism projects,

Tourism Management, Dec., 1982, pp. 277-284.

9. Jenkins, C. L., and Henry, B. M., Government involvment
in tourism in developing countries, Annals of Tourism

Research, 1982, vol. 9, pp. 499-521.

10. Aharoni, Y, Performance evaluation of state~-owned
enterprises: A process perspective, (note), Management and

Finance, vol. 27, no. 11, pp. 1340-1347.

11. Jowett, P., and Rothwell, M., Performance indicators
in the public sector, 1lst edition, UK, 1988.

12. McIntosh, R., Some tourism economics, the Cornell H.

R. A. Quarterly, 1973, August, pp. 2-4.

13. Husain, S., Performance evaluation of some public

43



enterprises (sugar mills) in Bangladesh, Ph.D.

Dissertation, Boston University, 1988.

14. Jenkins, C. L., Tourism policies in developing
countries: A critique, Int. Journal of tourism Management,
1980, March, pp. 22- 29.

15. Abdul Jabbar, M., Water-based recreation facilities in
Iragq, an examination of the factors affecting theilr use
and evaluation and development of policy, with particular
emphsis on Habbaniya tourist town, Ph.D. Thes1is,

Universityof Manchester, 1985.

44



CHAPTER (3)
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CHAPTER 3

Role ¢of Tourism in Development

3.1 Introduction

Different opinions exist regarding the economic and
social implication of tourism. For many countries tourism

represents a significant potential for future development,

while for others it offers a diversification of their
economic activities. The expansion of tourism is
desirable, therefore, in certain developing countries, but
on the condition that the tourism policy introduced 1is

based on the sustainable use o0f their own natural

resources and on a minimal dependence on external factors.

Some proponents believed that tourism development
could be used, 1in particular by developing countries, as
the great panacea, by bringing 1in foreign exchange,
creating jobs, promoting better communications, helping to
preserve monuments and develop other attractions, and
generally aiding modernisation. On the other hand, various

authors have pointed to several negative aspects of

international tourism. One of these involves increased
imports due to the development of the tourist sector,
resulting in lower net earnings of foreign exchange than
the gross figure reflected in balance of payments

accounts. Domestic prices can also rise due to an influx
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of tourists, especially land price. With regard to

employment, Summary (1983:4) says that " upper level jobs
in hotel and restaurants often go to expatriates, leaving

only low level, menial jobs for nationals".

In other words ( Wilson, 1988:226) reviewed the
situation as cited in the following quotation:

' On one hand tourists bring welcome foreign
exchange receipt, and their expenditure can stimulate the
local economy; also the tourist industry is labour-
intensive, hence the industry’s potential for employment
creation 1is considerable. On the other hand tourism can
result in lop-sided development and the <c¢reation of
enclave sectors. It can cause market distortions, and
create external environmental diseconomies that adversely

affect the indigenous population . The evils of mass

tourism have been much publicised and subjected to
critical attention, though perhaps more by
environmentalists than those wusually employed 1n the

industry itself".

De Kadt (1980:66) points to the "demonstration

effects"” which result from the direct interaction of

tourists with the local population. These effects include
changes in values, behaviour or attitudes, which can

result from mere observation of tourists. He concludes

that " tourists on vacation usually demonstrate a standard

of 1living that is considerably higher than their average
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level of consumption during the rest of the vyear. The
" image they project of their home society is thus distorted
and further magnifies the great gap between their living
standards and those of the majority of the host country’s
population”. Also, tourism can have a negative impact on
the host country’s environment by contributing air, water,
and noise pollution destruction of flora and fauna,
degradation of landscape and historic sites and monuments
and traffic congestion (see OECD, 1980:24-25). In
considering these effects, however, one must recognise
that other industries, especially manufacturing, can also

cause a deterioration in a country’s environment.

McIntosh (1973:2-4) in his article ’Some Tourism
Economics’ reveals the economic advantages from tourism:
for the country, as a whole, tourism may prove to be a
valuable source of foreign exchange; within a country, it
may have a marked effect on the distribution of incomes

between different regions, acting as an injection of

spending power to underdeveloped areas. Employment
opportunities may also be increased by tourism. .Again, for
underdeveloped parts of the country, the creation of
employment through tourism may be a particularly important

factor in the 1local labour market. Tourism may also
support conservation. This will be mainly indirect, a
proportion of the increased incomes of local inhabitants,

businesses, and the 1local authority being channelled

through taxes into conservation work.
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A particular characteristic of tourism is that it is
a highly technical and specialised branch 1in which a
rational co-ordination of private and public sectors,
together with continuous stimulus from government, is
absolutely essential. Tourism offers some countries

greater scope for economic, social, cultural and regional

development programmes than any other sector.

Tourism can, however, benefit a host country 1in
various ways, including the generation of income and
employment. For example , Witt (1987:306) mentioned " with
regard to income, in 1985 in Wales, British tourists
staying at least one night spent £500 million and overseas
tourists staying at least one night spent £100
million....With regard to employment, tourism sustains,
directly or 1indirectly, over 90000 full-time job

equivalents in Wales". But at the same time tourism brings

problems such as price rises, land speculation and
distortions in the labour market. In this context Al-Rawli

(1982:58) points out "the larger the scale of the

development and the faster the take-off the more likely it

is that such negative effects will come about”.

There 1s no doubt that tourism has major effects on
the economy of a country. In 1988, the level of inter-
national tourist arrivals were up by 8.5 per cent to 389
million, whilst the spending of these travellers amounted

to USS$ 193790 million, an increase of 22.1 per cent on the
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previous year ( See WTO, 1989:271-9; and TIQ, 1988:5).

Ohakweh (1983:16) summarises the relationship between
tourist spending and the economy as follows " there are
two links between tourist spending and the economy : (1)
broad consumption items, which have a direct effect, and
(2) the links between the sectors directly involved with
tourists and those sectors and industries which supply the

tourist related sectors with goods and services".

Countries with both reasonable reserves of physical
resources and substantial manpower might well be 1in a
position to choose their own tourism development
approach, but for small countries, with few positive
assets other than an attractive climate and picturesque

scenery, the temptation is often to develop too rapidly.
An added problem relates to the fact that in a number of

Third World countries, which have experienced a rapid
growth 1in tourism within the last few decades, many
government polices have favoured foreign investment, and
more by default than intention, have discouraged the

indigenous tourism sector (See Bryden, TheTraveller:50-52).

The purpose of this chapter is to consider and
evaluate the role of tourism as an economic activity, SO
that a practical methodology might be devised to produce
information for objective evaluation of the economic

impact of tourism, in particular, in the balance of
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payments, in comparison with other productive sectors.

It 1s desirable to wuse this chapter with other
chapters to achieve an evaluation of performance in the

micro and macro levels (enterprise and state economy).

3.2 Assessment of comparative advantage:

Exports of petroleum have been, Dby far, Iraq’s most
important source of revenue, providing more than 95% of
the country’s earnings of foreign exchange. Receipts from
these exports rose sharply in the mid- and late 1970s,

partly because of higher production, but mainly because of

the rise in prices.

In spite of the substantial growth of Iragli exports
(mainly in petroleum) during the period 1976-1985, tourism

receipts increased 1its own contribution relative ¢to

visible export from 0.93 per cent in 1976 to 1.34 per cent

in 1985. If we consider the visible exports excluding the
petroleum revenue, the significance of tourism receipts 1is

very substantial as can be seen from the following table:
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Table (3.1) Visible Export and Tourism Receipts (Million

I.D.)
—-—_—-'__-'-_——-—_—__________.m_.________—______
Year Visible export Tourist receipts 3

(excluding petroleum)

m

1976 46.5 25.5 54.8
1977 42 .7 25.3 6l1.6
1978 63.9 32.0 50.1
1979 83.7 48.8 58.3
1980 122.0 50.2 41.1
1981 16.6 50.2 297.1
1982 15.5 53.0 341.9
1983 81.8 36.2 44,3
1984 82.7 47 .4 57.3
1985 46.9 51.4 109.6
I.D. = Iraqi Dinar

Source: Compiled table,
Annual Abstract of Statistic, Iraqg, 1985:165.
WTO, year-book of tourism statistics.

The growth in the number of tourist arrivals in 1985

(see table (3.2)) resulted in a substantial rise in the
contribution of tourism to the services sectors of the

economy and consequently to the economy as a whole.

| Earning from tourism increased by 8.4 per cent 1in 1985
and furnished the country with I.D. 51.4 million 1in
foreign exchange (equal to US$ 165 million), compared with

| an increase of 30.9 per cent a year earlier.




Table (3.2) Number of Foreign Tourists, Length of Visits

and Average Expenditure in Iraqg from 1976 to 1985

—
Year No. of (000’s) Average length of Average exp. (ID)

foreign visitors visit in days by foreigner

R ——

1976 630 3.0 40.5
1977 722 3.0 36. 4
1978 720 3.0 44 .4
1979 1098 3.3 44,4
1980 1213 4.0 41. 4
1981 1564 4.0 32.1
1982 2020 4.0 26.2
1983 1377 3.5 26.3
1984 1811 3.5 26.2
1985 2153 3.5 23.9

Source: WTO year-book of tourism statistics, different
volumes.

The tourist sector constituted an important source of
foreign exchange with earnings exceeding the income
obtained from export of visible goods excluding pet}oleum
in some years (i.e. in 1985, 1982 and 1981). It is a fact,
however, that if a country generates more tourists than it
receives, or there 1is a tendency for nationals to stay
abroad for a longer period ( and normally spend more) than
foreign wvisitors staying in a country, the result is a

negative travel account balance and a worsening of the

balance of payments (see table 3.10).

J3



In 1985, the number of foreign visitors shows an
i1ncrease of 18.9 per cent 1n comparison to the previous

vear. Foreign tourists to Iraq are attracted mainly by its
afchaeological sites and reliligious shrines. Some of them,
particularly business visitors, remalin in their own campus
(1.e. foreign companies). The government supports and
encourages the State Organisation of Tourism to increase
the number of hotels, motels, and restaurants and to build

new summer resorts. The capacity and distribution (by

Governorates) of hotels in 1984 and 1989 are shown 1in

table (3.3), while the distribution of guests within the

hotels (by nationality) 1s shown in table (3.4).

Great attention has Dbeen given to develop the
transport and communication sectors as part of the basic
infrastructure which plays a vital role in developing the
tourism sector. However, the absence of coastal resorts
and the undevelop character of Iraqa organised
entertainment discourage lengthy stays by foreign tourilsts

and hence reduced theilir spending.

3.3 Conditions relevant to Iragq

A particular problem could be seen in the tourism
sector in Irag which is related to political instability.
Problems between Arabs and Kurds, Iraq and Iran war and
recently the Gulf Crisis. These problems affected the

development of tourism sector in the country. In addition
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Table (3.3) Number of hotels, distributed by governorates in 000s

Governorate No. of Occupied No. of No. of No. of
guests beds (b/d) beds rooms hotels
1984 89 84 89 84 89 84 89 84 89
000 000 000 000 000 000 000 000
Nineveh 304 611 1068 1545 5 7 2 3 108 121
Sa;ah Deen 59 83 550 1010 3 5 1 2 43 63
Ta’meem 147 152 496 653 2 3 1 1 38 53
Diala 20 40 329 502 1 2 1 1 29 35
Baghdad 1749 2348 11306 12167 47 54 22 24 713 736
Anbar 96 341 679 2308 3 9 1 4 54 106
Babylon 68 78 1399 1461 5 6 1 2 72 85
Kerbela 67 72 132 3% 2 3 1 1 30 58
Najaf 79 99 500 500 3 3 1 1 62 62
Qadisia 79 119 580 874 2 3 1 1 26 41
Mothanna 16 42 218 492 1 2 1 1 19 30
Thi-Qar 65 66 1201 1370 4 5 2 2 85 950
Wasit 51 62 730 1022 3 3 1 1 52 53
Maysan 70 78 573 780 2 3 1 1 53 71
Basrah 195 376 1043 1845 7 9 4 5 156 177
Autonomous Region:
D’ hok 44 50 107 95 2 1 1 1 32 23
Arbil 161 192 304 378 3 3 1 2 56 69
Sulaimaniya 57 84 138 232 1 2 1 1 25 33
TOTAL 3327 4893 21353 27592 96 123 44 54 1653 1906

Sources: Anuual Abstract of Statistic, 1985 and 1930.
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Source: Annual Abstract of Statistics, 1985 and 1990.

20

Table (3.4) Distribution of guests in the hotels by nationality
in 000’s
Governorate Iragis Arabs Foreigners Total
1984 89 1984 89 1984 89 1984 89

Nineveh 216 406 81 183 7 23 304 612
Salah Deen 19 38 39 44 2 2 60 84
Ta’ meem 119 117 24 30 S S 148 152
Diala 8 20 12 20 - - 20 40
Baghdad 940 1289 634 884 175 174 1749 2347
‘Anbar 54 248 40 87 2 6 96 341
Babylon 13 21 55 57 - 1 68 79
Kerbela 45 32 20 36 2 4 67 72
Najaf 54 65 24 32 1 2 79 99
Qadisiya 52 67 26 52 2 - 80 119
Muthanna 6 15 10 20 1 — 17 41
Thi-Qar 16 14 48 52 1 - 65 66
Wasit 19 26 32 35 1 - 52 6l
Maysan 37 31 32 36 1 - 70 67
Basrah 100 189 88 170 6 17 194 376
Aut;,onomous Region:

D’ hok 40 46 4 3 1 - 45 49
Arbil 141 183 16 7 4 2 161 192
Sulaimaniya 51 78 4 6 2 1 57 85
Total 1930 2885 1189 1760 213 237 3332 4883



Lo other circumstances such as, absence of seascapes,

beaches and organised entertainment.

From the above, the 1investors or multinational
companies are hesitant to invest in this sector, in
particular, in the north of Irag. There is a need,
therefore, to rebuild business trust and relationship
between 1local and international investors on one hand and

between domestic and foreign tourists on the other hand in

future.

3.4 he Contribution of Tourism to the Balance

of Pavments

Most <countries, and 1in particular the developing
countries, have significant difficulties from time to time
with their balance of payments. Many countries have,
therefore, given much attention to the tourism sector
because of its important contribution to the economy by
earning foreign currency. Dube (1987:17) states that " the
basic source of information regarding receipts of a
country from tourist arrivals is its balance of payments.
This information 1s shown in the travel account of the
balance of payments statement, which shows the overall
position of inflows and outflows and the final outcome

arising from financial transactions of a country with the

rest of the world"”.
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The net financial value, however, either positive or
negative, 1s the monetary balance between tourist receipts
and tourist expenditure. The latter refers to the amount
spent abroad by a country’s nationals. This can be
explained in terms of balance of payments. The analogy is
with exports and imports, tourist receipts providing
obvious "Travel Credit" ( a term used 1in the standard
reporting from the International Monetary fund) -
’invisible’ exports which <c¢an and do make vital
contributions to a country’s economic growth - whilst
tourist expenditure ( the IMF’s "Travel Debit" ) 1is
registered as a deficit. In other words exports of goods
and services are comparable to exports of foreign tourism
(or receipts ) on account of foreign tourists visiting the
 host country and money spent by them during their stay.
While imports of goods and services are comparable to
imports of foreign tourism ( or expenditure 1in other

countries by the residents of a country going abroad ).

The determination of the balance between tourist

receipts and tourist expenditure requires a large number
of tourism generated transactions. Some of these

transactions are obvious, such as accommodation, food,

transportation, entertainment and purchasing souvenirs.

Other expenditures have been listed by Burkart and Medlik
(1974:64) which reduce the net value of such traffic.

Peters (1969:242-3) notes that "certain imports associated

with tourism expenditure must be deducted:
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l1- The importation of materials and equipment for constru-
cting hotels and other amenities, and the necessary
supplies to run them.

2- Foreign currency costs of imports for consumption by
international tourists.

3- Remittance of interests and profits on overseas invest-
ment in tourism enterprises, mainly hotel construction.

4- Foreign costs in conducting a tourism development prog-

ramme including marketing expenditure overseas".

Dube (1987:17) indicates that " the travel account in

the balance of payments statements incorporates:

a- The credit side:

This side showing the receipts arising from
expenditure of tourists coming from other countries to the

" host country.
b- The debit side:

The debit side showing the payment arising from
expenditure incurred by the residents of the concerned

country in other countries"”.

Singh (1984:41) points out that " Tourism is supposed
to be a new and increasingly important source of foreign

exchange earnings. But tourism also affects imports. One
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obvious example 1is that of residents going abroad as

tourists. As, in the tourist centre, the tourist-
generating countries are also the important tourist-
receiving ones, there is a temptation to relate the two,
compare the receipts and payments on account of tourist

outflow and inflow and find the net travel".

However, the majority of such transactions are not
easily identifiable in a country’s national budget, which
means it 1is difficult to evaluate in precise terms the

direct economic benefits of tourism. The travel account

indicates only how much foreign exchange was earned. It
does not indicate the outgoing expenditure (leakages) of
foreign exchange due to attempts made to attract the
tourists (see Dube,1987:18). These, however, are usually
presented as the tourism balance - the difference between
incoming receipt and outgoing expenditure by a country’s
nationals abroad - and are used as a comparative measure
of the industry’s economic significance, particularly in

terms of 1its "invisible" earnings contribution to the

balance of payments.

WTO (1976) has carried out a study 1in twenty-two

countries concerning the analysis of the contribution of

tourist receipts to the trade balance. The conclusion was

that tourism may provide a stabilising influence on the

country’s export earnings in particular to countries

depend on primary commodities with widely fluctuating
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prices 1in world market. It is instructive to amplify the

above conclusion by considering briefly the contribution
of tourism in some developed and developing countries the
United Kingdom, 1India, and Cyprus and finally explaining

the situation in Iragqg.

3.4.1 UK

Table (3.5) refers to the balance of payments and
travel account for the UK. Tourism receipt as a proportion
of total visible exports has increased from 6.99 per cent
in 1976 to 7.33 per cent in 1989. The lowest proportion
was 5.74 per cent 1in 1982. The years 1976-80 and 1985 were
positive in tourism balance and reduced the deficit of the
trade Dbalance, the other years were negative in tourism
balance and increased the deficit in the trade balance. It
- seems from table (3.5) that there 1s an 1ncreasing
propensity for British people to travel abroad. This could
be as a result of either higher incomes or the
spectacular growth of economical, all-inclusive package
tours. Robinsons (1976:236) concluded "it is interesting
to note that the percentage of British visitors who travel
abroad on such packages is considerably greater than the

: percentage of foreigners visiting Britain who  take

advantage of similar facilities”.

The above trends of an increasingly negative tourism
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balance has continued from the vyear 1978, with an
exception of 1985 . Witt (1987:308) comments, " although
overseas visits to the UK in 1985 were only at the level
of 11 per cent of domestic trips, expenditure by overseas
visitors to the UK was at the level of 86 per cent of
domestic expenditure. Hence, foreign inward tourism is
almost as important as domestic tourism in terms of impact

of the UK economy".

International tourist expenditure by British tourists
has 1increased in 1989 to more than eight times its 1976
figure from £1068 million to £9290 million. The rapid
growth in Britain of people having more than one overseas
holiday can be considered as an important factor
contributing to the sharp increase in the average per
cépita tourist expenditure, particularly after 1982. The
UK 1s regarded as one of the main international tourist
generating countries. Therefore, tourism 1in the UK
resulted in (a) increasing expenditure; (b) 1increasing
income; and (c) increasing negative balance, but small

compared to total UK trade as shown in table (3.3).

Table (3.6) compares tourism spending with total
consumer spending in the UK economy. All tourism spending
represents about 5 per cent of all consumer spending. This
proportion reached 1its lowest share in 1982 at 4.5 per

cent, but since then has risen to 5.5 per cent in 1985 and

5.4 per cent in 1986.
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Table (3.6) Tourism spending and total consumer spending

in the UK
Year International Domestic Total Consumer Share of
tourism receipt tourism tourism spending tourism %.
£ M £ M £ M £f M
1976 1768 2400 4168 75818 5.5
1977 2352 2625 4977 86679 5.7
1978 2507 3100 5607 99873 5.6
1979 2797 3800 6597 118426 5.5
1980 2961 4550 7511 137234 5.5
1981 2970 4600 7570 152549 4.9
1982 3188 4500 7688 167362 4.5
1983 4003 5350 9353 183068 5.1
1984 4614 5975 10589 195912 5.4
1985 5442 6325 11767 213720 5.5
1986 5553 7125 12678 234167 5.4

Source: Business monitor MQ6- International Passenger survey,
British tourism Market (BTSM), Economic trends, and Tourism

Intelligence Quarterly.

It appears from the table the rate of growth 1in
tourism spending is very similar to the rate of growth in
all consumer spending. Thus, for example between 1976 and
1986 tourism spending increased by 204 per cent and

consumer spending increased similar amount 205 per cent.
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3.4.2 cyprus

Table (3.7) shows the balance of payments for Cyprus
for the period between 1980 and 1988, while table (3.8)
shows the travel account for the same period. Tourism has
an important role in the Cypriot economy. Since 1987 the
surplus of tourism balance offset the country’s visible
trade deficit. In other words, a small surplus has been
recorded despite the increasing of visible trade deficit.
Visible trade deficit during 1988 reached fC 476.6

million, compared with deficit of £C 365.8 million in 1987

and £C 357.5 in 1986.

Since 1986, income from tourism has in fact exceeded
that from the country’s visible exports. 1i.e. without
tourist receipts, visible imports would have had to be
held back more than 60 per cent to maintain an overall
trade balance. Tourist expenditures are mainly for
business and education reasons. Wilson (1987:228) states
that "The increase 1in tourism earnings has therefore
occurred at an opportune time for the Island’s balance of
payments. It has helped offset the visible trade deficit,
and produce an overall modest balance of payments surplus
throughout the 1980 and 1985". The importance of tourism,
however, 1is not only its direct effect upon the economy,
but also the way in which it allows natural resources such

as labour, food and beaches to be converted into machine
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tools and chemical feedstock, by way of the international

market (See Al-Rawi, 1982:62).

The Commercial Industrial and Tourist Guide of Cyprus
(1989-1990:308) points out that "As a result, tourism was
not only the major force behind the growth of the tertiary
sectors of economy but also the most important foreign
exchange earning activity of the economy". Tourism,

therefore, 1s one of the sectors which has an important

role in improving the Cypriot economy.

Table (3.8) Travel Account and the Share of tourist
receipt_to Visible Exports in Cyprus (1980-1988)

Year Travel Account Tourist Receipt to
e Visible export
Credit Debit %
fcM {£CM
1980 71.7 N/A 41.5
1981 102.4 N/A 56.9
1982 138.7 N/A 58.3
1983 174.8 N/A 76.7
1984 212.0 N/A 68.9
1985 232.0 47 .5 90.8
1986 256.6 51.0 109.7
1987 320.7 56.2 117.7
1988 386.0 63.6 128.2

Credit: Tourist Receipt; Debit: Tourist Expenditure

Source: Commercial Industrial and Tourist Guide of
Cyprus 1989-90
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3.4.3 Tndia

Table (3.9) shows the balance of payments account and
travel account for India from 1976 to 1986. Tourist
receipt (or credit side of travel account) recorded an
advance from USS 449 million in 1976 to USS$ 1412 million
in 1986. International tourism,therefore, has an important
role in offsetting the country’s trade deficit. The
surplus of travel account in 1984, for instance, amounted
to USS$ 981.5 million and reduced the.visible balance of
payments by about 25 per cent. It may be noted also that
although 1981 had the largest trade gap in the visible
account, tourism remalned to play a successful role 1in
reducing the overall deficit. In addition to the
remittances of the Indian workers in the Middle East as

mentioned in the following quotation:

"In recent years the net deficit on transactions 1in
goods and services has been partly offset by a substantial
net inflow of private unrequited transfers from abroad. A
substantial part of this consists of remittances
repatriated by Indian emigrant workers 1in petroleum-

exporting countries of the Middle East" (see the Far East

and Australasia, 1989:407)

Kurian (1987:883) points out that "India is one of
the 49 low-income countries of the world, and it 1s also

one of 45 countries considered by the UN as most serious
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affected by recent adverse economic condition™”.

It notes, however, from the table that tourism
recelipts constituted between 8-14 per cent of the
country’s visible export. The report of the National
Committee on Tourism (1988:44) concluded that, " the
percentage of foreign exchange outflow in the case of
tourism hovers around the level of 6-7 per cent, and in

any case does not exceed the incentive quota of 10 per

cent being permitted by the Government”.

Since 1978 the visible trade balance has shown a

negative situation and increased by 355 per cent in 1984
and 535 per cent in 1985 compared with 1978. Meaﬁwhile the
travel account balance remained positive and  had
Iincreased, in 1984, Dby 44 per cent compared with 1978.
However " this growth in the current deficit did not imply
'thét India’s external economic position was worse in the
éarly 1980s that it had been a decade earlier. Because of
the continued increase in imports ( they increased at an
average rate of 9.5 per cent per year during 1980-85),

the overall deficit rose to US$ 5616 million in 1985" (See

qthe Far East and Australasia, 1989:407).
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3.4.4 Iraq

The contribution of tourism to the Iraqi balance of
payments for the period 1976-1988 is shown in table
(3.10). Some information regarding tourist expenditure
from 1980-85 1is not available, but for the first four

vears tourist receipts were substantially below the

figures for tourist expenditure. That means that the
balance of the travel account for the period 1976-79 had a
negative impact on the Iraqi balance of payments. Many

reasons caused that negative position and might be related

to one or more of the following:

l- The increase in the incomes of Iragi people.

2- The rules of the Central Bank, which allowed tourists
to change large amounts of foreign currency when they

travelled abroad.

3- The number of Iragl tourists travelling abroad and

their 1length of stay has been increased because of the

limitation of tourist resort capacity in Irag.

However, a number of factors (such as shopping,
beaches, etc.) explain this situation and relate not
merely to the obvious imbalance between 1incoming and
outgoing tourist numbers but more particularly to their

‘average lengths of stay and average dalily expenditure

‘within and outside Irag (see table 3.2).

i1



‘9861 1 "TOA PU® “[861 "SE "[OA ‘Sdnusnels wisunoy, jo Jooq

‘ASAIng [eOUSNIEIS “BdLJY JO YUON pue ISeH J[PPIA U, ‘0661

¢’190 30 %
e SE G '[0)

(SUONIIAL "d'T) 6861-9L61 woiy bery 105 sjunoooe [aae pue sjuswke Jo aouereqg (0I-€) 91qel,

6 LIVI
0v9v1
¢ tL(T
1A0014!
P 1961
99611
0°6L60
£ello
6 SLLO
AASYS
1'06SY
3 COLI
V' 9CST
C L8S1

699L1
8 CSBI
18611
cLL6l
099¢¢
L 080¢C
8 ¢90¢
A4 LY
8ELET
1'80C¢
6 8ELI
OtLYI
ctetl
60S11

Hoaun

S[qISIA

-Ted X ‘OLM

‘C861 ‘sonsneiq Jo 10ensqy enuuy

8 V3I¢
89ILe
£1LCE
OLLEE
v LT8E
£ LLSE
8 10t
LSS0t
L601¢
v O9LL
0679
b 99T¢
9°6v8T
['8ELT

WUOAXI
S[]qISIA

6361

&
»

Ted X

IVIN0J

72



It can be concluded that the Iragi balance of travel
account 1s further dependent on a number of variables as
well as the actual number of tourists to or from the
country. These variables include the type of visitors,
their comparative length of stay and their propensity to
spend. In late 1980 instructions were issued by the gover-
nment, because of the war, which restricted changing hard
currency to travel abroad. Tourist expenditure was thus
reduced to the minimum level in travel account and in the

balance of payments as well.,
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3.5 Tourism and the GNP and GDP

" Gross Domestic Product (GDP) is arrived at by
adding the total value of a country’s annual output of
goods and services. GDP equals private consumption plus
government expenditure plus the change in stockbuilding
plus (exports minus imports). It is normally valued at
market prices; by subtracting indirect taxes and adding
subsidies"” (See Rupert and Emmott, 1983:83). 1In other
words it can be defined as the aggregate of the values
added of different sectors of an economy, which means, the
market value of total output of goods and services
produced during the year. It can be calculated at factor

cost, or 1t can be expressed in constant prices to

eliminate the effect of inflation.

GDP can be measured in three ways (See Rupert and

Emmott) :

1- By adding incomes of resident, both individuals and

firms, derived directly from the production of goods
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