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Executive summary

This report outlines the economic contribution of the cruise industry in Australia for the year
2007-08. It also reviews opportunities for the sector and considers some of the hurdles that
need to be addressed to deliver those opportunities.

The economic contribution is an update of a 2008 Access Economics report that assessed the
economic contribution for the year 2006-07.

The Australian cruise sector

The cruise sector has exhibited stunning growth over the year to 2007-08. In gross output
terms, the cruise sector contributed $1.2 billion to the Australian economy in 2007-08, a 54%
increase from $781 million® in 2006-07 (all figures are in 2008-09 dollars).

Within this total expenditure of $1.2 billion, tourism-related expenditure (i.e. economic activity
relating to days spent at Australian ports) accounted for $908 million, while corporate-related
expenditure (i.e. economic activity relating to cruise line offices, repairs, maintenance, travel
agents, call centres, advertising and marketing) accounted for about $298 million. Split
another way, $627 million was generated through direct tourism and corporate expenditure
within the cruise sector, and the flow-on impact from indirect expenditure by supplying
industries (such as food suppliers and travel agents) totalled $579 million.

¢tKS &aSO0G2NDNa O2y i NR O dziGDR),yneatuRd irdkddds af&aluRaBd¥dS & G A O LING
increased to $549 million in 2007-08, up from $357 million the year before, an increase of

54%. Value added (i.e. expenditure less raw materials) is the most appropriate measure to use
GKSY ljdz&q yiATeAy3d | aSOl2NNna O2yGNRodziAzy (2 (K¢

¢KAa 3IANRBGGK Aa Ay adFN] O2ydN}ad G2 ! daAaGNIEALIC
For example, this period saw relatively modest growth in international tourism (visitor nights
increased 3.9%) and a contraction in domestic tourism activity (visitor nights down 2.4%).

In 2007-08, the cruise sector contributed about 5,080 full-time equivalent (FTE) employees, up
45% from the year previous. In addition, 2,300 FTE employees were estimated to be employed
in other (related) sectors as a result of the activities of the cruise sector. Approximately $315
million was paid to employees as wages, up 52% from 2006-07.

1 50Saa 902y2YA04aQ LINBOA2dza NB LI20OWIThiskahtribit®iRfigure isTh R0BedzNB 2 F bPT 0
07 dollars and equates to $781 million in 2008-09 dollars. In order to compare real growth, the 2006-07 figures
presented in the current report are in 2008-09 dollars.

2 The main reason for the increase in activity was due to an increase in the length of stay for passengers and crew.
In 2007-08, passenger days at port totalled 643,045 and crew days at port were 296,309. This represents growth of
57.9% and 48.2% respectively from 2006-07.
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Table i: Economic contribution of the cruise sector in Australia, 2006-07 and 2007-08 (AUD

2009 $M)
2006-07 2007-08

Total

Value Added 357.1 549.1

Labour Income 207.1 314.7

Employment 3,513.1 5,076.8
Direct

Value Added 183.4 281.7

Labour Income 113.8 171.7

Employment 1,956.0 2,790.4
Indirect

Value Added 173.7 267.4

Labour Income 933 143.0

Employment 1,557.0 2,286.4

Source: Access Economics and Carnival corporate data

S«
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economy, followed by Queensland and Victoria. The contribution to the NSW economy
increased by an estimated 90% over the period 2006-07 to 2007-08.

Total cruise sector activity is anticipated to increase at about 7% per annum over the next
decade. Over the short term, growth is driven primarily by supply side factors, such as the
expected arrival of new ships in 2009-10. Over the long term, increased capacity, quality and
the relative price of cruise tourism are expected to be the drivers for industry growth, leading
to greater market penetration. In the longer term, market penetration is expected to be
similar to more developed markets like the US, UK and Germany. Market penetration in
Australia is expected to increase from 1-2% of the Australian population in 2009 to 3-5% by
2020.

Issues relating to port infrastructure

The increase in cruise sector activity over the period 2006-07 to 2007-08, along with the
projected longer-term growth in the sector, has shone a light on port infrastructure issues
across the country.

The report finds that port infrastructure is of a variable quality across Australia. a St 6 2 dzZNJ/ S Q&

Station Pier, for example, is considered by some as the model cruise shipping port in Australia,
with sufficient port capacity, good quality of maintenance and a 30-year plan that
encompasses cruise shipping.

On the other hand, port infrastructure concerns are becoming particularly acute in Sydney.
Sydney remains the busiest cruise port and is also the most heavily booked destination. It is
also the port that most international tourists visit. The importance of Sydney as a destination
is critical to the growth of the cruise sector in terms of attracting international (cruise) tourists
to Australia.

i Commercial-in-Confidence
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Passengers in Sydney are forecast to more than triple over the period 2008-2020. However,
the trend toward larger capacity vessels means that new vessels are unable to fit under the
Sydney Harbour Bridge. As such, there will be increased demand for ports and improved
infrastructure east of the Bridge.

To facilitate this, the inevitable issues around the provision of port infrastructure arise for
operators, policy makers and those who build and operate infrastructure. Cruise ships have
specific infrastructure needs, such as passenger handling facilities and traffic flows, which
require significant capital expenditure. In terms of funding, cruise ships have historically not
been charged a cost recovery price for services, paying below cost rate as there was a
secondary benefits argument (via tourism) for the region that encouraged ports to keep rates
low, particularly given the current levels of throughput.

Issues around the provision of suitable infrastructure, in Sydney and elsewhere, will need to be
addressed for the sector to reach its growth potential. Future investment decisions that
account for the needs of the cruise sector are likely, in the short term, to remain under-
recovered. That said, in the long term as passenger numbers increase, the ability to recover
these infrastructure costs also improves.

While the issues are complex, there may be lessons to be taken from other similar operations
like airports. For example, port authorities could investigate opportunities to generate
revenues, and create a return on investment for capital contributors, through the creation of
multi-use facilities that include retail, food and beverage, car parking and other services.
These facilities could increase amenity to those who are undertaking a cruise and provide a
profit stream that will grow as cruise shipping activity increases in the future.

Other recommendations may also be worth considering. Regarding{ @ Ry S@ Qa Ay T NI &G N
constraints, removing first-in, best-dressed approaches to port bookings is likely to help ease

limitations of the Overseas Passenger Terminal in the short term by allocating bookings

according to vessel size.

However this does not provide an adequate long term solution for the constraints imposed by
the Sydney Harbour Bridge. Cruise ships are increasing in size; consequently, only 15% of
cruise ship visits to Sydney are forecast to dock west of the Bridge by 2020. This highlights the
importance of finding solutions east of the Bridge. Alternative locations include Garden Island
or Port Botany, but there are significant issues that need to be addressed at each site before
they can be readily used as cruise liner ports.

Other opportunities and impediments

The report finds a number of other areas where regulation can be improved. At present, it
appears that regulatory issues are not seriously impeding growth in the industry, although
challenges will arise if the industry is to expand over the next decade as strongly as forecast.

y Booking coordination: Port bookings in Australia are generally done on a first-come
first-served port-by-port basis, which can be time-consuming and challenging when
booking for a multi-stop trip in Australia. Also, occasionally, port authorities, most
notably in Sydney, have had to resolve issues surrounding the appropriate use of port
facilities when there are competing claims for those facilities. Ideally, a system that
improves coordination and allows for the facilities to be used to maximise their value
should be developed.

@ égCC)EN%EI\,/IICS Commercial-in-Confidence iii
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Proclaimed ports and immigration: Customs requirements dictate that people can only
board a cruise ship in Australia from a proclaimed port. While this is done for legitimate
reasons, it does not allow the sector to operate in a flexible fashion in regards to
itinerary. One suggested solution for this has been for the cruise liner to pay for
Customs officials to travel on their ships, although during the consultation it was
indicated that resources at Customs are inadequate for this.

Gaming regulation: Industry consultation highlighted that gaming controls in Western
Australia affect the value of the package of services offered to passengers on cruise
shipping off the coast of WA. The gaming controls are designed to support the objective
of established gaming interests in the state, an activity that is likely to only compete
with cruise shipping at the margin.

Health and safety: The recent Swine Flu incident on a P&O ship highlighted the lack of
coordination across states and territories. Information received from industry suggested
there was no national approach and in some cases each state was offering differing
advice on how to deal with the matter. In contrast, the airports had a national approach
to deal with this issue.

Other issues: The sector also faces geographical difficulties to overcome if it is to expand
its share of the world cruise market. ! dza { Nlarde NahdQrdass and dispersed
population makes it difficult to offer packages with frequent port visits as is done
overseas, like in the Mediterranean. The concern is heightened by the time it takes to
arrive in Australia to begin the cruise.

Access Economics

Commercial-in-Confidence
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1 Introduction

Carnival Australia commissioned Access Economics to report on the contribution of the cruise
industry to the Australian economy, and initiatives to support better decision making, notably
in the area of port infrastructure planning.

This report is a more detailed update of similar work undertaken in 2008. In the current
project more detail is given about port infrastructure, including discussion around policy
options that could be pursued to ensure long-term adequacy of infrastructure and avoidance
of current and future bottlenecks.

To canvas the issues and potential bottlenecks in the industry, Access Economics sought input
from a number of stakeholders. These included other cruise operators, representatives from
port authorities in Australia and firms providing goods and services to the industry.

The report proceeds as follows:

)f The remainder of Section 1 provides background information into the global cruise
industry;

Section 2 discusses trends in cruise shipping in Australia;

Section 3 provides estimates of the economic contribution of the cruise shipping
industry on the Australian economy;

Section 4 provides results at a state level and some more localised discussion of
infrastructure; and

<SS

Section 5 discusses some policy options for improving the long-term productive capacity
of the cruise shipping industry.

éECC)EN%SI\,/IICS Commercial-in-Confidence 1
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2 Activity in the industry

Cruise tourism is a growth industry in Australia and has grown rapidly in recent years. Based
on forward schedules and forecasts, this trend is likely to continue, while key industry players
consulted for this report broadly support this view. The size of cruise ships continues to
increase, as have the number of visits to Australian ports.

Box 1: Summary of ship movements and capacity, 2006-07 to 2007-08

Australian ports receiving at least one cruise ship visit increased from 23 to 26.
Cruise ship port calls (days at port) increased from 420 to 488.

The passenger capacity of visiting ships increased from 30,867 to 38,140.
Crew capacity increased from 14,500 to 17,764.

In 2007-08, passenger days at port totalled 643,045 and crew days at port were
296,309. This represents growth of 57.9% and 48.2% respectively from 2006-07.

The number of visiting ships decreased from 35 to 34, although a record number
of 8 ships were based in Australia for all or part of the year.

2.1 Passenger and crew days at port

Total passenger days at port for Australia were estimated by CDU-AEC group to be 643,045,
with crew days at port being 296,309. NSW remained the leader among the states and
territories with 246,684 passenger and 102,590 crew days at port. Queensland is the next
largest state for passenger days at port, although it has a considerably slower visitor growth
rate than all other regions. As expected in the 2006-07 report, Western Australian visitor
numbers grew rapidly in 2007-08, with the largest growth recorded of any state or territory.
Visitor numbers to South Australia also more than doubled, although this was off a very low
base.

Table 2.1: Passenger and crew days at port

Region Cr_ui_se ship  Passenger days ng\évrth Crewdaysat  Growth
visit days at port cent) port (per cent)
NSW 108 246,684 64.1 102,590 42.4
Victoria 44 68,278 60.6 35,466 72.6
Queensland 181 169,386 27.9 78,959 23.0
South Australia 9 9,068 1435 5,377 116.4
Western Australia 66 61,465 188.4 31,339 148.9
Tasmania 51 69,585 51.8 31,781 49.0
Northern Territory 29 18,579 66.1 10,796 58.9
Total 488 643,045 57.9 296,308 48.2

Source: CDU-AEC group 2008, growth estimates are based on CDU-AECgroup updates of 2006-07 numbers

2 Commercial-in-Confidence
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2.2 Australian based activity

The number of ports visited by cruise ships in Australia was 26 in 2007-08, an increase by three
from the previous year. Of these ports, two that received cruise ship visits in 2006-07 did not
receive any in 2007-08, while five ports that did not receive cruise ship visits in 2006-07 did
receive visits in 2007-08, detailed in Table 2.2.

Table 2.2: Ports moving in or out of the list of those receiving visits by cruise ships

Passenger days  Passenger days

Port Ships 2006-07 Ships 2007-08 at port 2006-07  at port 2007-08
Thursday Island 0 6 0 1,907
(Qld)

Esperance (WA) 0 2 0 1,140
Coles Bay (Tas) 0 3 0 4,248
Port Davey (Tas) 0 1 0 90
Flinders Island 0 1 0 90
(Tas)

Bundaberg (Qld) 1 0 191 0
Launceston (Tas) 3 0 467 0

Source: CDU-AECgroup

Esperance in WA returns to the list of ports receiving a cruise ship visit after missing out in
2006-07 only, while none of the other new ports had received a visit from a cruise ship in the
three years prior to 2007-08. Of the ports to miss out in 2007-08, Bundaberg in Queensland
was not a regular destination for cruise visits, while Launceston in Tasmania was receiving only
a small number of visits, roughly in line with the number and size of visits to the three new
Tasmanian destinations in 2007-08.

The top five ports in 2007-08 received 75% of all passenger days at port for the year, with
Sydney Harbour again the dominant destination. The top five was largely unchanged on the
previous year, with only a slight reshuffling in the order.

Table 2.3: Top five busiest cruise ports, by passenger days at port

Port Visit days Passz:gg:tdays CreV\é S?tys at Po;g (F;g?ok;ng
Sydney Harbour 101 239,420 98,840 1
Brisbane 60 95,257 44,648 2
Melbourne 44 68,278 35,466 3
Hobart 28 43,668 20,102 5
Cairns 85 38,381 16,042 4

Source: CDU-AEgroup

2.3 Australian propensity to cruise

Cruising continues to gain popularity amongst Australians. Cruises taken by Australians
embarking from any port in the world increased from just over 250,000 in 2007 to 330,000 in
2008, an increase of 26%.

@ éECC)EN%?IIICS Commercial-in-Confidence 3
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The majority of these cruises are taken from ports in Australia, New Zealand and the South
Pacific, accounting for 59% of the cruising market for Australians. However growth in this
group was slower than the total for Australians in 2008.

The fastest growing group was Australians taking cruises in Europe, with an increase of 61% on
2007 figures. Europe accounted for 16% of Australians taking a cruise holiday in 2008. Chart
2.1 includes all travel by Australians according to the location of the port of embarkation.

Chart 2.1: Number of Australian resident passengers, by location
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Source: ICCA

2.4 Ships

In total 34 different cruise ships visited Australia or were based in Australia in 2007-08, one
fewer than last year. Of these, 16 had passenger capacity of over 1,000. Average capacity of
ships that visited Australia in 2007-08 was 1,122 passengers, up from 882 in 2006-07.

This significant increase in the average ship size meant that, even though the number of ships
visiting Australia declined for the year, total passenger capacity of these ships was
considerably higher, increasing from 30,867 to 38,140.

Table 2.4 outlines the number of ships in each market segment in operation in Australia.
There is a clear shift away from niche market ships in favour of larger ships which harness
significant economies of scale for their operators.

4 Commercial-in-Confidence
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Table 2.4: Market segments and ships in operation 2007-08

Change on

Market Segment Passengers Number 2006-07 Ships
Niche market Less than 500 4 -6 Marine Tsvetayeva, Orion, Reef
passengers Endeavour and Silver Whisper
Lower capacity 500 to 1,250 17 +1 Lower capacity ships include
passengers Astor, Funchal, Pacific Princess,
Saga Rose
Medium 1,250 to 2,000 9 +2 Medium capacity ships include
capacity passengers Amsterdam, Pacific Star, Pacific
Sun, Sun Princess
High capacity More than 4 +2 Pacific Dawn, Queen Victoria,
2,000 Rhapsody of the Seas and
passengers Sapphire Princess

Source: CDU-AECgroup

2.5 Port capacity

Analysts and forecasters anticipate that the trend of rapidly growing cruise shipping patronage
will continue in Australia. A key piece of information that demonstrates anticipated demand is
advance port bookings.

Chart 2.2: Berth occupancy rates, 2009-10 cruise season, per cent

0.7 7

Sep-09 Oct-09 Nov-09 Dec-09 Jan-10 Feb-10 Mar-10 Apr-10 May-10
B Sydney 0OBrisbane & Melbourne

Source: Port Authority websites

Chart 2.2 details the proportion of available capacity being utilised at the Sydney, Brisbane and
Melbourne cruise shipping ports in the coming season. Overall occupancy rates in Sydney and

@ éECC)EN%?IIICS Commercial-in-Confidence 5
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Brisbane have increased compared with advance bookings for the 2008-09 cruising season (see
2008 report).?

While overall berth occupancy rates have increased, these rates have eased somewhat for the
peak month of February. Some of this may be attributable to issues with over-capacity seen in
past peak months, as in the case of Sydney where a Carnival ship ultimately docked at White
Bay rather than a cruise facility. Alternatively, it may be that schedules are becoming more
spread out, with much larger shares of capacity being utilised in surrounding months.

Melbourne, on the other hand, has high seasonal variability with ships only arriving between
November and March. There remains more available capacity in Melbourne than in either
Brisbane or Sydney. This means that for some peak months, including February 2010,
Melbourne has a lower occupancy rate but higher visit days than Brisbane.

Sydney remains the most heavily booked destination. As well as more visits in the months on
either side of the peak month of February, the season as a whole is more stretched out, with
six months where the ports exceed 30% utilisation.

The point at which the berth occupancy rate starts to generate excessive delays and
operational inefficiencies is a complex question. While cruise ships operate on fixed-day
sailings with scheduled port calls, bad weather and other operational factors can cause a ship
to require a berth on a day other than the day it had booked.

With only a single berth in Brisbane, there is little flexibility to accommodate unexpected
delays, even at seemingly low berth occupancy rates. Similarly, although the occupancy rate in
Sydney for February seems to indicate 40% spare capacity, the actual availability is much lower
due to the need to reserve some capacity for operational variances.

2.6 Forward-looking activity

2.6.1 Passenger numbers

Passenger numbers on cruise ships are forecast to continue increasingly rapidly over the
coming years. Forecasts produced for Carnival Australia suggest growth in the double digits
for some regions in the coming years, and growth remaining above 5% per annum for
individual ports and overall in the period 2008-2020. The industry could grow to 1 million
passengers by 2020 on these assumptions.

The growth in passenger numbers in 2010 is driven by the December 2009 arrival of the Pacific
Jewel to the P&O Ship fleet (to be based in Sydney). The Pacific Pearl will also be added to the
P&O Ship fleet in 2010. This ship will be based in Auckland and call into Sydney.

Sydney

Passengers in Sydney are forecast to more than triple over the period 2008-2020. This growth
is larger in the earlier years, with growth of 24% for the year 2010 alone, with a more gradual
trajectory in latter years.

% Melbourne was not included in this analysis in the last report.

6 Commercial-in-Confidence
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Chart 2.3: Forecast passengers, Carnival, Sydney, 000s
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Chart 2.4 highlights the impact that trends towards larger capacity ships can be expected to
have on port calls in Sydney. Visits to ports west of the bridge will peak at 78% in 2012-13 as
increased demand for ports and improved infrastructure west of the bridge see more ships
docking at Darling Harbour.

However over the latter years, as ships visiting Sydney are increasingly unable to fit under the
Harbour Bridge, this proportion falls, with just 15% of cruise ship visits to Sydney forecast to
dock west of the bridge by 2020.
Chart 2.4: Proportion of Sydney port calls west of the Harbour Bridge
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Source: Growth Mantra

The modelled decrease in ships using ports on the western side of Sydney Harbour is driven by
an assumed increase in the size of ships calling Sydney Harbour (see Chart 2.5). From the
middle part of the decade there is an assumed increase in the number of calls by larger ships
including the 2,750 berth Diamond Princess, Sapphire Princess and Grand Princess. From
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about the same period there is an assumed increase in the level of Sydney port calls for the
2,200 berth Rhapsody of the Seas.

Chart 2.5: Sydney, average ship size by passenger numbers, 2007-08 to 2022-23
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Other ports

Growth at Brisbane, Melbourne and Fremantle is projected to remain strong throughout 2008-
2020, with growth at Fremantle to be particularly strong, above 10% for all bar three years to
2020. However total visitors to Fremantle will still be lower than the other two ports, as it is
coming off a relatively low base.

Chart 2.6: Forecast passengers, Brisbane, 000s
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While Brisbane is already the country's second largest base port following the deployment of
Pacific Sun in 2008, it is forecast to overtake Melbourne as the second largest port by
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passenger numbers (see Chart 2.7). Melbourne's significant passenger volumes are driven
mainly through its attraction as a major transit destination for both domestic and visiting
international ships. Brisbane's future growth is in part supported by the decision to base the
Pacific Dawn in Brisbane on a full time basis in 2010.

Chart 2.7: Forecast passengers, Melbourne, 000s
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Melbourne is projected to experience strong growth in departing passengers in the next
decade. Carnival forecasts an increase in passenger departures of about 83,000 in 2010 to
over 216,000 by 2020 (see Chart 2.7). This is due in part to strong growth in the base port
activity, growing from about 20,000 in 2010 to about 79,000 in 2020.
Chart 2.8: Forecast passengers, Fremantle, 000s
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Fremantle is projected to experience strong growth in departing passengers in the next decade
(see Chart 2.8). Carnival is forecasting an increase in passenger departures from about 40,000
in 2010 to just over 162,000 by 2020. This growth is driven by strong growth in the base port
activity, particularly from 2010, growing from about 39,000 in 2010 to about 92,000 in 2020.

Outside of the four major ports, there is also significant growth anticipated, as shown in Chart
2.9. The key difference among these ports is the variance between transit and base
passengers. While the four main cities had a large share of base passengers who embarked at
these ports, the balance of Australian port visits are primarily attributable to transit stops,
where passengers may briefly disembark, but it is neither the beginning nor the end of their
cruise.

Chart 2.9: Forecast passengers, all other ports, 000s
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2.6.2 Origin and demographics of passengers

As would be expected, a large proportion of the departing passengers are sourced from the
home state of the port.

Table 2.5: Cruise passengers, by port of departure by place of residence, 2008, per cent

Sydney Brisbane Melbourne  Fremantle  Others
NSW 60 13 2 8 60
Qld 9 71 2 6 9
Vic/Tas 19 9 83 7 19
SA 7 4 2 10
WA/NT 5 3 3 69

Source: Carnival

As Table 2.5 outlines, 60% of passengers departing Sydney are sourced from NSW, with a large
proportion coming from Victoria and Tasmania (note, Carnival data aggregates Victoria and
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Tasmania). For Brisbane, 71% of those departing come from the home state with 13% from
neighbouring NSW.

It should be noted that during the consultation phase of the study, it was highlighted that the
US market had moved towards a higher degree of fragmentation due to home porting. Since
the early part of this decade, cruise ship operators have preferred to move away from
concentrating home based ships in one state (for example, Florida) and have placed ships at
ports that have a viable population to sustain a cruise ship. It was discussed that a port within
four hours drive of about three million people could sustain an average sized cruise ship. It is
worth noting that the US market has a higher market penetration than Australia.

During the consultation phase, industry sources indicated that the relative success of the
cruise sector in the US has been influenced by the high proportion of US citizens that do not
own passports. Cruising provides a convenient way of departing the US without the need for a
passport. It was also discussed that the close proximity to good port destinations, most
notably in Mexico and the Caribbean, also contributes to the success of the US cruise sector.

2.6.3 Market penetration

Market penetration of cruising is forecast to continue to grow in a fairly steady pattern for
each state, rising from 1-2% of the population in 2009 to 3-5% in 2020. Given it already
presents slightly higher market penetration than the other states, NSW is projected to have a
higher level of market penetration by 2020, with the number of persons in 2020 taking a cruise
from this state increasing to nearly 5% of the population size by 2020.

Chart 2.10: Forecast proportion of population taking a cruise
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2.6.4 Crew and ship arrivals

Crew arrivals increase and decrease with passenger numbers, however for most years the rate
of increase in crew numbers is smaller than that of passenger numbers. This arises because of
the economies of scale that occur with larger ships; although larger ships do require additional
crew members, this number is significantly less than if the same number of passengers were
spread across two ships, as duplication of roles is avoided.

Chart 2.11: Crew arrivals, selected major ports, 000s
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These economies of scale are also evident in forecast total port calls. Port calls are forecast to
increase in a similar fashion, however the growth path is more sporadic for ship port calls than
for passengers and crew.

Chart 2.12: Total port calls
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3 Economic contribution

The economic contribution is based on input-output tables supplied by the Australian Bureau
of Statistics. Contribution studies are based on a framework that is outlined in Appendix A.

As with the previous report the economic contribution draws heavily from the previous work
undertaken by AEC for Cruise Down Under. The aim of this economic contribution report is to
recast the contribution with revised data from Carnival Australia. For instance, the AEC report
seems to under cut the level of activity by cruise ship operators at port by purchases of fuel
and stores (particularly in Sydney and Brisbane).

3.1 Portside cruise activity

Access Economics estimates there is $472.1 million in expenditure in the cruise sector, in the
reference year 2007-08 (Table 3.1). This is made up of the portside economic activity of
passengers, crew and operators. It does not include the contribution generated by cruise
operators in marketing their production to the Australian market; this is outlined below in
section 3.2.

This expenditure contributes $413.7 million in value added to the Australian economy. With
GDP of about $1,148 billion this represents about 0.036% of GDP.

Of this value added, $230.1 million is paid to employees as wages and the activity contributes
about 3,900 in full-time equivalent (FTE) workers. It should be noted that these figures do not
include the crew on ships servicing the Australian market.

Table 3.1: Economic contribution of the cruise sector, Australia, 2007-08 (AUD 2009 $M)

Passenger Crew Operator Total
Expenditure (SM) 170.0 26.5 275.6 472.1
Total economic contribution
Value Added ($M) 147.7 23.1 243.0 413.7
Labour Income (SM) 84.3 13.6 132.3 230.1
Employment (FTE) 1,637.9 304.3 1,955.0 3,897.2
Direct contribution
Value Added (SM) 77.5 12.0 121.3 210.8
Labour Income (SM) 47.4 7.8 68.3 123.5
Employment (FTE) 1,010.2 201.5 962.5 2,174.2
Indirect contribution
Value Added (SM) 70.1 11.1 121.7 202.9
Labour Income (SM) 36.9 5.8 64.0 106.6
Employment (FTE) 627.7 102.8 992.5 1,723.0

Source: Access Economics estimates

Of the total economic contribution, $210.8 million is direct value added and $202.9 million is
indirect value added.

The direct contribution is the value added (profits paid to capital owners and wages paid to
employees) within the sector. Conversely the indirect contribution is value added contributed
by the cruise sector in other sectors by the demand it generates in those other sectors.
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For example, when a cruise operator buys food and beverages for the ship, the demand
generated contributes to profits paid to capital owners and wages paid to employees in other
sectors of the economy.

The cruise sector demand contributes to $106.6 million in wages paid to employees in other
sectors and 1,700 FTEs employed in those sectors.

The economic contribution in 2007-08 has increased from the 2006-07 economic contribution
of $253.3 million (SA 2009). The 2006-07 estimate is largely unchanged from the previous
report undertaken by Access Economics for the 2006-07 reference year, but the estimate is
now expressed in 2009 dollars.

Table 3.2: Economic contribution of the cruise sector, Australia, 2006-07 (AUD-2009 $M)

Passenger Crew Operator Total
Expenditure (SM) 121.2 19.7 149.0 290.0
Total economic contribution
Value Added (SM) 104.8 17.2 131.3 253.3
Labour Income (SM) 59.7 10.1 71.3 141.1
Employment (FTE) 1,200.1 230.1 1,055.8 2,486.0
Direct contribution
Value Added ($M) 54.1 9.0 65.2 128.3
Labour Income (SM) 33.2 5.8 36.3 75.4
Employment (FTE) 741.7 153.5 514.4 1,409.5
Indirect contribution
Value Added (SM) 50.6 8.3 66.1 125.0
Labour Income (SM) 26.5 4.3 349 65.7
Employment (FTE) 458.5 76.6 541.4 1,076.5

Source: Access Economics estimates

The increase in contribution is made up of a general increase in the number of passengers and
crew and the subsequent economic activity. It was also substantially due to relatively large
increases in the bunker and stores purchases by cruise operators (as revealed by the Carnival
data).

3.2 Corporate and marketing activity

This report also measures the economic contribution of the corporate and marketing activity
undertaken by cruise operators in the Australian market.

This includes corporate head officesQ | Q thark@tihglioB cruises and providing repairs and
maintenance to ships in Australian ports. All of this activity is out-of-scope to the AEC report.

In 2007-08 this activity generated $135.4 million (SA 2009) in value added (see Table 3.3). As
outlined above, value added is the profits earned by capital owners and the wages paid to
employees. The corporate activity contributes $84.6 million in wages and about 1,200 FTEs.
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Table 3.3: Economic contribution, cruise sector corporate activity, Australia, 2007-08
(AUD-2009 $M)

Contribution

Total
Value Added (SM) 135.4
Labour Income (SM) 84.6
Employment (FTE) 1,179.6
Direct
Value Added (SM) 71.0
Labour Income (SM) 48.2
Employment (FTE) 616.2
Indirect
Value Added (SM) 64.4
Labour Income (SM) 36.4
Employment (FTE) 563.4

Source: Access Economics estimates based on Carnival corporate data

3.3 Total economic contribution

In total, the cruise portside activity and the corporate activity contributes about $550 million in
value added in the reference year 2007-08 (see Table 3.4). This is up from $357 million in
2006-07, a 54% increase. The contribution is made up of about $282 million in direct value
added and $267 million in indirect value added.

In 2007-08, the cruise sector contributed about 5,080 full-time equivalent (FTE) employees, up
from about 3,500 in 2006-07 (an increase of 45%). In addition, 2,300 FTE employees were
estimated to be employed in other (related) sectors as a result of the activities of the cruise
sector. Approximately $315 million was paid to employees as wages, a 52% increase from the
2006-07 figure.

Table 3.4: Total economic contribution of cruise tourism and corporate activity,
2006-07 and 2007-08 (AUD-2009 $M)

2006-07 2007-08

Total

Value Added (SM) 357.1 549.1

Labour Income (SM) 207.1 314.7

Employment (FTE) 3,513.1 5,076.8
Direct

Value Added (SM) 183.4 281.7

Labour Income (SM) 113.8 171.7

Employment (FTE) 1,956.0 2,790.4
Indirect

Value Added (SM) 173.7 267.4

Labour Income (SM) 93.3 143.0

Employment (FTE) 1,557.0 2,286.4

Source: Access Economics and Carnival corporate data
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3.4 Growth in the Australian cruise sector

The cruise sector has exhibited stunning growth over the year to 2007-08. In gross output

terms, the cruise sector contributed $1.2 billion to the Australian economy in 2007-08, a 54%

increase from 2006-07 levels ($781 million).* As noted in section3.3,tKS & SO0 2 NRa O2 y i N
to gross domestic product increased to $550 million in 2007-08. This is an increase from

$357 million for 2006-07.
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For example, this period saw relatively modest growth in international tourism (visitor nights

increased 3.9%) and a contraction in domestic tourism activity (visitor nights down 2.4%).

The value added of $550 million represents about 0.05% of GDP. This proportion of GDP is
likely to grow in the future. Growth projections supplied by Carnival suggest the sector is likely
to grow at a higher rate to GDP over the years 2008-09 to 2019-20.

Total sector activity is anticipated to increase at about 7% over the next decade. Over the
short term, growth is expected to fluctuate from about 15% in 2009-10 to below 5% in 2010-
11. This is due to the arrival of new ships in 2009-10.

Chart 3.1: Cruise sector and GDP growth 2008-09 to 2019-20
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The growth in the short-term and the addition of new ships to the Australian fleet is a
reflection of unmet demand. With the latent demand being met with new ships, the pattern
of growth in the sector is dictated by the delivery of new ships to the Carnival fleet in Brisbane
and Sydney.

* The main reason for the increase in activity was due to an increase in the length of stay for passengers and crew.
In 2007-08, passenger days at port totalled 643,045 and crew days at port were 296,309. This represents growth of
57.9% and 48.2% respectively from 2006-07.
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Chart 3.2: Cruise sector growth by expenditure activity, 2008-09 to 2019-20
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Passenger expenditure is expected to grow at about 9 to 10% over the next decade after a
larger increase in 2009-10 (note this assumes passengers spend at the same rate as in 2007-
08); see Chart 3.2. All other expenditure categories are expected to follow a similar path.
Cruise sector procurement (based on Carnival data) is expected to fall off slightly in 2009-10
after relatively large increases in the years 2006-07 to 2008-09.
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4  State contribution

This section discusses the economic contribution of the tourism-related port activity for the
states and the Northern Territory. In general terms, NSW has the highest level of activity
followed by Queensland and Victoria.

The port operations in Sydney (and to a lesser extent Brisbane) are a major provider of
supplies for the ship, including fuel, food and drink and potable water. In part this supplies
activity has substantially increased the economic contribution in NSW from 2006-07 to 2007-
08. As with all other states, the economic contribution has increased over the same period
due to increases in passenger and crew activity.

The contribution outlined below does not include the corporate activity of the cruise industry,
only the contribution of the tourism-related port activity.

4.1 New South Wales

The total economic contribution of the tourism-related port activity is estimated to be
$221 million (SA 2009). This is made up of $112.4 million in direct contribution and
$109 million in indirect contribution. Generally, cruise tourism operators have the highest
level of economic activity, generating about $134 million of value added (see Table 4.1).

Table 4.1: Economic contribution of the cruise sector, NSW, 2007-08 (AUD-2009 $M)

Passenger Crew Operator Total
Total economic contribution
Value Added (SM) 75.1 11.6 134.3 220.9
Labour Income (SM) 42.8 6.8 73.1 122.7
Employment (FTE) 832.8 152.7 1,080.3 2,065.9
Direct contribution
Value Added (SM) 39.4 6.0 67.0 112.4
Labour Income (SM) 24.1 3.9 37.7 65.7
Employment (FTE) 513.7 101.1 531.9 1,146.7
Indirect contribution
Value Added (SM) 35.7 5.6 67.2 108.5
Labour Income (SM) 18.7 2.9 35.4 57.0
Employment (FTE) 319.2 51.6 548.5 919.2

Source: Access Economics estimates

Included in the value added is wages paid to employees of $123 million, and the industry
contributes just over 2,000 FTE employees both directly and indirectly.

Over the period 2006-07 and 2007-08 the economic contribution of the cruise sector has
increased significantly in NSW. As outlined above, this is due to a large increase in the level of
supplies taken on board at the Port of Sydney. In 2009 dollars, the total economic contribution
increased from $116 million in 2006-07 to $221 million in 2007-08 (see Table 4.2).
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Table 4.2: Economic contribution of the cruise sector, NSW, 2006-07 and 2007-08

(AUD-2009 $M)

2006-07 2007-08
Value Added ($M) 116.0 220.9
Labour Income (SM) 64.6 122.7
Employment (FTE) 1,136.6 2,065.9

Source: Access Economics estimates

4.2 Queensland

The total economic contribution of the tourism-related port activity in Queensland is
estimated to be just below $100 million (SA 2009). This is made up of $51 million in direct
contribution and about $50 million in indirect contribution. Similar to Sydney, cruise tourism
operators have the highest level of economic activity with value added generated of about $60

million (see Table 4.3).

Table 4.3: Economic contribution of the cruise sector, Qld, 2007-08 (AUD-2009 $M)

Passenger Crew Operator Total
Total economic contribution
Value Added (SM) 38.7 5.1 55.8 99.6
Labour Income (SM) 22.1 3.0 30.4 55.5
Employment (FTE) 429.7 67.6 448.7 946.0
Direct contribution
Value Added (SM) 20.3 2.7 27.8 50.8
Labour Income (SM) 12.4 1.7 15.7 29.8
Employment (FTE) 265.0 44.8 220.9 530.7
Indirect contribution
Value Added (SM) 18.4 2.5 27.9 48.8
Labour Income (SM) 9.7 1.3 14.7 25.6
Employment (FTE) 164.7 22.8 227.8 415.3

Source: Access Economics estimates

Included in the value added is wages paid to employees of $55.5 million and the industry
contributes just below 950 FTE employees both directly and indirectly.

Over the period 2006-07 and 2007-08 the economic contribution of the cruise sector has
increased in Queensland. This is due to a large increase in the level of supplies taken on board

in Brisbane.

2006-07 to $100 million in 2007-08 (see Table 4.4).

In 2009 dollars the total economic contribution increased from $S81 million in

Table 4.4: Economic contribution of the cruise sector, Qld, 2006-07 and 2007-08 (AUD-2009

$M)
2006-07 2007-08
Value Added (SM) 80.9 99.6
Labour Income (SM) 45.2 55.5
Employment (FTE) 805.8 946.0

Source: Access Economics estimates

ACCESS
ECONOMICS

Commercial-in-Confidence

19



The Australian cruise sector

4.3 Victoria

The total economic contribution of the tourism-related port activity in Victoria is estimated to
be about $40 million (SA 2009). This is made up of $20 million in direct contribution and
$19.5 million in indirect contribution. As with NSW and Queensland, cruise tourism operators
have the highest level of economic activity with value added generated of $28 million (see

Table 4.5).

Table 4.5: Economic contribution of the cruise sector, Victoria, 2007-08 (AUD-2009 $M)

Passenger Crew Operator Total
Total economic contribution
Value Added (SM) 10.3 1.2 28.0 39.6
Labour Income (SM) 5.9 0.7 15.2 21.9
Employment (FTE) 114.4 16.3 225.3 356.1
Direct contribution
Value Added ($M) 5.4 0.6 14.0 20.0
Labour Income (SM) 3.3 0.4 7.9 11.6
Employment (FTE) 70.6 10.8 110.9 192.3
Indirect contribution
Value Added ($M) 4.9 0.6 14.0 19.5
Labour Income (SM) 2.6 0.3 7.4 10.3
Employment (FTE) 43.8 5.5 114.4 163.8

Source: Access Economics estimates

Included in the value added is wages paid to employees of just below $22 million and the

industry contributes just over 350 FTE employees both directly and indirectly.

Over the period 2006-07 and 2007-08, the economic contribution of the cruise sector has
increased significantly in Victoria. In 2009 dollars the total economic contribution increased

from about $26 million in 2006-07 to $40 million in 2007-08 (see Table 4.6).

Table 4.6: Economic contribution of the cruise sector, Victoria, 2006-07 and 2007-08 (AUD-

2009 $M)
2006-07 2007-08
Value Added (SM) 25.8 39.6
Labour Income (SM) 14.2 21.9
Employment (FTE) 233.9 356.1

Source: Access Economics estimates

4.4 South Australia

The total economic contribution of the tourism-related port activity in South Australia is
estimated to be about $3 million (SA 2009). This is made up of $1.5 million in direct
contribution and $1.4 million in indirect contribution. Unlike the larger states, cruise tourism
passengers have the highest level of economic activity with value added generated of about $2

million (see Table 4.7).
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Table 4.7: Economic contribution of the cruise sector, SA, 2007-08 (AUD-2009 $M)

Passenger Crew Operator Total
Total economic contribution
Value Added (SM) 1.9 0.4 0.7 2.9
Labour Income (SM) 1.1 0.2 0.4 1.6
Employment (FTE) 20.5 4.7 5.4 30.6
Direct contribution
Value Added (SM) 1.0 0.2 0.3 1.5
Labour Income (SM) 0.6 0.1 0.2 0.9
Employment (FTE) 12.7 3.1 2.6 18.4
Indirect contribution
Value Added (SM) 0.9 0.2 0.3 1.4
Labour Income (SM) 0.5 0.1 0.2 0.7
Employment (FTE) 7.9 1.6 2.7 12.2

Source: Access Economics estimates

Included in the value added is wages paid to employees of $1.6 million and the industry
contributes about 31 FTE employees both directly and indirectly.

Over the period 2006-07 and 2007-08, the economic contribution of the cruise sector has
increased significantly in South Australia. In 2009 dollars the total economic contribution has
increased from $1.2 million in 2006-07 to just below $3 million in 2007-08 (see Table 4.8).

Table 4.8: Economic contribution of the cruise sector, SA, 2006-07 and 2007-08 (AUD-2009

$M)
2006-07 2007-08
Value Added (SM) 1.2 2.9
Labour Income (SM) 0.7 1.6
Employment (FTE) 13.2 30.6

Source: Access Economics estimates

4.5 Western Australia

The total economic contribution of the tourism-related port activity in Western Australia is
estimated to be $21 million (SA 2009). This is made up of about $11 million in direct
contribution and about $10 million in indirect contribution. As with the larger states, cruise
tourism operators have the highest level of economic activity with value added generated of
about $10.5 million (see Table 4.9).
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Table 4.9: Economic contribution of the cruise sector, WA, 2007-08 (AUD-2009 $M)

Passenger Crew Operator Total
Total economic contribution
Value Added (SM) 9.2 1.6 10.5 21.3
Labour Income (SM) 5.3 0.9 5.7 11.9
Employment (FTE) 102.6 21.0 84.5 208.1
Direct contribution
Value Added (SM) 4.9 0.8 5.2 10.9
Labour Income (SM) 3.0 0.5 3.0 6.5
Employment (FTE) 63.3 13.9 41.6 118.8
Indirect contribution
Value Added (SM) 4.4 0.8 5.3 104
Labour Income (SM) 2.3 0.4 2.8 5.5
Employment (FTE) 39.3 7.1 42.9 89.3

Source: Access Economics estimates

Included in the value added is wages paid to employees of about $12 million and the industry
contributes approximately 210 FTE employees both directly and indirectly.

Over the period 2006-07 and 2007-08, the economic contribution of the cruise sector has
increased significantly in Western Australia. In 2009 dollars the total economic contribution
has increased from $9.2 million in 2006-07 to $21 million in 2007-08 (see Table 4.10).

Table 4.10: Economic contribution of the cruise sector, WA, 2006-07 and 2007-08 (AUD-2009

$M)
2006-07 2007-08
Value Added (SM) 9.2 21.3
Labour Income (SM) 5.2 11.9
Employment (FTE) 95.0 208.1

Source: Access Economics estimates

4.6 Tasmania

The total economic contribution of the tourism-related port activity in Tasmania is estimated

to be about $15 million (SA 2009). This is made up of $7.9 million in direct contribution and

$7.4 million in indirect contribution® [ A1S {2dziK ! degel thdridmA I = ¢l a
passengers have the highest level of economic activity with value added generated of about $8

million (see Table 4.11).
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Table 4.11: Economic contribution of the cruise sector, Tasmania, 2007-08 (AUD-2009 $M)

Passenger Crew Operator Total
Total economic contribution
Value Added (SM) 8.2 1.6 5.5 15.3
Labour Income (SM) 4.7 0.9 3.0 8.6
Employment (FTE) 90.9 21.0 44.0 155.9
Direct contribution
Value Added (SM) 4.3 0.8 2.7 7.9
Labour Income (SM) 2.6 0.5 1.5 4.7
Employment (FTE) 56.1 13.9 21.7 91.6
Indirect contribution
Value Added (SM) 3.9 0.8 2.7 7.4
Labour Income (SM) 2.0 0.4 1.4 3.9
Employment (FTE) 34.8 7.1 22.3 64.3

Source: Access Economics estimates

Included in the value added is wages paid to employees of $8.6 million and the industry
contributes about 156 FTE employees both directly and indirectly.

Over the period 2006-07 and 2007-08, the economic contribution of the cruise sector has
increased significantly in Tasmania. In 2009 dollars the total economic contribution increased
from about $10 million in 2006-07 to $15 million in 2007-08 (see Table 4.12).

Table 4.12: Economic contribution of the cruise sector, Tasmania, 2006-07 and 2007-08
(AUD-2009 $M)

2006-07 2007-08
Value Added (SM) 10.2 15.3
Labour Income (SM) 5.7 8.6
Employment (FTE) 106.5 155.9

Source: Access Economics estimates

4.7 Northern Territory

The total economic contribution of the tourism-related port activity in the Northern Territory
is estimated to be $14 million (SA 2009). This is made up of $7.2 million in direct contribution
and $6.9 million in indirect contribution. Generally, cruise tourism operators have the highest
level of economic activity with value added generated of about $8.3 million (see Table 4.13).
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Table 4.13: Economic contribution of the cruise sector, NT, 2007-08 (AUD-2009 $M)

Passenger Crew Operator Total
Total economic contribution
Value Added (SM) 4.2 1.6 8.3 14.1
Labour Income (SM) 2.4 0.9 4.5 7.9
Employment (FTE) 46.9 21.0 66.7 134.7
Direct contribution
Value Added (SM) 2.2 0.8 4.1 7.2
Labour Income (SM) 1.4 0.5 2.3 4.2
Employment (FTE) 28.9 13.9 32.9 75.7
Indirect contribution
Value Added (SM) 2.0 0.8 4.2 6.9
Labour Income (SM) 1.1 0.4 2.2 3.6
Employment (FTE) 18.0 7.1 33.9 59.0

Source: Access Economics estimates

Included in the value added is wages paid to employees of about $8 million and the industry
contributes about 135 FTE employees both directly and indirectly.

Over the period 2006-07 and 2007-08, the economic contribution of the cruise sector has
increased significantly in the Northern Territory. In 2009 dollars the total economic
contribution increased from $10 million in 2006-07 to $14 million in 2007-08 (see Table 4.14).

Table 4.14: Economic contribution of the cruise sector, NT, 2006-07 and 2007-08 (AUD-2009

$M)
2006-07 2007-08
Value Added (SM) 9.9 14.1
Labour Income (SM) 5.5 7.9
Employment (FTE) 95.0 134.7

Source: Access Economics estimates

4.8 Limitations of economic contribution studies

It is important to note that economic activity analysis, while striving to be comprehensive,
embodies some inherent limitations. This is because the analysis takes place in a static
framework that essentially ignores price and crowding-out effects:

y

A widely acknowledged characteristic of economy activity multipliers is that they
implicitly assume fixed prices which can overstate the impact of the effects of additional
economic activity.

The analysis, while taking into account economy-wide effects through intermediate
goods linkages, potentially ignores the possible crowding-out effects of changes in
economic activity. For example, greater consumption of intermediate inputs by an
industry, in this case the cruise sector, may push up the price, potentially reducing the
overall production in other industries as agents substitute away from goods that have
increased in price.

A further limitation of the analysis is that it is not able to accurately assess what activities
spending on cruise tourism may replace. To an extent, cruise tourism activity by home state
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passengers may represent a leakage to the state economy. For example, an Australian
resident taking a cruise to the South Pacific from an Australian port can be thought of as
similar to having an overseas holiday.
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contribution study matters. In this case, there is a need to understand what an Australian

state tourist may have substituted to in the absence of the cruise alternative. There are a

number of tourism destinations in the home state, elsewhere in Australian and overseas. The

fact that the tourist has chosen to take a cruise away from home suggests that much of this
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contribution analysis may not be seriously affected.

Given the lack of specific information on how the tourist may structure their trip in the
counterfactual, no attempt has been made to measure the potentially net benefits to the
national or state economies. While this means that the net benefits from cruise activity from
the perspective of the home base may be overstated to an extent, the analysis also included a
number of simplifying assumptions that would tend to understate the net benefits including:

)f the exclusion of the cruise ticket price in the tourism expenditure and the profits
attained by the cruise operators; and

y the exclusion of the income earned by the crew income, including for domestic
residents.

The net effort of all these simplifying assumptions is not likely to affect the order of magnitude
of the estimated net benefits materially.
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5 Policy options

The issues that affect cruise shipping are quite distinct from those of concern to other
elements of shipping. This is the case because the cruise sector is unique in the world of
shipping, where freight forwarding is the usual business activity.

In order to establish the key issues and some policy options, a range of interested parties from
Carnival, major ports and other cruise shipping companies ¢ including Royal Caribbean ¢ were
consulted in the preparation of this report. A range of issues relating to cruise shipping in
Australia were canvassed with these groups, and some overall findings are detailed below.

5.1 Port infrastructure

Port infrastructure is of a variable quality across Australia reflecting, in part, that cruise
shipping is currently not of a scale to fully utilise the infrastructure, with the notable exception
of Sydney.

a St 02 dzNg6SPRis cdnsidéred by some as the model cruise shipping port in Australia,
with sufficient port capacity, good quality of maintenance and a 30-year plan that
encompasses cruise shipping. The plan includes environmental plans to aid in the movement
of passengers and supplies in and around the port.

Challenges remain at other major cruise shipping ports, most particularly in Sydney, which is
the busiest cruise port and also the most heavily booked destination. It is also the port that
most international tourists visit. The importance of Sydney as a destination is critical to the
growth of the cruise sector in terms of attracting international (cruise) tourists to Australia.

Passengers in Sydney are forecast to more than triple over the period 2008-2020. However,
the trend toward larger capacity vessels means that new vessels are unable to fit under the
Sydney Harbour Bridge. As such, there will be increased demand for ports and improved
infrastructure east of the Bridge.

Removing first-in, best-dressed approaches to port bookings is likely to help ease limitations of
the Overseas Passenger Terminal in the short term by allocating bookings according to vessel
size (section 5.2 below discusses booking coordination in further detail). However this does
not provide an adequate long term solution for the constraints imposed by the Bridge. Cruise
ships are increasing in size; consequently, only 15% of cruise ship visits to Sydney are forecast
to dock west of the Bridge by 2020. This highlights the importance of finding solutions east of
the Bridge.

Solutions around Garden Island have been proposed, with either Navy ships moved elsewhere,
or a proper framework being developed that establishes a sharing arrangement based on
needs. Development of a Garden Island solution, however, would require action from the
Federal Government due to the need to move some naval activity.

One cruise ship operator during the consultation phase raised the possibility of using Port
Botany as a location for home based Australian ships. The argument was based on there being
surplus capacity in the location and the possibility to absorb growth. It was also raised ¢
anecdotally at-least ¢ that not all cruise passengers were overly concerned with the Sydney
Harbour experience of docking next to the Sydney Opera House and the Harbour Bridge. It
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should be noted that this was raised in the context of home based ships and not the larger
round the world transit ships, and that Carnival Australia believes the Sydney Harbour
experience for passengers is an important factor in deciding where to locate port
infrastructure.

Another cruise operator stated the intention to stay at the current port ¢ Wharf 8 ¢ until there
is a long-term solution.

Infrastructure charges and incentives to invest

As discussed above, the cruise shipping sector offers unique challenges to operators, policy
makers and those who build and operate infrastructure.

Cruise ships have historically not been charged a cost recovery price for services, paying well
below cost rate as there was a secondary benefits argument (via tourism) for the region that
encouraged ports to keep rates low. However some ports are now reaching a point where
there is an increasing need to improve facilities for cruise shipping, meaning these subsidised
charges are on the increase ¢ like in Melbourne ¢ and are coming under review at other ports.
This is the case because those who operate the infrastructure are under pressure to offer the
highest returns to shareholders (usually governments) and the higher economic return for the
state.

Charges levied on cruise ships need to be closer to the true cost for the ports if funding is to be
directed at improving port infrastructure. With the unique requirements of cruise ships and
passengers, every incentive needs to be given to ports to provide the capital stock needed to
operate an efficient cruise offering.

Charges at Melbourne for cruise shipping have been gradually increased, and will reach a
charge of 70% of the rate levied on similarly sized cargo ships by July 2011. This has been
accepted by the cruise lines with a minimum of fuss, and means the Station Pier is cash-
positive and infrastructure maintenance becomes more readily affordable.

The funding to improve port infrastructure requires sufficient revenue streams to generate a
viable investment opportunity. While charges to cruise ships will account for a proportion of
the required revenues, the key to an effective development is the generation of additional
revenue streams through other (complementary) facilities. As the various airport
developments have demonstrated, these could include retail outlets, food and beverage
facilities, meeting/convention facilities and car parking arrangements. In an economic sense,
the provision of car parking is a good example of the port authority endeavouring to tailor its
capital stock to the needs of the cruise sector and to maximise profits.

On the opposite side of the scale, however, some in the industry argued that some of the
services which cruise ships must pay for when arriving at some ports are excessive and
resulting in unnecessary charges. One frequently cited example during the consultation phase
is that of pilot charges for Sydney Harbour. It was raised that the body of water is sufficiently
expansive and with modern navigation systems on cruise ships the piloting requirement is
unnecessary.
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5.2 Booking coordination

One concern noted in the 2008 report was that port bookings in Australia are done on a first-
come first-served port-by-port basis, which can be time-consuming and challenging when
booking for a multi-stop trip in Australia.

It had been suggested that a national coordination body, equivalent to Airport Coordination
Australia, could be introduced. This body would make bookings for cruise ships at all cruise
shipping ports around Australia. Although there are only a few cruise shipping ports within
Australia with capacity concerns, coordination between bookings at a capacity-constrained
port and three other stops on an Australian itinerary would be made easier under this
approach.

Cruise shipping is highly seasonal, and so first-come first-served may not be an efficient option.
Consultation with airport coordination officials indicated that peak pricing was not successful
in aviation in Australia, however it is less clear that this would not work in cruise shipping,
where there are far fewer movements and less need to coordinate departure for arrival at a
suitable time at the destination.

Auctions of slots where demand exceeds supply is another option that failed in aviation but
may be more applicable to cruise shipping. This was trialled for airport coordination in the
USA in the 1980s but ultimately was decided to be a bad option due to the time critical nature
of aviation. Although less time critical than aviation, there may also be difficulties with an
auction process because this would require considering each port slot in isolation, and does
not ultimately resolve the issue of coordination for multi-stop journeys.

The idea of a national coordination body was met with widespread acceptance during
consultations. However some argued that it was unnecessary at this time due to the relatively
low number of ships and it was thought to be something that could be managed internally
with good management software. The benefits of moving away from a first-in approach,
including allocations that take into account constraints such as restrictive bridges and the size
of the ships coming in, would result in an overall improvement of allocations.

5.3 Proclaimed ports and immigration

It is a Customs requirement that people can only board a cruise ship in Australia from a
proclaimed port. This means that emergencies and changes of plans are difficult to deal with.
For example, one anecdote heard during consultations made mention of a passenger removed
from the ship in a medical emergency the first day out of port, unable to return to the ship
once they had recovered because the ship was no longer at a proclaimed port.

There are presently 65 proclaimed ports in Australia®. The ports that receive the majority of
cruise ship visits are proclaimed ports, however some smaller destinations visited by
adventure cruises are not. One suggested solution for this has been for the cruise liner to pay
for Customs officials to travel on their ship, however it has been indicated that resources at
Customs are inadequate for this.

® Customs website
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5.4 Regulatory grey areas for mid-size players

There seems to be a number of regulations that do affect the operations of some of the mid
size players. It was highlighted that the larger players ¢ like Carnival and Royal Caribbean ¢ are
exempt from some regulation because of the size of ships they offer, but some of the smaller
niche players are caught in a regulatory grey area.

One of the smaller cruise tourism operators that offer high service expedition style cruises,
suggested their business operations ¢ i.e. the size of their ships and port of call activity C is
affected by the need of a Continuing Voyage Permit. It was highlighted that these permits will
only be offered where there is no adverse impact on domestic operators.

The conditions on these permits can come with certain conditions such as:

Y the ship cannot be near the Australian coast for more than three months; and

y the ship has to apply for and adhere to a strict technical schedule on port stoppages.
This can lead to a high degree of red tape when there is an operational (or emergency
need) to make a stop.

Another issue for this mid-size operator is that it is subject to Australian labour laws, whereas

the larger operators are exempt. Also, the vessel operated by this mid-size player does not
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during the consultation phase that this cut-off seemed to be arbitrary.

It was also stated that this particular mid-size expedition style cruise operator was actively
seeking to bring another ship into Australia but may be turned off because of the regulatory
burden and uncertainties.

5.5 Other issues

There were a number of other issues raised during the consultation phase. It appears that
these issues are not seriously impeding growth in the industry at present, although challenges
will arise if the industry is to expand over the next decade as strongly as forecast.

)/ Gaming regulation: Industry consultation highlighted that gaming controls in Western
Australia affect the value of the package of services offered to passengers on cruise
shipping off the coast of WA. The gaming controls are designed to support the objective
of established gaming interests in the state, an activity that is likely to only compete
with cruise shipping at the margin.

)/ Health and safety: The recent Swine Flu incident on a P&O ship highlighted the lack of
coordination across states and territories. Information received from industry suggested
that there was no national approach and in some cases each state was offering differing
advice on how to deal with the matter. In contrast, the airports had a national approach
to deal with this issue.

y WPort poorQThe sector also faces geographical difficulties to overcome if it is to expand
AGa akKINB 2F (GKS 62NIR ONMzAaS YIN)JSGo | dz
population makes it difficult to offer packages with frequent port visits as is done
overseas, such as in the Mediterranean. The concern is heightened by the time it takes
for overseas passengers to travel to Australia to begin the cruise.
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Appendix A: Economic contribution studies and the modelling
framework

All economic entities create and support an economic foot print. The size of the foot print is
dictated by the demand for other goods and services provided by suppliers in the rest of the
economy.

The aim of economic contribution studies

Economic contribution studies are designed to account for total value added generated by an

economic entity or class of persons Ay (G KSANJ NI RAYy3a | OGADBAGASAD
product (GDP) is equal to the sum of all value added by entities operating in an economy.

Therefore the value-added by an area of activity like the cruise sector, such measures their

contribution to GDP. There a many ways of measuring value added. This study measures

value-added using an income approach that relies on estimates of income earned by capital

owners and wage earners.

Along with the value added, contribution studies also measure the flow-on profits, wage
income, employment as measured in full-time equivalents (FTEs) and the total value of
GNF yal OdAaz2zya 3ISYySNIGSR o6& |y SyidAadeqQa GNIYRAy3 |

Generally speaking, the aim of contribution studies is to measure the immediate impact on
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that activity.

Measures of economic contribution

There are four widely used measures of economic activity. Each tells a different story about
the economic contribution of an industry.

y Value added measures the value of output generated by factors of production (i.e.,
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is typically measured by the income accruing to its factors of production. The sum of
value added across all entities in the economy equals GDP. Given the relationship to
GDP the value-added measure can be thought of as the increased contribution to
welfare. In summary the value added is the sum of:

~

I gross operating surplus (GOS) which represents the value of income generated by
0KS SyiGaAaideQa RATNSOganerddy nekdsuidd fs thk Yatddgd 3
Before Interest, Tax, Depreciation and Amortisation (EBITDA);

—

plus tax, less subsidies provided for production, which generally includes

company taxes and taxes on employment. Note, given we calculate the returns to

capital before tax (EBITDA) we do not include company tax here or this would

double count that tax; and

I labour income which is a subcomponent of value-added. It represents the value
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income accruing to labour.

Other popular measures of economic activity include:
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}/ gross output which is the total value of goods and services sold by an entity. This is a
broader measure than value-added because in addition to the value-added generated by
the entity, it also includes the value of intermediate inputs used by the entity that flow
from value added generated by other entities; and

)/ employment which is a fundamentally different measure of activity to those above,
since it measures the number of workers that are employed by the entity (typically in
terms of full-time equivalent workers).

Figure A.1 provides a summary of the components that make up gross output. Gross output is
the sum of value added and the value of intermediate inputs. As discussed above, it is a wider
concept than value added. Value added can be calculated directly by summing the payments
to the primary factors of production, labour (i.e., salaries) and capital (i.e., gross operating
AdzNLJ dza > WDh{ QX 2NJ LINPFAGLUI & ¢St frmddiate
inputs can also be calculated directly by summing up expenses related to non-primary factor
inputs.

Figure A.1: Economic activity accounting framework

Intermediate Inputs (from other
industries)

Output
(Total
revenue)
Labour
Value
added
>~ (output less
Gross Operating Surplus intermediate
inputs)

Production taxes less subsidies

Source: Access Economics

Direct and indirect economic contribution

Using the accounting framework in Figure A.1, the value added created by labour and capital
inputs employed directly by the entity is its direct contribution. In the case of the cruise
industry, the direct contribution equals the income earned by employees as wages and the
profits generated by the cruise industry.

Intermediate inputs generate flow-on or an indirect contribution via the activity created in
other sectors. The size of this flow-on activity is dictated by the extent of linkages with other
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heavily on the input-output structure of the economy.
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