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Tourism is an economic sector with a high multiplier effect, which is
referred to as the driving engine of economic growth and can bring
prosperity to the entire economy as an economic stimulator. Since the
tourism product has a high price elasticity, its pricing is of particular
importance to maintain and increase the demand of this economic
sector. The price of tourism products is a function of the costs of this
sector, and the increase in costs, including the costs of electricity, gas
and water consumption, can affect the price of the final product.
Considering the tendency towards the gradual liberalization of energy
prices, this research examines the effect of increasing electricity, gas
and water prices on the price index of the tourism sector. For this
purpose, the cost-based approach of social accounting matrix was
used. Due to the multi-sectorality of the tourism product, a matrix was
designed to include the inbound tourism sector and the domestic
tourism sector as two distinct sectors in the production account. The
findings of the research showed that a one-unit increase in the cost of
electricity, gas and water caused a slight increase in the price index of
the tourism sector, and a significant price increase can be expected in
the tourism products following an increase in the price of these items.
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EXTENDED ABSTRACT

Introduction

Tourism is an economic sector with an outstanding multiplier coefficient widely
recognized as a stimulating engine that can move the economy forward if developed
properly. Due to the high price elasticity of tourism products, pricing is of high importance
for maintaining and increasing the demand for this economic sector. Among other factors,
prices of tourism products are a function of the sectors’ costs, and an increase in the costs,
including the costs of electricity, gas and water, can affect the price of the final product.
Unlike developed countries, price of energy is determined by the state and is much lower
than the market price as a result of the subsidies allocated to this product. Regarding the
tendency for gradual privatization of energy prices, this paper aims to evaluate the impact
of an increase in the prices of electricity, gas and water on the tourism sector price index.

Methodology

To this end, the Gosh cost-based approach to social accounting matrix was used (Table
1). Considering the multi-sectorial characteristic of tourism, a social accounting matrix was
first developed to incorporate inbound tourism and domestic tourism as two distinct
sectors (dummy sectors) in the product account. These dummy sectors were not
considered active product accounts (Figure 1). Tourism related inputs such as
accommodation, transportation, food and beverages from other economic sectors were
assembled into a tourism package supplied to the market. Inbound tourism sector supplies
its final product, the tourism package to the rest of the world, and regarded as export, while
domestic tourism sector sells the package assembled to the urban and rural income groups
of households and is regarded as final consumption.

Table 1. Social accounting matrix by endogenous and exogenous accounts.

Exogenous Endogenous
1 2 3 4
. Factors of Institutes Other Total
Production . (except
Production accounts Input
gov.)
1 Production Ti 0 T3 Tis Y;
Factors of
Endogenous 2 production T2 0 0 Ta4 Y,
Institutes
(except gov) 0 T3, Ts3 T34 Y
Exogenous 4 Other accounts Ty Tyo Tys Tss Y,
Total Output Y Y, Ys Y,
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Factors of

Product - Institutes
production
— RoW Total
Inbound Domestic _
AGR MNF SRV = : L K HHD GOV
tourism tourism
AGR XX XX XX XX XX XX XX XXX
MNf XX XX XX XX XX XX XX XXX
SRV XX XX XX XX XX XX XX XXX
Product
Inbound N —
ot [ "= " == e === -
DO]“?StiC SEEEEEEsEEEEEEn » XXX
tourism 1
L XX XX XX . : XXX
Production K XX XX XX 1 . XXX
H
HHD . H XX XX XX XX XXX
Institutes =
Gov. | XX X XK XX XXX
RoW XX XX XX : : XXX
Total XXX XXX XXX xxx XXX XXX XXX XXX XXX XXX  XXXX

Figurel. Social accounting matrix with dummy inbound and domestic tourism sectors.

Results and discussion

The results indicated that a single unit increase in the prices of electricity, gas and water,
increased the price index of tourism only slightly. A one-unit increase in the price of
electricity increased the price index of inbound tourism by 0.009 and that of domestic
tourism by 0.053 units. A similar increase in the price of gas increased the price index of
inbound and domestic tourism by 0.006 and 0.044 units. A single-unit increase in the price
of water increased the price index of inbound and domestic sectors by 0.009 and 0.058
units, respectively. In addition to the tourism sector, price index of other similar activities
was also affected by this price increase. A single unit increase in the price of electricity
increased the price index of hotels, recreational and cultural sectors, and restaurants by
0.009, 0.023 and 0.027 units, respectively. Similarly, a one unit increase in the price of gas
increased the price index of hotels and recreational and cultural activities sectors by
correspondingly 0.005 and 0.025 units. A one-unit increase in the price index of domestic
tourism increased the cost of living index of low income, middle income and high income
urban households by 0.210, 0.466 and 0.632 units, and increased that of rural households
by 0.66,0.132, and 0.157, respectively.

Conclusion

A sharp increase in the price index of tourism sector is not to be expected following an
increase in the prices of electricity, gas and water, as three main energy sources of tourism
enterprises and activities. Furthermore, a price index increase as a result of other factors is
not unlikely. These findings are in line with the shares of the electricity, gas and water costs
out of the total costs of the tourism related businesses, according to the financial statements
published by the Securities and Exchange Organization of Iran. Moreover, the findings can
also be confirmed by the data of the latest input-out table available (2016). The input-output
table shows that only 5%, 3% and 4% of the intermediate demand of the accommodation
sector is dedicated to electricity, gas and water sectors, respectively. Correspondingly, these
shares are 2%, 1% and 0% for the restaurants and caterings sector; and 1%, 3% and 0% for
the transportation sector (including rail, land, water and air transportation).
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