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COMMENTARY ON FINDINGS BY DIGI

This report, commissioned by the Drinks Industry Group of Ireland (DIGI) and
authored by Dublin City University economist Anthony Foley, analyses the
contributon of | r el a wrthkss industry to the broader tourism sector.
Unsurprisingly, it uncovers a tightly knit, interdependent relationship .

I r el atoudstinssector is a fundamental pillar of the economy . In 2016, international

tourism spend exceeded (8.3 billion. The Go v e r n meamhitious 2015 tourism strategy,
0 P e o pRlaee, and Policy: Growing Tourismto 20256 expects to increase overseas visitor
numbers to 10 million per annum and increase sector employment by 50,000.

Holding up this pillar is a sturdy base comprising many different supporting industries, the
most important being the drinks and hospitality industry. Across the country, 92,000 people
are employed in public houses, restaurants, hotels, off-licences, breweries, distilleries and
other distributors, producers and wholesalers . Annually, it exports goods worth 01.25 billion
and generates (2.3 billion for the Exchequer .

I r el aintednétisnal tourism image is,in many ways, defined by its drinks and hospitality
industry . Visitors from across the world travel to Ireland to experience the ambience of an
authentic pub, the sights and sounds of a live trad music session,and the taste of a pint of
real Irish beer or a glass of whiskey. Industry businesses and tourism bodies spend billions
promoting our drinks brands abroad : some, like Guinness, Baileys and Jameson (sold in
more than 120 countries), are household names on a global scale.

These efforts clearly pay off. A Failte Ireland survey determined that 80 percent of all visitors
to Ireland picked the Irish pub as something they most wished to experience, and the
factor which influenced their decision to come to Ireland .

In the background, however, trouble is brewing . Our biggest tourism market, the UK, is
entering a period of economic instability set to last for the foreseeable future . Since the
Brexit vote in June 2016, sterling has declined 25 percent against the euro.

For British tourists, who make up 41 percent of all visitors to Ireland, this country is now
significantly more expensive . With cheaper destinations at home, or on mainland Europe,
UK holidaymakers are already spending elsewhere, or simply not spending at all. From
January to July 2017, the number of Britons visiting Ireland was down 6.2 percent on the
same period last year . British tourists spent (1.1 billion in Ireland in 2016, but a 6.2 percent
drop in their numbers would result in a loss of nearly 070 million this year if the trend
continues . Thisdecline islikely to continue for the rest of the year and the years ahead,
affecting jobs and income, particularly in rural Ireland .

As has been so often the case throughout the history of this country, when the UKsneezes,
Ireland catches a cold . Forthe drinks industry and wider tourism sector, it seems that little is
being done to alleviate the symptoms ; some measures may even add to the challenges .

I r el ahighd @cehol excise tax isa fiscal policy that actively works against the drinks and
hospitality industry. Our overall alcohol excise tax isthe second highest in the EU Broken
down by drink type, we have the highest excise on wine, the second highest on beer and
the third highest on spirits. In the long term, this islikely to impact on the competitiveness of
the sector. Faced with Brexit, this effect will be amplified ; fewer tourists will patronise the
drinks businesses that are so important to the tourism sector. A reduction in alcohol excise
tax isa tangible response to these challenges .

Turbulent times lie ahead for | r el a towigns sector. Strong bonds between the
Government and tourism and the hospitality sector, as well as a pro-enterprise approach
to policymaking, are essential for Ireland to not only emerge from the unfolding Brexit crisis
upright and stable, but to meet national tourism targets by the middle of the next decade .
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INTRODUCTIONAND ROLE OF THE DRINKS
INDUSTRY

This report identifies the contribution of the drinks industry to tourism in the Irish economy
and updates previous DIGI reports on the same topic .

Tourism has performed excellently over recent years with strong growth in international

visitor numbers and substantial hospitality employment increases. The number of
international visitorsisat a record level. However, Brexit has raised serious concerns for the
ongoing strong performance of the UKrelated part of our tourism sector. Already, the
negative effects are being felt with a large decline in Britishtourists in 2017. The significant
and ongoing decline in the value of sterling reduces the competitiveness of the Irish
tourism product, together with the uncertainty and lower economic growth in the UK
reduce tourism demand . The UKmarket isthe largest national market for inward tourists to
Ireland . The 2015 Government tourism strategy, 0 P e o p Place and Policy: Growing

Tourismto 20256 sets very demanding targets for tourism growth over the next decade . The
report notes that: 0 T o u risosemof | r e | ammost Gngportant economic sectors and has
significant potential to play a further role in | r e | aecahdmic r e n e w anl tile Brexit
environment, the realisation of these targets will be more difficult .

The performance of the tourism industry isdetermined by many different factors in addition
to the contribution and support of the drinks industry. These include cost and other
competitiveness factors such as management, quality of service, product, international
economic conditions, promotion and marketing, access, competing locations, national
and international economic performance, and consumer confidence

The drinks industry, along with other sectors, contributes to national and international
tourism performance in several ways. The extensive network of 7,175 public houses, 1,020
hotels and other bars, 462 fully licensed restaurants, and 2,120 restaurants with wine
licences provides physical facilities and services for tourists and contributes to the tourism
experience in a positive and significant way, particularly in rural areas. Thisis a significant
contribution in light of the poor quality of public facilities in many areas and the often wet
Irishweather conditions .

Drinks-related tourism attractions such as the Guinness Storehouse and the Old Jameson
Distillery (now the Jameson Distillery Bow St) attract large numbers of tourists, particularly
international tourists, and are significant components of the Irish tourism product . Other
leading tourism visitor facilities include Midleton Jameson Distillery visitor centre, the Teeling
Whiskey visitor centre in Dublin, Kilbeggan and Tullamore DEW visitor centres, the
Smithwick's Experience in Kilkenny and the IrishWhiskey Museum in Dublin .



The drinks industry supports a wide range of tourism-generating festivals and arts activities .
Drinks industry sponsorship also supports a range of national and international sports
events, which generate both domestic and overseas tourism.

Leading Irishdrinks brands such as Guinness, Jameson, Baileys and Magners contribute to
a positive awareness of Ireland in foreign markets and support the tourism marketing effort
and direct marketing spend .

Failte Ireland and other research show that international visitors consider the lrishpub to be
an integral and significant part of their positive tourism experience in Ireland .

Thisreport identifies the contribution that the drinks industry makes to tourism generally and
to festival - and sports-related tourism. Thisisnot to say that the relevant sports and festival
events would cease to operate inthe absence of the drinks industry support. However, itis
reasonable to expect that the scale and economic impact of many festivals and other
events would be lessened in the absence of drinks industry support and/or that
replacement finance could be diverted from other desirable programmes and activities .

There is insufficient data to quantify the overall tourism activity directly related to, or
determined by, the drinks industry. However, even in the absence of this direct
guantitative link, it is clear from the empirical data presented in this report that the drinks
industry isassociated with a substantial contribution to tourism activity . The empirical data
used in the report are mainly from independent sources such as the Central Statistics
Office, Revenue Commissioners and Failte Ireland with some use of industry-sourced
material . Updates are not available for some data presented in the previous report
detailing the contribution of the drinks industry to Irishtourism.

In summary, the drinks industry contributes to domestic and international tourism through :

A The extensive and geographically spread network of public houses and other on-
licensed premises, such as restaurants and hotels, providing services and facilities ;

A substantial contribution to the positive visitor experience ;

Financial and other support for festivals tourism;

Financial and other support for sports events;

Direct provision of major tourism attractions, such as the Guinness Storehouse, Old
Jameson Distillery and other visitor centres ;

The generation of positive international awareness of Ireland through major global and
international brands which have a particular association with Ireland, such as Baileys,
Guinness, Jameson and Magners, and which complement the international tourism
marketing spend .
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THE ECONOMIC ROLE OF TOURISM AND
RECENT GROWTH

Thissection identifies the economic importance of tourism to the Irish economy, the recent
excellent performance of the sector and the objective of achieving demanding tourism
growth targets over the coming years.

International tourism has performed excellently over recent years. Domestic tourism has
grown, but at a much lower rate. Thishas generated substantial economic benefits . The
Minister for Transport, Tourism and Sport published the National Tourism Policy in 2015,
covering the period to 2025, which contains the overall ambitious tourism goal of
significantly increasing overseas tourism revenue . In addition, total employment in the
tourism sector as broadly defined is targeted to increase from 200k persons to 250k
persons. There will be 10 million annual visitsto Ireland by 2025. An additional target isthat
95% of all visitors will be 0 ve s wt i swith drelahd as a destination . The industry has
already made significant progress towards those targets in employment and visitor
numbers .

Tourismisa very substantial indigenous international economic sector :

A In 2016 according to the CSO, foreign tourism expenditure including carrier receipts was
06.064 billion . Domestic tourism generated 01.7769 billion, giving a tourism total of 07.840
billion . Thiscompares with 07.255 billion in 2015, a 2016 increase of 8.1%.

A Thetotal tax take from tourism in 2016 isan estimated (1.8 billion.

A Like other sectors of the economy, tourism declined greatly from its peak in 2007, but
there has been substantial recent growth, most notably in 2015 and 2016. In 2007 there
were 8.0 million overseas visitors. Thisdeclined to 6.1 million in 2010. The trend reversed
the following year. Numbers were 6.5 million in 2011, 6.5 million in 2012, 7.0 million in 2013,
7.6 million in 2014, 8.6 million in 2015 and 9.6 million in 2016.

A The 2016 level of 9.6 million overseas visitors isthe highest ever and is 10.9% greater than
2015.

A The 2017 visitor numbers performance isone of overall growth but with significant Brexit-
related decline in Britishinward tourists as discussed in the next section .



A The tourism sector supported 152.2k jobs in Quarter 1 2017 and 142.4k jobs in Quarter 1
2016 inthe CSO b6 ac c o mmo d and ifamdh s e c t aassilication . Tourism employment
has recovered significantly in the recent past. The accommodation and food sector
employed 110.7k persons in Quarter 1 2011 compared to the 2017 figure of 152.2k
persons. Thisisan increase of 37.5% between 2011 and 2017. The Quarter 1 2017 level of
employment now substantially exceeds the pre-economic collapse Quarter 1 2007 level
of 133.8k persons. Overall tourism employment, which includes additional activities to
the CSO classification, was about 234k persons in Quarter 1 2017.

A Tourism has a strong regional development and distribution impact compared to many
other sectors of economic activity, although this regional impact has declined in the
past few years as tourism has become more concentrated inthe large urban centres .

A Tourism has a strong economic linkage with the rest of the economy .

The 2016 geographic market spread of overseas visitorswas:

Total inward trips by non -residents: 9.584 million

Great Britain: 3.924 million

Other Europe: 3.301 million, of which the two largest national markets are Germany
(652k) and France (531K)

North America : 1.808 million

Rest of the world : 550k
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The significance of Brexit isillustrated by the high dependence on the UK market, which
provided 3.924 million international visitors, or 40.9% of the total, in 2016.

The domestic tourism sector isa very important component of the total tourism activity . In
2016, there were 9.282 million domestic trips (excluding daytrips) of which 4.830 million were
holiday trips. The 2016 Hotel Industry Survey identifies that 58% of hotel guest nights were
derived from the domestic market . Festivals and sports tourism are important components

of the domestic tourism market . The recent growth performance of the domestic tourism
sector has been weaker than the international sector .

Between 2014 and 2015 domestic trips increased from 8.991 million to 9.125 million or 1.5%.
Between 2015 and 2016 domestic trips increased by 1.7%.




NEGATIVE IMPLICATIONS OF BREXIT

Brexit has generated a substantial decline in British tourism in the first half of
2017.

Brexit isalready having significant immediate and short-term negative implications for Irish
tourism through a decline in Britishtourism mainly caused by the decline in sterling. The 11
August exchange rate was 0.90645 sterling to a euro compared with the average rate in
2015 of 0.7285, a depreciation of 19.6% The 2016 average rate was 0.81948, a
depreciation of 9.6% compared with 11 August 2017.

Thissterling exchange rate depreciation significantly reduces the cost competitiveness of
Ireland for UK visitors. It is likely that the new lower sterling exchange rate will persist over
the medium term and islikely to depreciate further. Itisnot a temporary phenomenon

The uncertainty associated with Brexit has reduced consumer and investor confidence
Thiswill reduce economic growth from what otherwise would have been the case . Thiswill
reduce demand for the Irishtourism product from overseas markets. It will also reduce the
growth of domestic tourism.

The uncertainty will persist until a clearer picture emerges of the likely economic
relationship between the UKand the EUfollowing Brexit. It isunclear if that new relationship
will maintain most of the current economic relationships and freedoms or if there will be
significant new restrictions on economic transactions and the movement of people . Of
particular concern to tourism are possible new restrictive aviation market regulations which
will govern EU/UKtransactions .

In the first six months of 2017, while overall tourist numbers increased compared with the
same period in 2016, the number of Britishtourists decreased . Overall, numbers increased
by 4.2% in this period . British visitors decreased by 6.4% or 119.7k visitors. North American
visitorsincreased by 21.6% while European visitorsincreased by 5.9%.

When including the month of August, the decline in UKtourism slowed slightly to a year -on-
year loss of 6.2%. However, British tourists spent 1.1 billion in Ireland in 2016, and a 6.2
percent drop in their numbers in the first seven months of 2017 compared to last year
would equate to revenue lossof (168.2 million if the trend continues .



EXPENDITURE BY TOURISTS

Thissection identifies the significant role of food and drink in tourism expenditure .

The drinks industry contributes to tourism performance but, of course, it also benefits from
the expenditure of tourists. Drink and food spending isa significant element of total tourism
expenditure . Overseas tourists spend 34% of their expenditure in Ireland on food and drink,
excluding expenditure on food and drink which is included in 6 be @nd b o ar.dAd
breakdown between food and drink is not available . The food and drink expenditure
share ranges from 32% for North American and rest of the world tourists to 40% for British
tourists. Food and drink isthe largest of the expenditure categories : its 34% compares with
12% on shopping and 6% sightseeing/entertainment . The 2016 Hotel Industry Survey states
that 18.4% of hotel salesrevenue isfrom alcohol and soft drinks. Alcohol isabout 30% of the
sales of licensed restaurants .

The overseas tourism spending pattern isshown in Table 1.
Table 1: Overseas tourist spending pattern 2016
i L L L | e
spending Total Britain Europe ANTEEs Rest of World
33 29 34 34 33

Bed and board

Other food
and drink 34 40 33 32 32
Sightseeing/
entertainment 6 > 7 6 7
Internal
12 12 12 13 11
transport

Shopping 12 11 12 13 14

Misc 2 2 2 2 3

Source: Failte Ireland



THE ROLE OF PUBLIC HOUSES, LICENSED
RESTAURANTS AND HOTEL BARS

Thissection identifies the role played by public houses, licensed restaurants and hotel bars
in supporting tourism in terms of range of services, facilities and wide geographic spread of
facilities .

Public houses, licensed restaurants and hotel bars provide an extensive network of facilities
and services needed and used by tourists. Thisis particularly so in isolated rural areas where
there is a substantial presence of public houses. These facilities and services include the
provision of washroom facilities, shelter from adverse weather, a warm welcome, food,
entertainment, traditional music, a pleasant ambience, information, and opportunity to
meet local people . Some of the data included in the 2015 report on the contribution of
the drinks industry to tourism has not been updated ; this isincluded again in this report to
provide a complete picture of the role.

Over half of pubs provide food . Based on DIGI research conducted in 2008, 43% of
licensed premises offer some form of regular or occasional live entertainment . 22% of
licensed premises and 17% of public houses provide entertainment specifically for tourists
such as Irishmusic or ballad sessions

The 2012 Lonely Planet travel guide described 0 g oi togthe p u b é&s the greatest
experience a tourist can have in Ireland .

Some years ago, Failte Ireland collected information on the eating out pattern of overseas
visitors; the pub played a significant part (Failte Ireland Holidaymaker Study 2013). The
percentages of overseas visitorsusing pubs for meals in 2013 in different locations were :

Clare : 31%

Cork City: 18%

West Cork: 19%

Dingle : 36%

Donegal and Sligo: 26%
Dublin City: 35%

Dublin Doorstep : 15%
Galway and Mayo : 26%
Ring of Kerry: 29%
Shannon Corridor : 29%
South-East: 22%
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