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Summary The state of Vermont in the United States is well known for its beautiful scenery and small entrepreneurship development. Tourism industry contributes a significant portion of the income for local government as well as local businesses in Vermont, including the capital city Montpelier. Tourism industry usually consists of retail stores, arts and crafts, bed & breakfasts, restaurants, gas stations and recreation businesses, which most of these businesses in Vermont are categorized as small businesses (employee less than fifty people). This study was designed to examine current relationship between tourism industry and overall economic situation in Montpelier area, to assess the linkages between tourism industry and other industries in Montpelier area, to analyze the impact of the tourism industry on Montpelier economy, and to provide information for government in order to design a sound economic development strategy for Montpelier area. This study found that tourism has a significant impact on four sectors of the Montpelier economy that are made up primarily of small businesses: approximately 45% of the annual revenues of lodging businesses, 42% of restaurant businesses, 35% of amusement & recreation and 10% of retail. The total impact of tourism (including direct, indirect and induced impacts) is a relatively small percentage of the Montpelier economy because state government and several large insurance carriers dominate it. However, multipliers for output, personal income, employment and indirect business taxes are higher for tourism than for the large insurance carriers. This suggests that increases in small tourism-related businesses will have a relatively larger impact on the local economy than proportionate increases in the revenues of larger enterprises.
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The Role of Tourism in a Small Economy of Montpelier, Vermont



Introduction The Downtown Montpelier Revitalization Committee in the state of Vermont is developing a strategic action plan for economic growth of the downtown, and has identified tourism as one of the sectors to be studied. According to the Committee, there is a sufficient capacity and potential for stimulating the tourism industry in Montpelier area. However the cost/benefit associated with the future tourism expansion in Montpelier area is not clear. The Committee’s charge with respect to tourism is to evaluate current tourist impact upon the downtown Montpelier economy; consider seasonal fluctuations, evaluate growth potential for theme-based Montpelier tourism, inventory existing in lodging industry in Montpelier area, and assess the strengths and weaknesses of both the current and future tourist market [1]. This study was designed to address the current impact and seasonal fluctuations of tourism, as related to the requests from the Committee. In this study the definition of “tourist” is “pleasure traveler,” specifically excluding people who travel for other reasons such as business, government or education. Throughout this report the “Montpelier area” refers to the area served by the postal zip codes that include Montpelier. The “City of Montpelier” refers to the municipality; and “downtown Montpelier” specifically means the downtown area. Data gathered by survey differentiates between downtown and the Montpelier area. Figure 1compares the demographics of the “City of Montpelier” with the “Montpelier area”. There are several reasons for us to distinguish City of Montpelier from Montpelier area: (1) Tourists stop by the city of Montpelier does not necessarily spend all the money or time in the city alone. Most of the tourists stop by the city when they are on the way to other regions; (2) Several major lodging businesses, restaurants, and retail stores are not located in the city, but locate nearby the city; (3) We have limited information for the operation costs or revenue sources from the city of Montpelier, but we have sufficient amount of data using the zip codes.
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Figure 1. Demographic Comparison between the City of Montpelier and the Montpelier Zip Code Area (1996) City of Montpelier Montpelier Area Population 8433 12447 Employment N/A 11783 Land area 10 square miles 87 square miles Sources: City of Montpelier population estimate for 1996 by Vermont Department of Employment and Training, Labor Market Bulletin, 4th Quarter 1997. Montpelier area information from MIG, Inc., IMPLAN database for 1996.



Background Montpelier is the capitol of the State of Vermont and is the smallest state capitol in the United States. Montpelier’s downtown includes the Statehouse -- home of the Vermont legislature; many state government buildings including the office of the Governor; and the campus of one of the Vermont State colleges. The Winooski River flows through the city on its way to Lake Champlain 40 miles away on the western border of the state. Montpelier’s downtown is faced with challenges common to many American downtowns. Large retail businesses have located along the highways and in malls outside the city to serve the needs of growing numbers of suburban and rural residents. These new “big box” businesses compete with the older and smaller businesses in the downtown area. Several studies had targeted on the small town issues relating to tourism activities and local economic development using various methodologies [2][3][4][5]. This study presents a unique structure to link Vermont tourism activities to Montpelier business characteristics. In July 1997 the City of Montpelier held a "Downtown Summit" meeting of local residents to discuss the city’s future. This led to the March 1998 formation of the Downtown Montpelier Revitalization Committee. As a volunteer citizen’s group with limited time and money, the DMRC is seeking the best ways to allocate their scarce resources to revitalize the downtown. Tourism is one of several economic development strategies that they are considering. This study is designed to assist the DMRC in analyzing the downtown tourism market, and the information generated will be helpful to decision-makers who have an interest in the economic wellbeing of Vermont. Why choose tourism as a potential downtown development strategy? Tourism is a significant contributor to the Vermont economy. It is one of the largest industries in Vermont, attracting more than 4.6 million domestic tourists and generating about $3.7 billion annually according to a study of the
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economic impact of tourism in Vermont conducted during 1999 by Lin, Halbrendt and Liang [6]. This study hypothesizes that the tourism sector is dependent upon small businesses, that increases in tourism will have a proportionately larger impact on the local area and the state than would similar increases in industries dominated by larger businesses, and that tourism is an effective economic development strategy for Vermont downtowns. Many tourist needs are met by small businesses, such as bed and breakfasts, restaurants, local retailers and craftspeople. The money tourists spend is re-circulated in the economy by business owners and employees. According to the statewide tourism study, every million dollars spent by tourists generates 38 jobs and an additional $690,000 in economic activity in the state. (Lin, et al., 1999)[7]



Objectives The overall objective of this study is to evaluate the economic impact of tourism on the Montpelier economy. Specific objectives include the following: 1.



Quantify current tourism expenditures in Downtown Montpelier and in the Montpelier area. Where do tourists spend their money now, and how much do they spend? What are the size and expenditure patterns of tourist businesses? This information is needed to measure the economic impact of tourism, as well as to serve as the baseline for measuring the effects of development efforts in the future.



2.



Create a tourism industry sector for an input/output model of the Montpelier economy, and use the model to calculate Montpelier area tourism multipliers for output, employment, personal income and indirect business taxes.



3.



Project how an increase in tourism would affect the economy of Montpelier. If successful, what would be the relative impact of different marketing strategies? We can use the predictive functions of the IMPLAN input-output software to model the effects of changes in tourism, using the output, employment and personal income multipliers for the tourism sector that are generated by the model.



Methodology This study used a survey instrument to collect data, descriptive statistics to analyze the characteristics of the tourism sector of the Montpelier economy and an input-output model to evaluate the economic impact of tourism on the economy. Mailed surveys were used to gather data about
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businesses in downtown Montpelier and the Montpelier area. We used IMPLAN software for the input/output model, and the IMPLAN database for the Montpelier area, supplemented with Vermont rooms and meals tax information from the Vermont Tourism Data Center at the University of Vermont. An input-output model illustrates the flows of commodities from producers to intermediate and final consumers. The model balances the value of inputs to production with the value of output of commodities and services. Total industry production of commodities, services, employment compensation, value added and imports are equal to the value of the commodities produced. [8] The input-output model quantifies direct, indirect and induced impacts of an economic activity in a specific region. In the case of tourism, the “direct” impact is the amount of money spent by tourists in the area for goods and services. The “indirect” impact is the amount paid by tourist businesses to employees, vendors and for goods and services needed to provide their final product or service to the customer. “Induced” impact is the amount of dollars that households (employees and proprietors) then re-circulate in the area economy. The modeling software that was used is IMPLAN, which stands for IMpact Analysis for PLANning. IMPLAN was developed by the USDA Forest Service in cooperation with the Federal Emergency Management Agency and the USDI Bureau of Land Management as a cost-effective approach to creating regional input-output models. The Forest Service has used it since 1979 for land and resource management planning. It is frequently used to study the impact of tourism and recreation on state and regional economies (for example, Isley, 1993 & 1995[9][10]; Dawson, et al., 1993[11]; Johnson, et al., 1989[12]) . Data Collection and Administration This study used primary survey data for the descriptive statistics, and both the primary survey data and secondary data from IMPLAN for the economic impact analysis. The IMPLAN data set was for the area comprised of postal zip codes that include the City of Montpelier, Vermont. The primary data was gathered through a mail survey of businesses located in the same postal zip codes as the IMPLAN data. A total of 650 surveys were mailed on April 13, 1999. The "Business Survey" was sent to 642 businesses, and a longer "Lodging Survey" was sent to the eight lodging businesses
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Results



The key results of this study are presented in this section. The first part uses descriptive statistics to describe the Montpelier tourism market. In the second part the economic impact analysis is presented. 1. Montpelier Tourism Market Characteristics One hundred and thirty (20% respond rate) businesses from the Montpelier area responded to our surveys. There are 24 (18%) retail establishments, five (4%) restaurants, four (3%) amusement & recreation businesses and 2 (2%) lodging businesses. The balance includes 68 (52%) of “other services, manufacturing and construction,” and 27 (21%) non-profit organizations. These proportions are consistent with the proportions of business types that were mailed. Figure 2 compares the sample to the original mailing list from Dun & Bradstreet.



Figure 2. Breakdown of business types within the survey sample compared to the original mailing list purchased from Dun & Bradstreet.



Business Type Retail Restaurants Amusement & Recreation Lodging Other Totals:



Respondents 18% 4% 3% 2% 73% 100%



Mailing List 17% 3% 3% 1% 76% 100%



Eighty-one percent of the businesses surveyed (104) are located in the City of Montpelier. Sixty-eight of these (53%) are located in downtown. Ninety percent are very small businesses with 15 or fewer employees. The mix of businesses in downtown Montpelier is more heavily weighted toward retail (21%) and restaurants (7%) than in the Montpelier area as a whole. Many businesses in the Montpelier area do business with tourists. Of the 119 businesses that answered the question about their tourism business, 39% indicated that they had some tourist business. The tourism percentage of annual revenues ranges from 0.1% to 80%. Twenty-five percent of these businesses indicated that tourism represented 10% or more of their revenues; four percent indicated 50% to 80%.
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Lodging businesses (45%), restaurants (42%) and amusement & recreation (35%) reported the highest percentages of tourist activity. Tourists represent almost 10% of retail customers. All of the restaurants and lodging businesses that responded were located in the downtown area. These businesses have a variety of customer types, in addition to tourists. Their customers include area residents, other types of travelers (for business and education), legislators, lobbyists and state government workers. But tourists and area residents combined represent 65% or more, on average, of the customer base of each of these types of businesses. Lodging businesses reported 45% tourist and 55% non-tourist business. It is notable that restaurants in particular are highly dependent upon non-residents. Tourists, other travelers and government related customers represent over 60% of their business. Montpelier has a “well-rounded” year, with tourism complementing other business activities throughout the year. Ninety-five percent of jobs are year around, and only 5% are seasonal. Business revenues from all sources are relatively stable though the year, ranging from and average of 23% of the total for the year in the spring (April, May, June) and summer (July, August, September) to 26% in fall (September, October, November) and 28% in winter (December, January, February). Tourism revenues fluctuate from about 9% of the year’s tourism revenues in the spring to 20% in winter, 35% in fall and 36% in summer. (See Figure 3).
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Figure 3. Percent of business revenues by season from all sources compared to percent of tourism revenues by season. The all-source revenues represent the responses of 68 businesses; the tourism revenues were reported by 21 businesses (Business Survey).



Tourism is an important component of revenues during every season for restaurants and amusement & recreation, while having a lesser but still important impact on retail. For example, during the summer, tourism revenues for restaurants are 15% of total annual revenues. Summer revenues from all sources (including tourism) are 30% of total annual revenues. So tourism revenues are one half of the revenues earned in the summer months by restaurants. During all four seasons, tourism represents a consistently high proportion of revenues throughout the year for restaurants, with the highest percentage in summer (50%) and the lowest in spring (29%). For amusement & recreation businesses the range is greater, from 31% in the spring to 62% in the fall, when tourism averages 20% of annual revenues. Winter tourism is nearly as strong for amusement businesses, with 19% of annual revenues. Retail businesses are less dependent upon tourism year around, but tourists provide significant percentages of retail revenues in two seasons: 20% in the summer and 15% in the fall.
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The one lodging business that provided this level of detailed information also indicated strong tourism revenues during winter (50%), summer (50%) and fall (close to 100%), with a much smaller percentage in the spring (17%). Spring is consistently the least important tourism season for all types of businesses. The average annual occupancy rate for lodging businesses in Washington County, including Montpelier, is 29.5% (1998 Vermont Lodging Survey, Lin, et al.)[13] Occupancy rates for two Montpelier lodging businesses are much higher, averaging 58% . The Montpelier occupancy rates exceeded 70% in July, August and October.



2. Economic Impact Analysis As indicated above, tourism has a significant impact on four sectors of the Montpelier area economy: lodging (45%), restaurants (42%), amusements & recreation (35%), and retail (10%). These four sectors combined represent about 10% of the economic activity of the area, and are comprised mainly of small businesses. They are also sectors that contribute to the quality of life of residents as well as visitors, adding to the ambience and activity within the downtown area in particular. The direct economic impact of tourism is approximately $15.5 million, which is about 2% of the total output of the area economy. Using the IMPLAN input/output model we estimate the full impact of tourism, including indirect and induced effects, to be approximately $21.9 million. The impacts described in this section are all in 1996 dollars. Two sectors - insurance carriers and government - represent about 40% of the Montpelier area economy. When these are removed from the calculation the direct tourism impact is 3.3% of the remaining economic activity of the area. The output multiplier for tourism is 1.55, somewhat lower than the statewide tourism multiplier of 1.69. In other words, for every one million dollars of tourist expenditures, the total impact on the Montpelier area economy is $1.55 million. This result was expected because the multiplier reflects the amount of money re-circulated within the study area. The smaller the area, the greater is the percentage of expenditures that are likely to go outside the area. Tourism in Montpelier supports 43 jobs for every million dollars of tourist expenditures. This is somewhat higher than the statewide multiplier of 38 jobs. Based on the IMPLAN analysis, there are 519 jobs (full-time and part-time) directly serving tourists and a total of 671 jobs from direct, indirect and induced impact. This job total includes both full-time and part-time employment. Our sample
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includes a lodging business with a large number of part-time employees, which may be a partial explanation for the higher local than state employment multiplier. The direct impact of tourism on personal income in the area is $6.5 million. The total impact is $9.66 million. The multiplier is .63: For every $1 million in tourist expenditures there is about $630,000 in personal income generated in the Montpelier impact with percentages of the Montpelier area economy, and the statewide tourism multipliers for comparison. This also is the same as the state multiplier for personal income, which includes both employee compensation and proprietors’ income. Tourism generates 12 cents of indirect taxes for every tourist dollar spent. Indirect taxes include rooms and meals, sales, property and other business taxes. It does not include income (corporate or personal) taxes. Only a portion of these taxes – the property taxes – directly benefit local governments; the others are collected by the state. Figure 4 summarizes these four multiplier effects of tourism in the Montpelier area. It also shows the direct impact of tourist expenditures, the total impact with percentages of the Montpelier area economy, and the statewide tourism multipliers for comparison.



Figure 4. Tourism Impacts & Multipliers for the Montpelier Area, 1996 dollars (IMPLAN).



Output ( $’s) Employment Personal Income Indirect Business Taxes



Direct Impact of Tourist Expenditures $15,450,599 519 jobs $6,542,312



Total Impact (Including direct, indirect and induced impacts) $23,941,438 671 jobs $9,664,542



% of Montpelier Area Total 3% 5.7% 3.2%



Multiplier 1.55 43.43 .63



State Tourism Multiplier 1.69 38 .63



$1,419,061



$1,815,119



4.5%



.12



.12



Conclusions The total economic impact (including direct, indirect and induced impacts) of tourism in the Montpelier area – at 3% of industry output - is smaller on a percentage basis than the statewide impact of tourism at 15% of industry output for Vermont as a whole (Lin, 1999)[14]. However, it provides significant support for locally owned small businesses that are important to the quality of life of both residents and visitors to the area. These small businesses have higher economic multipliers than the large industry that dominates the Montpelier economy: the insurance carriers. Figure 5 demonstrates the relative value of
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the $15.5 million in tourist expenditures compared to the impacts of the same level of output by the insurance industry.



Figure 5. Comparison between the impact of tourist expenditures and an equivalent amount of revenues to the insurance industry, 1996 dollars (IMPLAN).



Tourism Industry in Montpelier



Insurance Carriers in Montpelier



Direct Impact



$15,450,599



$15,450,599



Total Impact



$23,941,438



$23,058,283
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Employment Multiplier (per $1million direct) Personal Income Multiplier (per $1direct) Indirect Business Tax Multiplier (per $1 direct)



43.43



15.2



$0.63



$0.49



$0.12



$0.09



Based on these results, tourism represents an opportunity for enhancing the economy of the area. Using the multipliers calculated by the IMPLAN input/output model, we estimate that a 30% increase in total tourist spending would bring another $4.63 million into the area each year in direct impact, and $7.18 million in total impact. Much of this increase could be generated in the downtown area through either restaurant or lodging sales to tourists attracted by the historic and cultural amenities of the City. Tourism does have certain limitations. The IMPLAN model is generally used for analysis of economies at the level of the county or higher. Few studies were found in the literature that used the model for smaller economies. One such study of tourism in Oregon by Johnson, Obermiller and Radtke (1989)[15] suggested that the model might overestimate tourism multipliers when the study area is small. For example, while the output multiplier for Montpelier is lower than the state multiplier, as expected, our study results show a personal income multiplier nearly as high as the state multiplier. This would mean that most employees and business owners of Montpelier area businesses also live within and re-circulate their incomes within the study area (the indirect and induced impacts). Although our survey did not ask about the residence of employees, we did determine that 56% of the
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business owners live outside Montpelier. Based on that we believe that the personal income multiplier may be somewhat overestimated. Tourism also has some potential drawbacks as an economic development strategy. A study conducted by Keith, Fawson and Chang in Utah in 1996 [16] found that the economies of counties that depended on tourism were subject to large variations in employment because of the seasonal nature of the industry. A study conducted in the Great Basin National Park by Dawson, Blahna and Keith (1993) [11] found short-term highs and lows of seasonal employment in areas where tourism has been encouraged to replace other industries that are in decline. Similar seasonal fluctuations have been found in the Vermont tourism industry, where there are large variations in both employment and lodging occupancy from season to season. According to the UVM study the average annual occupancy rate for lodging businesses in the state is only about 38%, ranging from a little over 20% in April to about 55% in October. The number of tourists varies by season, with the largest percentage visiting in the summer, followed by fall and winter. However, this does not appear to be a problem in the Montpelier area. One of the observations of this study is that the seasonal nature of tourism is mitigated in the area by the strength of the other elements in the local economy, including state government and insurance carriers which are both year around activities and represent over 40% of the area output. As mentioned above, almost all (95%) of the employment in the area is year around, not seasonal. Tourism is a positive contributor to revenue stability in Montpelier. In conclusion, because of the added value of tourism to the area economy and its effectiveness as an economic generator, we would recommend strategic investments in tourist marketing, services and amenities designed to increase the number of tourists visiting the city, the length of their stay and the amount they spend in Montpelier.



Further Study This study investigated the current level of activity generated by tourists at Montpelier area businesses. It did not measure the number of tourists who come to Montpelier, or the proportion who spend money there. Additional study is needed to gather this data and evaluate the potential for increased business in the area.
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Figure 6. Area Map for Montpelier, Vermont, USA
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Montpelier



Figure 7. State Map for Vermont, USA
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