Travd & Tourism Futures

| SSN 1023-0122

Tourism Industry Intelligence

Strategic Information for Decision-Makers

Positive but slow
growth

Travel will increase

Travel agents are
optimistic

What's | nsde: -

+ Market & Consumer
Trends

* Focus: All-inclusives

« Hotd & Resort
Trends

» Technology Update

* Destination Watch

* Focus: TheCruise
Tourism Challengein
theCaribbean

« Editorial

e TrendstoWatch

The US economy is expected to end the year with a 3.4% rate of growth
of its Gross Domestic Product (GDP). However, a much lower rate of
economic growth (1.7%) is expected in 1999. LikeBritain, the slow
growth of the economy will put adamper on US citizens’ travel abroad.
The good news is that outbound travel will continue to grow. But this
growth will be slower than 1998.

TheTravd Industry Association (TIA) predictsthat travel will slow but
not decline - a 1.6% growth in totd trips is projected for 1999. This
compares with 3.7% growth in 1998. TIA dso predicts a5.7 percentage
growth in travel expenditures for 1999, compared with 6.4% for 1998.
Accordingto Dr. Susan Cook of theTIA, “theeconomic fundamentals
will remain fairly conducivetogrowth in travel”. An11%increasein
cruise passenger trafficis predicted as well as a2.8% growth in airline
traffic.

UStrave agentsare opti misti c about travel prospectsin 1999. Nineout

of ten agentsaurveyed expect clientstospendasmuchasor morethan
they spent in 1998.

Key Trendsinthe USMarket

How they Around36%of USle sure/VFR (VisitingFriends
i lled and Relatives) travellers travelled done; 36%
ravelle travel led withspouses; 25% withfamil y/relatives

and 14% with friends. A mere4% werewith a
tour group. Travelers opted for in-depth
trave experiences, with 77% of leisure/VFR
travelers visiting one country, 22% visiting

Increase in two countries and only 9% visiting threeor more.
travel &

entertainment  UScompanieswill spend $175hillion ontravel
expenditure and entertainment in 1998, around 12% more

than in 1996, estimates American Express in its
1998 Survey of Business Travel Management.

... But expect  Themgority of corporatetravel managersexpect

corporate cutbacks of up to 20% in travel and
cutbacks in entertainment spending in 1999, reveded a
1999 National BusinessAssociation surveyinOctober.
Leisure is Leisuretravel isseen by many in theindustry

. asnear r ecession-resistant. Accordingto Roger
recession- Ballou, formerly of American Express, “if you
proof look at the history of recessions over the last 14

yearsinthis country, a no point haslesuretravel
had adownturn”.
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Performance of the USMarket - Winnersand Losers

Turks & Caicos
record good growth

in 1998

Chinareceives over
half a million visitors

in 1998

Country No of Months % Change Total 1998

Turks & Cacoslslands 7 20.5 48,804
St. Eustatius 2 17.0 469
St. Kitts/Nevis 7 16.7 30,834
St.Lucdia 8 13.9 59,186
China 10 13.5 570,831
Curagao 5 11.2 14,507
St. Maarten 7 9.9 13,151
Cayman|slands 7 8.0 195,670
Antigua& Barbuda 8 7.8 51,824
Puerto Rico 1 7.2 537,930
Singgpore 8 6.3 232,918
Trinidad & Tobago 5 5.2 52,695
Jamaca 8 3.2 593,922
South Africa 2 3.0 24916
Cuba 6 2.8 22,316
Japan 6 2.2 329,387
Dominica 6 15 8,118
Germany 7 0.4 1,131,942
France 7 0.3 2,711,649
Aruba 5 0.1 177,088
Bonaire 6 -0.1 16,272
Anguilla 8 -0.2 19,910
Grenada 7 -0.3 19,400
Barbados 7 -0.4 68,206
St.Vincent & The Grenadines 6 -0.9 10,352
Bermuda 7 -2.9 172,753
Guyana 6 -12.0 12,533

Source: World Tourism Organisation and Caribbean Tourism Organization, 1998.

Market & Consumer Trends

What does the
weather have to do

with it?

Growing German
interest in all-
inclusives

Cautious
honeymooners

Poor weather in Britain was “probably responsible’ for a 200,000
increase in holiday departuresin May 1998 compared with 1997,
reported Travel TradeGazette. Meanwhile Germany’s FVW reported
that “wet and unsettled weather in Germany also boosted tradein
thetrave agencies”. An FVW survey of 49 leading German tour
operators found that norma brochure packaged holidays were being
booked for summer a short notice. L’Tur was sdling over 3,000
packages on some days in July. The mild westher in Europe this
winter may also be responsible for lower traffic volumes this season.
But the bad weather in the East and Midwest could have the opposite
effect.

TUI,thelargest German tour operator reported that thenumber of all-
inclusive resorts offer ed has doubled, with growth in the 3 star
category. Meanwhile, another German tour operator, NUR, also
reported that the number of all-inclusives hotels offered has risen
from 10t026. I TS thefourth largest German tour operator indicated
that “ all-inclusive offers are playing an increasingly dominant role
in thehoted business’. Kastner, | TS Managing Director “doesn’t see
an end to this trend”. More than haf of al ITS hotd s are dl-inclusive.

Japanese honeymooners are starting married life with cautious
trave decisions reported Travel Business Analyst. The number of
daysspent on honeymoonwas 7.8in 1998,a 2.5% declineon 1997, the
total spent on honeymoon was US%$4,407in 1998, a5.2% declineon
1997.
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Focus: All-inclusive Resorts

Most successful

All-inclusives
defined

Club Med in the
lead

The appeal of
all-inclusives

Superior
performance

All Inclusives
out-perform
standard hotels

All-inclusive resorts are one of the most successful and fastest
growing segmentsof thetourist accommodation sector. Inthisissue,
we examinewhy.

All-inclusive resorts are those where virtually everythingisincluded
inonepre-paid price - arport transfers, baggage handling, government
taxes, room, dl meas, snacks, drinks and cigarettes, the use of dl
facilities and equipment and certified instructors. Even gratuities (tips
and servi ce charges) and nightly entertainment areincluded i nthi s pre-
pad price. The German tour operator TUI in association with Allegro
Resorts in the Dominican Republic now includes sunglasses, bathing
suits, tooth brushes, underwear, dresses, pants, socks, sandadsand more
inthepriceof their dl-inclusiveholiday. (SeeTourismindusry Intdligence
Nov/Dec 1997).

Major All Inclusive Chains World-Wide

Resort No. of Total Room Headquarters
Resorts  Stock

Club Med* 77 25,315 France

Allegro Resorts** 24 6,455 Dominican Republic

Club Robinson 24 5,397 Germany

SuperClubs 12 3,238 Jamaica

Clubs Internationd 12 2,547 USA

Sandd's 10 2,032 Jamaica

Club Aldiana 10 840 Germany

The atractiveness of dl-inclusives lies in its appeal to consumers
(vauefor money); the simplification of procedures and control that
it offers management (dl visitor expenditure is captured on the
property without complicated billi ng procedures) andtrave agentslike
to sdl all-inclusives (they earn commissions on the whole package -
even commissions on tips and taxes!). The main negative of the al-
inclusive concept is the ‘enclave type of tourism it promotes (see
checklist of advantages and disadvantages of dl-inclusives overl egf).

The draw of dl-inclusives lies in their superior performance. The data
suggest that all-inclusive hotels perfor med nearly 50% better than

non-all-inclusive hotds.

Hotd Occupancy Ratesin Jamaica by Category of Hotd, 1994 - 1997
80%

70% +
60% -+

50% -+

mAll-Inclusive

40% + oNon-All-Inclusivé

Percentage

30% +

20% +

10% {4

0% -
1994 1995 1996 1997

Y ear

Tourism I ndustry I ntelligence Vol. 5, No. 6 1998 Page 3 © Caribbean Futures Ltd.



Travel & Tourism Futures

All-inclusive Resorts continued

Travel agents love to
sell them

Surgically precise
market segments

Product and quality

control comingoperators,ground handlers,hotdiersandtour operators
allin one.
Advantages Disadvantages
a) Value for money Excessve animation, buffet lines
b) Tourigs can plan holidays beter knowing up Low inclination to spend outsidethe
front what the cogt of the holiday will be budge
C) Eager for travel agentsto sell and they All-inclusive resorts pay out higher
get commissons on the whole package
commissions (greater incertive to sell)
d) Simplifies relationships between High expenditure/investment
hotels and guests, and minimises on skilled labour
capital expenditure on computer
equipment to track guest hills
€) Simplifiesinventory and stock Theft difficult to control
procedures as all medsare prepaid
f) Eliminates the money relationship between Eliminates the cash incentive for
hosts and guests (no tipping allowed) for workers
o)) Gueds do not haveto leave hotd so value-added Little otential for linkages outside of the
from spin-off activities cgptutred by the hotel hotel (e.g. taxi drivers, restaurants)
can belimited
h) Tourigs canfeel securein a Leadsto enclavetype of touriam;
well-planned and orchestrated limits local participation and
environment interaction of touristsin local community
i) Creation of killed, flexibleand Staff cen be easily exploited and
empowered staff over-worked
i) Minimum size of 150 room seems Not aswdl suited for smaller
to be necessary properties
K) I ntroduces another category of vacation Unable to take advantage

Source All Indusive Resorts, Trave Industry Analyst No. 6, 1998

Travel agents can earn more than twice as much commission from
sdling an dl-inclusive resort compared with atraditiona hotd .

All-inclusive resorts cater to visitor psycographics - the way
ther guests think, fed and behave. They cater exclusively to
families (Boscobd, Beaches, Club M ed, Robi nson Clubs), couples
(Couplesand Sandds), hedonists(Hedonisml1), healthenthugasts
(Le Sport) and other segments.

All-inclusive resorts package and control all e ements of the
holiday - from arriva at the desti nationto departure. They arein-

and possibly new markets. Adds
diverdty to destination.

of walk-ins, cruise passengers
and business lunches aswould
conventiona hotds.

Contact: Nancy Cockrdl in London Tel: (44) 171 696 9006 Fax: (44) 171 696 9004
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Hotel & Resort Trends

Disney strugglesto
keep investors
smiling

All-inclusives march
on

Fly free

Turks & Caicos call
halt to all-inclusives

Stress-less and
health-fit rooms

Hilton splits

Fashion group
enters the Fray

Lifestyle brands

It usedto be thehappiest company onearth. Y ear after year, Walt Disney Co,
spunsolid gold profit from aone of akindglobal franchise of entertainment.
But lately, thefinancial magic seemstohavedesertedtheMagicK ingdom.
The Economist estimates that Disney’s CEO Michael Eisner's 24 million
share options in the company was worth US$409 million when the shares
peakedinMay 1998 and by October 1998they wereworthjust US$21 million,
adrop of US$ 389m. Stuck with alaggardly TV network, a rash of flop
moviesand a key market - Asia - in recesson, Disney’s once-formidable
businessmomentum hasslowedtolimping. TokyoDisneyland alsoreported
a 26% fall ininterim pre-tax profits.

Super Clubs is expanding into Latin America with the opening of four
propertiesin Brazil. Thefirg hotel will openin September 1999in the sate
of Bahia in Northeast Brazl. The 350 room Breezes hotel will be the
group’sfirst venture outsde the Caribbean and the firg all-inclusve
propertyintheregion. It will befollowed by twomoreBr eezesand aGrand
Lido, all scheduled toopenwithinthenextfour years. Sandalswill also add
a second hotel in Cuba in the next two years following the opening next
February of the 350-room Beaches VVarader o.

Sandalshasintroduced aspecial promotion—until February 1,1999,they fly
clientsfreefromtheUStoits10resortsinthe Caribbean. Clientsmust stay
7 nights or more to qualify for a free flight.

Turksand Caicoscalled a haltto all-inclusivesplacing a moratoriumon
their further development. Theidand is expected to have 1,700 rooms by
the end of the year and the Turquoise Reef, bought by the all-indusive
operator, Allegro, wil bethelagt all-inclusveto open ontheidand. Already
more than half of the hotel roomsin Turksand Caicosarein al-inclusve
establishments.

Hilton istesting anew concept —Stress-L essRoomsand H ealth-Fit Rooms
— designed to keep travellers relaxed and hedlthy while away from home.
Rooms include such extras as massage tools, a yoga video, and
aromather apy lations, whileH ealth-Fit Roomsar eequipped withexer cise
equipment and fitness magazines. The new concept is being tested in 16
properties across the US.

Hilton shareholders voted to separatethe company’s gaming and
lodging businesses. Hilton’s gaming interests include 15 hotels/
casinos and riverboat casinos The firm is expected to merge with
Grand Casinos to form the world’s largest gaming company in
terms of squarefootage and revenue.

TheVersace Group has chosen the Gold Coad of Australiafor its
first luxury hotd, Palazzo Versace. The property estimated to cost
US$125 million, will feature 263 guest rooms and 72 condominums. |t
isdueto open on the eve of the Sydney 2000 Olympic Games.

Canadian hotel management company, Tradewinds, has created two
new brandsfor Barbados Onenew brand, TimeOut, will cater tothe
18-35 year old market at three properties - Blue Horizon, Worthing
Court and Andrea-on-Sea. All located closeto lively aress, the hotels
will be sold on an accommodation-only basis. A second brand,
L atitudes, isaimed at sophisti cated indivi dudi stswho are looking for
more than sun, sand and sea and will be launched next winter.
Tradewindsaimstohave3,000roomsin theEastern Caribbean by
2004.
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Technology Update

Virtual Safari

Destination Watch

TheDjumaGameReservein SouthAfricahaspermanentlyinstalled
cameras with spotlights at two of its waterholes transmitting an
image ever y 30 secondson theinternet. Sinceitslaunchon Monday
September 14, 1998, DjumaGameReserve achieved an initial 20,000
“hits’ per day and by November 24, 1998, thisfigurehad increased
to 800,000 hitsper day. Djuma GameReserve sweb siteis estimated
to be the largest in Africaand one of the fastest growing in the world.
Interestingly, 12% of all hitsoriginatein Japan. Djuma sweb siteis:
http://www.africam.mweb.co.za

South Africa gets
serious

South America
bands together

Eight years of
growth for Panama

Asia Pacific drops
sharply

Thailand — a bright
spot in Asia

Watch for China

Four Seasons in
China

South Africawill havea marketing budget 14 timeslar ger than the 1998
budget. A jointinitiative by South African businesseshasmade 15.3million
pounds(US$23 millon) available to spend from April 1999 on promoting the
country as a tourist destination. The World Travel and Tourism Council
estimates tha by the year 2010, 174,000 new jobs can becreated directly
by thetravel and tourismindustry in South Africaand 516,000 jobscan
be created within the broader South African economy.

Nine South American countries have set up a $38 million marketing
initiative to jointly promate the region asa tourist destination. Bolivia,
Brazil, Chile, Columbia, Ecuador, Paraguay, Uruguay, Venezuela and
Argentina have formed an umbrella group called Prosur (Promotion of
Tourism Throughout South America). Prosur will be developed in three
stagesand over threeyears, sarting withaUS$3 million promotionbetween
now and 1999. Thefundsarebothfrom private and public sectors Thenine
countrieswill bemarketed under a snglebrand. Theschemeisexpected
tobring an extra2 millionvisitor stotheregionand gener ate US$4 bilion.

International tourist arrivalsby air in Panamaincreased by 11.6%, to
343,520in 1997, the eighth consecutive year of growth. Panamarecorded
a 9.1 % growth for vidtor arrivals overall to 482,980 - including 58,000
tourigsarrivingby landand seaand 81,460 same-day travellers. Thebiggest
market for PanamaistheUS (27.6% of total arrivals) followed by Latin
America. Europehadan overall increase of 9.6%in 1997, but accountedfor
only 7% of all air arrivals.

The Adsa Padfic region isexpected to weloome 5 million fewer tourists
thisyear, accordingtotheWorld TourismOrganizationl nter-Asantravel has
been hurt the most, down 10%, but bargain prices and package deals are
increasing long haul tourism to theregionby 2 million, mostly from Europe,
theUSand Canada. The WT O predicted thatworldwidetourism shouldgrow
1.5% to 2% in 1999, compared to 2% in 1997 and 5.6% in 1996.

Tourig arrivalsto Thailand roseyear onyear by 7.34% t06.23millionin
thefirs L0monthsthisyear, accordingtothe TourismAuthorityof Thailand.
In October alone arrivals climbed by 16.8% over the same month last year.
Thailand received 7.4% more visitors from recesson-hit East Asia, while
growth from Europewas 30.9%.

Ove the next 12 years, the tourism sector in China will grow by 9% a
year, predicts theWorld Travel and Tourism Council. The industry will
createover 21 millionjobsin thenext 12years Morethan 5. 5milliondirect
industry jobs are expected to be provided over the next 12 years and a
further 16 million rel ated jobs will be supported by travel and tourism
spending.

Four Seasonswill debut in Chinain 2000 asmanager and part-owner of the
Four Seasons Hotel Shanghai.
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Focus: The Cruise Tourism Challenge in the Caribbean

No. 1 destination
for cruising

Rapid growth

Key challenges:

Increasing the
benefits

Managing growth

Competing with
cruise lines

Future prospects

The Caribbean is the numbe one dedtination for cruisng and the most
important geographic market. Just over half of the 103,062 cr uise berthsin
North America aremarketed in the Caribbean. Growth of cruise tourism
has not been without its difficulties. We examine some of these challenges.

1998 Cr uiseBed Days by Region

World
South America 1%
11%

Europe
8%

AsialPacific
3%

Caribbean Region
54%
North America
1%

Mediterranean
o

1%
Source CLIA, 1998.

Cruisetourism representsthe fastest growing segment of the Caribbean
tourism sector, growing near lytwiceasfas asstay-ove arrivals. Between
1986 and 1996, the number of cruise passenger viststo Caribbean degtinations
increased from 5 million to 10.7 million, an average growthrate of 8.2 percent
per annum.

Thisragpidgrowth hasonecatch: cr uise passenger sspend less. TheCaribbean
TourismOrganization (CTO) edimatesthat cruise passengerspent anaverage
of US$112per visit, compared with US$818 per visit by stay-over tourists. A
number of drategies have been put in placeto encourage greater expenditure
including: enhancing the destination experience; encouraging cruise
passengersto return aslong-stay vistors, and encouraging cruise linesto
sour cemor egoodsand servicesfrom Caribbean suppliers(e.g. Red Stripe
beer from Jamaica).

Shipsaregetting bigger with2000 berthsverymuch the norm. M ost destinations
areexperiencing increased levelsof “ bunching” asasmaller number of ships
bring increasing numbers of passengers. The need to badance cruise and long
stay vistorsisalsocritical asmostdestinationsdonotwishto“ crowdout” their
longer stay, higher spending vistors. Already Bermuda has hiked up
passenger taxes to encourage the low-volume high-yield end of the market;
Cayman Idandswill not dlow ship cdlson Sundaysand Public Holidaysand
Tobagohasrefusedtoletcruiseshipscall at Charlotteville, apicturesquefishing
village Management of thewagte that ships and thdr passengers generate as
well as monitoring environmental damage (dumping of garbage, breaking of
reefs) arealso key.

Caribbean destinations (particularly hotels) arealso finding that Cruise
ships are more competitors than cusomers. The newer larger shipsalso
providegreater on-board revenue opportunitieswhich competewith passenger
gpendingat the destination. Car nival CruiseLing for examplereportsthat on-
board spending accounted for some 15 percent of its total revenues. Shipsare
therefore encouraged to close thar duty-free shops and casnoswhenin port.

Continuedgrowth oftheworldcruiseindustry will fuel growthintheCaribbean.
The indugtry will face a numbe of chdlenges (re-opening of Cuba) and
opportunities (homeporting, new investments in port infrastrudure, the un-
developed Europeanmarket, growth oftheSouthernCaribbean).CT O projeds
thenumber of cruise passenger vidtstoCaribbean destinationstoincr ease
fromthe 1996 level of 10.7 million passenger vidtsto around 13.4 million
by theyear 2000.
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Editorial

Inthisissue, wetakealook at the US outbound travd market. Slower economic growth will indeed impact on
travd. Busness\Week forsees” speedbumps’ to the USeconomy’ sgrowth in1999. Americanswill continueto
travd abroad in 1999 and 2000, however, like their UK counterparts, the rate of growth of travel abroad will
continue to dow.

US outbound travellers are likdy to continue to opt for the familiar (Europeand Mexico) and the pleasurable
(Caribbeanresort lifeand cruising). Despitethefall in pricesto Asaasaresult of the Asan finanaal criss, there
isno strong evidence of a boom to the destinationsin the Asanregion. Asiawill need to rdy more on Europe
for their much-needed boost. Thailand demonstrates this clearly.

Thecautioushoneymoonersin Japan is hardly surprising consdering that the Japanese economy will shrink by
2.6%in 1998 and see only aminimal rebound in the next 18 months. The number of Japanesetravelling abroad
fell this summer for the firs timein 18 years.

Inthisissue, we alsotake alook at theall-inclusivemark et —weex pect that thesuperior performance profitability
and innovativeness of all-indusive hotels will drive the continued rapid expansion of al-indusive resorts
worldwide. Twotrendst owatch arethe movement of current semi-inclusives(drinksnotincluded) toall inclusives
resorts (e.g. private game reserves in Africa) and degtinations technologically in the forefront (e.g. Singapore)
developing all-inclusive destinations (where one up-front price allows the experience of theentire destination.

We have also examined thechallengesfacing the Caribbeanin copingwith agrowing number of cruise passengers
- estimatedat 14 million by 2000. Managing thisgrowth; increasing the economic benefitsof cruisetourism; and
improving destinations competitiveness are some of the main chal enges identifi ed.

Inthe nextissues of Tourism Industry Intelligence we will look at the prospects for the French and German
marketsin 1999 and 2000 aswell asthetime share, honeymoon and spamarkets. Wewill also take aspecial look
at Audraliaand Jamdca.

Trendsto Watch

Departure tax for life Seychellesisplanning tolaunchon April 1, 1999,a US$100.00Gold card
that will becomemandatoryfor al vistorson November 1, 1999. The
gold card will replace theidand’sdeparturetax. It includesentrancefees
toall marine national parksand naturereservesand isvalid for life
It is hoped that because the card would be aone-off purchase, that it will
encourage repeat busness. About 12% of Seychelles 130,000 annual
vidtors havevidted theidands before.

Sex tourism is Progtitutionisarecesson-proof busnessin Asa reported Singapore’ s
. f Tourism News at a Touch. The Asia economic crissis driving more
recession proo women and children into the flesh trade, and the lower prices are

attracting growing number sof over seassex tourigs. Itisestimatedthat
each year about 1 million are victims of sex tourism and organised

prosti tution.
Europe fights child In the first European meeting bringing together the main partnersin the
P . 9 fight againgt child sex tourism, initiated by the European Commission,
sex tourism the Commission’s drategies for fighting child sex tourism were

elaborated. These included key actions on reducing demand for child
sex touriam (including deterring and punishing offenders and fostering
cooperation betweenthetourism industry and NGOsworkingin the area)
and addressng the sources of supply (poverty alleviation, respect for
humanrightsand therightsof childrenand promating the devel opment of
sustainable tourismin developing countries).
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