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Strategy of Puerto Vallarta

Regional context
Location of Puerto Vallarta tourism region

Figure 4. 1 shows the location of Puerto Vallarta and its tourism region. Table 4. 1
defines areas that correspond to the hierarchical system of the tourism region.

Figure 4. 1 Puerto Vallarta tourism region
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Tahle 4.1 Hierarchy of the Puerto Vallarta teurism region
Levels | Coverage . Function
Level-1 | Puerto Vallarta Tourism center

Level-2 | Vicinity of Puerto Vallarta including | One-day trip area
southern part of Nayarit

Level-3 | Jalisco Tourism Triangle Tourism corridor /Tourism zone
(Short excursion)

Level-4 | Inter-states; including Nayarit, Colima,| Tourism region
: and inland historical cities {One-week tourism circuit}

Source: JICA study teamn

Physical and socioeconomic conditions

The Jalisco state has a territory of 80,137 square km with 103 km of the coastline
facing the Pacific Ocean. Its population was 5,700,000 in 1994 with an annual
growth rate of 1.9%. It is the 4th. populous state in Mexico. The gross regional
domestic product (GRDP) was $ 78.9 billion and the per capita GRDP was $
14,877, which are ranked 31d. and 4th in Mexico, respectively.
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Visitor arrivals to the state were 4.4 million in 1995, of which 79% were domestic

~and 21% were foreigners. The tourism sector consists of 28% of the state’s GRDP,

which is only next to the manufacturing sector.

It is necessary to shift its market toward more high-spending segments by creating
added values of the destination. It could be achieved if Guadalajara and other
historical cities in the Bajio area, which have different types of tourism products
from Puerto Vallarta is combined with the beach destination. Areas for further
tourism development is limited in Puerto Vallarta therefore it is important to
consider to maximize the land use.

The major indices of natural and socioeconomic conditions of the state are
summarized in Table 4. 2.

Table 4. 2 Major indices of physical and socioeconomic conditions of the state of Jalisco

items . Descriptions

Geographical | Area 80,137 km?

Conditions Coastal line : 345 km of Paclfic Ocean,

Population Total (1994) 5,700,000; 4th. most highly populated state
Average growth rate 1.9 % (80/90)
Population density 71.13 capita/ km?

GRDP Total GRDP (1990} $ 78.9 billion; 3 rd. greatest state
GDP per Capita $ 14,877, 4th. greatest state

Employment 1,588,000

Maijor industries Manufacturing

Gommerce, tourism, communications and transport

Source: State census of Jalisco, SETUJAL. Compiled by JICA study team

Regional development program of the Jalisco state

Regional Development Plan of the Jalisco state (1995 - 2001) sets the following
objectives.

General ohjectives
The objectives of the state’s regional development program are:

- To protect, preserve, and restore the environment, and to assure sustainabie
development for better quality of life,

- To encourage regional development, sustainability and integration of the state,
emphasizing high priority sectors,

- To promote preductive investment as a base for improving the quality of life,
utilizing the potential of the state,

- To intensify programs of training, and improvement of working conditions, of
the personnel in service of the state,

Specific objectives and actions

The major objectives and actions for strengthening of economic and administrative
infrastructure and for protection of the natural environment are as follows:

a. Transporiation

- To elaborate ficld studies, investigation and projects of traffic cngineering in
order to obtain better safety conditions, conformity and efficiency in the urban
arcas of the state,

- To collaborate with SCT and concessionaires of public transport, and

- To monitor complete fulfillment of the laws and regulations in the state.
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h. Natural environment

- To adopt a legal administration framework for ecological matters and for
preservation of the environment, and

- to reinforce actions and mechanism of environmental conservation,

¢. Socio-economic aspects

- To promote integral development of family and communities, and

- To take action in health matters in the state, sharing among different
governmental levels.

Tourism development program of the Jalisco state

Tourism Development Plan of Jalisco (1995 - 2001) specifies the tourism
development strategy of the state as follows.

1) To promote development of the tourism sector for generating jobs and gaining
foreign exchange earnings that might contribute to social welfare and
development of a high culture in tourism. It is achieved by:

- establishing mechanism for development of the tourism zone stiucture

supporting the condition of the necessary structure for areas declared as priority
zones for tourism, and

- supporting the actual structure of new tourism destination that could be
incorporated as tourism options.

2) To utilize a great variety of natural and cultural resources in Jalisco for
revitalization of regional economy, and to improve the highway system in the
state. It is achieved by:

- development of a highway between Mascota and Puerto Vallarta along the
existing route,

- development of historical and cultural tourism environment,

- improvement of public space for recreational centers, parks, festival sites, and
amentties, and

- launching of promotion campaigns in major potential market cities, such as
Guadalajara, Queretaro, San Luis Potosi, Agnascalientes.
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Tourism in the Jalisco state

Table 4. 3 summarizes indices thal show the current conditions of tourism in the

Jalisco state.

Table 4.3 Major tourism indices of the Puerto Vallarta tourism region
Market of Pusrto. North America 98 %
Vallal‘ta(1995) Europe 1%
Latin America 1%
Asia and others 0%
Visitor arrivals to Total Domestic International
Hotels Total of the state 4,420,516 3,482,642 937,874
(1995) Puerto Vallarta 1,384,647 740,962 643,685
Giuadalajara 1,847,049 1,631,446 215,603
Others 1,188,820 1,110,234 78,586
Hotel capacity hotel rooms Occupancy ratio length of stay
(1995) (rooms) (% {bed/night)
Total of the state 40,403
Pueric Vallarta ™ 15,219 42.3 419
Guadalajara 15,066 55.1 1.95
Others 10,118 40.8 _NA,

Note:  “=Including motels, timeshare condominiums, bungalows, etc.

Source: SECTUR and SETUJAL; compiled by JICA study team

Figure 4. 2 in the next page shows the existing conditions of Level 3 - the tourism
corridor area. The figure hints a triangle of Puerto Vallarta, Guadalajara, and
Manzanillo. The JICA study team refers to the triangle as Jalisco Tourism Triangle.
Three sides of the triangle are called as follows:

- Puerto Vallarta - Guadalajara Corridor,

- Guadalajara - Manzanillo Corridor, and

- Costalegre Resort Belt.

Mexican Cities Circuit is a touring circuit that visits historical cities in the Central
Highland such as Guadalajara, Zacatecas, Guanajuato, San Miguel de Allende,
Queretaro, Mexico City, Taxco, Morelia, and Patzcuaro. It meets Jalisco Tourism
Triangle at Guadalajara.
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Figure 4. 2 Existing conditions of Puerto Vallarta tourism region
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4.2.

Assessment of tourism development and promotion scenarios

4.2.1.  Alternative scenarios for the tourism region
Three alternative scenarios for the Puerto Vallarta tourism region were set
according to the methodology as discussed in the theoretical framework. Figure 4. 3
sumnrmarizes the three scenarios.
Figure 4. 3 Alternative scenarios for the Puerto Vallarta tourism region
Alternative-1 Alternativa-2 Alternative-3 T
lLegend

1 Major gateway
s Stopover
o Tourism sia

Tourigm corridor/

it

Diversification of tourism
products

Diversification leval; low

- Devalopment of Banderas Bay
for beaches and aclivities

- Village toursm

Diversification level: medium

- Development of Coslalegre
Resoert Beit for beaches/activitios

- Villags tourism
- Ecotourism in Costalegre
- Convention/incentive tourism

- Some linkage with Mexican Cities
Circuit :

Divarsification lavel: high

- Devalopmant of Costalegre
Resort Balt for beaches/activities

- Village tourism

- Ecotourism in Costalegre

- Coawentionfincentive tourism

- Intensive linkage with Mexican
Cities Circuit

Target markets

- Expansion of the traditional market:

North America

- Expansion of the traditional rearket
North America, domestic

- Davelopment of new markets:
Europs, Latin America

- Consofidation of the traditional
market; North America, domastic

- Davelopment of new markets;
Europe, Latin America, Asia

Tourism administration

- Coordinatlon within
the municipality for development
and fourism promotion

- Cocrdination in the state
for tourism developmert )
- Coordination of Fondes Mixtos in

the neighboering states for tourism
promotion

I Coordination of noighboring states
for development .

I Coordination of Fondos Mixtos in
the neighbering states for tourism
promotion .

Development/
tourism promotion costs

- Davelopment costs; small

- Tourism promotion costs; small

- Investment concentration effect;
high

- Development costs; madium

- Sales promotion costs; medium

- Investment concentration effect;
madium

- Development costs; large

- Tourism promotion costs; large

- Investment concentration eifects;
[ow

Source: JICA study team

Alternative-1:

- concentrates most development efforts on the level 2 arca, namely, Puerto
Vallarta, Nuevo Vallarta, and its surroundings in a one-day trip area,

- improves and develops beach resorts and tourist atiractions for day-trips, and

- targets primarily at short-haul beach resort tourism including the domestic
tourism.

Alternative-2:

- concentrates development efforts on the level 3 area, namely, the Jalisco tourism
triangle covering Puerto Vallarta, Guadalajara, and Manzanillo including
Costalegre,

Coastalegre,

develops beach centers in Puerto Vallarta, Nuevo Vallarta, Manzanillo, as well as

- formulates tourism corridors from Puerto Vallarta and Manzanillo to Guadalajara
that is a cultural destination and a gateway to the inland historical cities circuit,

- introduces some linkage with Mexican Cities Circuit, and
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4.2.2.

targets at both short-haul beach resort tourism and the long-haul market.

Alternative-3:

develops the level 4 area, namely, the Jalisco Tourism Triangle and Mexican
Cities Circuif,

improves tourism network and tourism amenity in the inland citics as well as
beaches along the Pacific coast, and

places more emphasis on the long-haul market rather than the short-haul market.

Selection of a scenario

The three scenarios were assessed from the view point of development stage of
touristn destinations, potential and type of tourism resources, and development
possibilities as discussed in the theoretical framework section. The JICA study team

- concluded that Alternative-2 is the best scenario for the Puerto Vallarta tourism

region from the following reasons:

Puerto Vallarta is assessed to be at the growth stage of tourism destination life
cycle. The stage would need diversification of source markets while
consolidating cxisting beach centers and their favorable image,

Land availability in the Puerto Vallarta proper is limited for further expansion of
tourism. Hence, tourism development must be planned outside of the existing
tourism centers. Introduction of an alternative beach resort concept to Costalegre
would be vital to maintain a high image of Puerto Valiarta.

Tourism resources within the one-day trip area (Level-2) is limited to historical
center of Puerto Vallarta, quaint mountain villages, and several nature-oriented
altractions that have mediocre tourism potential . Puerto Vallarta should consider
to establish linkage with competitive tourism resources outside of the one-day
trip area o enhance its attractiveness.

The most competitive tourism resources outside of the one-day trip area are
historical cities and quaint villages with typical Mexican ambiance. They,
however, have less appeal to the long-haul international market compared with
archaeological sites.

Puerto Vallarta's proximity to Guadalajara and the Bajio area implies relative
imporiance of the domestic market that is less inclined to combine a beach trip
with a touring.

Hence, over-emphasis of the long-haul market that prefers to combine a beach
destination with a touring of inland historical cities would not be an appropriate
strategy for Puerto Vallarta.

Therefore, neither Alternative-1 nor Alternative-3 is not the appropriate scenario
for Puerto Vallarta.
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4.3.
4.3.1.

Tourism strategy of the Puerto Vallarta tourism region
Tourism development and promotion strategy

Puerto Vallarta's beaches are not comparable to those of Cancun and Los Cabos,
while Puerto Vallarta's strength is its quaint historical center, and good access to
tourism resources that represent the typical Mestizo Mexican culture just outside of
one-day trip area. Hence Puerto Vallarta should strive to be the most Mexican beach
destination, and enhance linkage with the cultural tourism resources. Costalegre is
important to introduce alternative beach resort concepts to cater for diversified
consumers' needs in the future. Convention and incentive tourism is an untapped
opportunity for Puerto Vallarta therefore should be emphasized in the strategy.

®

Action plaﬁ strategy by 2002

At the action plans stage, Puerto Vallarta should concentrate its development efforts
on its one-day trip area, Puerto Vallarta - Guadalajara Corridor, and Costalegre. It is
important at this stage to conserve the nature from uncontrolled development in
Costalegre. Figure 4. 4 details the action plan strategy and action projects.

Figure 4. 4

Action plans strategy of the Puerto Vallarta tourism region

[ Devebp new tourism products that focus on the
M estizo Mexican culiure.

v Development of Mexican Vilage (PTR PVR-10),
v Tourst amenity improvement in Teguila

B Improve tourist amentty in Puerto Vallaria's

+ Conservation and urban beautification of
the historicd center of Puerto Vallarta
(PTR PVR-1), '

v Hilside tourism camplex development near
Parroquia de Guadalpe (PTR PVR-5},

v Puerto Valarta Convention Center
development PTR PVR-8)

historical center to enhance the Mexican ambience.

(PTR FPGN-2),
v Conservaion and tourist amenity improvement
in tmdilional vilages PTR PGS-1), and
v’ Road improvement of the section of Puerto
Valarta-Mascota (PTH PGS-2).

Source: JICA study team

" Palzcvare -

W Croate Costdegre Resort Belt as an alternative
beach rescri area by publicizing Ecologcal
Ordinance and alternative tourism cancepts.

v Introduction of development guiddines and

investment prometion program.
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(2) Long-term strategy by 2010

By the target year of 2010, Puerto Vallarta should formulate Jalisco Tourism
Triangle and connect to the Mexican Cities Circuit. Costalegre Resort Belt should
be established by the year as a naturc-oriented resort area with exclusive
accommeodations differentiated from those in the existing beach centers. Puerto
Vallarta proper should also be thriving with introduction of various tourist facilities
as well as conserved Mexican ambiance. Figure 4. 5 details the long-term strategy.

Figure 4.5

W Develop coorful tourism faciities, and improve
tourist amenity, in Puerto Vallarta through:

v development of the commercial complex

in the cruise ship terminal,

v’ development of a marine theme park,

v development of a ruseums complex, and

¢ promotion of incentive and convention
touwism.

Puerio Vallaria

__apa_,_,::;'_ﬁ

B Promote village toursm thioudh
locd participetion i

v tour guide,

v hendicraft production, and

Long-term strategy of the Puerto Vallarta tourism region

Nugvo Vallaria 488 aﬁ_.-SEbaﬁh:
Mascita

B Formulate Jalisco Tourism Triangle by
estatilishing triangtar road network with wayside
faciities development, and

§ Enhance linkage with Mexican Cities Cirouit.

v altemaive accommodation

through:

Source: JICA study teamn

43.2. Spatial strliéture of tourism
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Proposed spatial structure of the Puerto Vallarta tourism region in the target year
2010 is shown in from Figure 4. 6 to Figure 4. 9 at respective levels of the tourism

hierarchical system. -
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Figure 4.6 Spatial fourism structure of the Puerto Valiarta tourism region (Level 4)
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Figure 4.7 Spatial tourism structure of the Puerio Vallarta tourism region {Level 3)
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Figure 4.8 Spatial tourism structure of the Puerto Vallarta tourism region (Level 2)
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Figure 4.9 Spatial tourism structure of the Puerto Vallarta tourism region {Level 1)
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4.3.3.
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@
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Marketing directions
Tourism images of the Puerto Vallarta tourism region

The Puerto Vallarta tourism region should create following tourism images for
advertisement in accordance with the development strategy as already discussed.

- The most “Mexican” beach destination in Mexico,
- Combination of a beach and quaint Mexican towas, and
- Expanse of blue sea v1ewed from lush green hillside

To create a destination image as the most appropriate place to expericn\.c the
Mestizo Mexican culture is vital for promoting Puerto Vallarta. Lush green hill is
another important image that makes a contrast with Cancun where land is very flat,
and with Los Cabos where vegetation is far from being lush.

Target markets of the tourism region

Puerto Vallarta's target markets are identified as follows:
- Mexicans from the Central Highland area,

- Beach resort tourists from North America,

- Latin Americans who arc interested in Mexican historical cities and the Mestizo
Mexican culture, and

General interest tourists who are culturally motivated both from the long-haul
and the short-haul markets.

Due to Puerto Vallarta's proximity to Guadalajara and the Bajio area, the domestic
market is relatively important compared with Cancun and Los Cabos. Visitors from
Latin America would be important in Puerto Vallarta since the airport survey
conducted by JICA study team shows it is the regional market segment that is the
most interested in the Mexican culture and historical cities.

Directions for tourism products development

Possible tourism products in the tourism region are summarized as follows by type
of product.

Archaeclogical tourism

This type of tourism products has lmnted importance in this I‘S‘TIOH Ixilan del Rio,
however, would make a good stop-over along the Puerto Vallarta - Guadalajara
corridor.

Mexican cultural tourism

Mexican cultural tourism makes the core image of the Puerto Vallarta tourism
region, and couid be a great value added to the beach destination. Puerto Vallarta
should focus on the mainstream Mestizo Mexican culture rather than indigenous
culture as in Cancun,

A circuit of inland Mexican cities is planned as a tourism product that should be
combined with Puerto Vallarta. It is basically for the middle-to long-haul markets,
such as Latin America, Europe and Asia. The full range of the circuit covers
Guadalajara, Zacatecas, San Luis Potosi, San Miguel de Allende, Guanajuato,
Queretaro, Ciudad de Mexico, Taxco, Morelia, and Patzcuaro. Promotion of
converting old buildings and haciendas to smali-scale cozy accommodanon is
strongly recommended to enhance its 1mages

Touring of inland historical cities has a weakness in that many cities look more or
less similar to visitors. This is especially so for the long-haul visitors who have less
knowledge of the cities. It is recommended to create a distinet tourism symbol of
respective cities such as local handicraft, food, architectural style, and festivals.
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There are quaint Mexican towns that are suitable for beach tourists to make a short
trip to appreciate typical Mexican ambiance. These include Puerto Vallarta itself,
the villages of San Scbastian, Mascota and Talpa, Magdalena, and Tequila.
Similarly as the Mexican cities circuit, the conversion of old-style Mexican
buildings to tourist accommodations or tourist facilities would be usefu] to cyeate a
favorable tourism image.

A few projects aiming at integrating local economy and tourism are proposed in the
towns and villages. Among the projects are for introduction of silver workshops in
San Sebastian, tourist fruit farms near Puerto Vallarta, improvement of tourist
amenity in Tequila. The projects of Puerto Vallarta cinema museum and Huichol
village museumn are planned to diversify attractions in Puerto Vallarta’s downtown.

General interest nature and wildlife tourism

There are a good number of existing and potential nature-based attractions in the
tourism region. Their role, however, is not to attract visitors to Puerto Vallarta but
to increase their spending for better local benefit after they arc attracted to Puerto
Vallarta. Many of them are conducted under the name of ecotourism, and are
detailed in the next section on ecotourism.

An important natural characteristic of the Bahia de Banderas and Coastalegre area is
lush tropical forest that forms a backdrop behind beaches. It would be better utilized
by installing a walking path and obscrvation deck from which visitors can enjoy the
view of the Pacific Ocean.

Ecotourism

Principal products include mangrove boat trips in San Blas, Barra de Navidad, and
some parts of Coastalegre, turtle observation in Coastalegre, whale watching in
Bahia de Banderas, excursions to Marieta Islands, and popular horseback tours into
the jungle. Coastalegre abounds in sites for “ecolodges” for nature lovers.

The state of Colima has opportuniiies for ecotourism in its national park in the
volcanic area, which makes a good combination with beach resort tourism, and a
good stop-over along the Guadalajara - Manzanillo corridor as well.

Cruise ship tourism

Both Puerto Vallarta and Manzanillo are important as popular ports-of-call along
the “Mexican Riviera” for cruise ships from the USA. An improvement plan of the
Puerto Vallarta port including construction of a commercial complex is important to
stimulate the cruisc ship market as the current port area is far from the downtown,
and lacks in tourist amenity.

For better benefit from this market segiment, beach centers should promoie “beach-
and-cruise” packages that combine a Pacific cruise with a stay in a beach center. In
the long-term perspective, both Puerto Vallarta and Manzanilio should influence
cruise ship companies to use their ports as the bases for cruise ships.

Beach resort tourism

Expansion of beach centers are planned in Puerto Vallarta, Nuevo Vallarta,
Coastalegre, and Manzanillo.

Puerto Vallaria needs efforts to revitalize old hotel zone south of the historical
center. On the other hand, Coastalegre and Cabo Corrientes should specialize in
hide-away type development as the area abounds in small coves that are suitable for
exclusive development.

Activities

Opportunities for sports activities similar to those of other beach destinations exist
in Puerto Vallarta. The most important are golfing, game fishing, and diving. Short-
haul markets would be the primary target of the tourism products.
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h. Theme park

Two theme parks are proposed to cope with the lack of tourism attractions in the
tourism region. They should be planned with the domestic visitors and the short-
haul international visitors as the principal clientele.

Marine theme park is a complex of aquariums and various marine-related
attractions. Tt is proposed in the Nuevo Vallarta area, and targets primarily at
domestic beach tourists traveling with their families.

“Mexican Village” is an open-air live museum proposed in the suburb of
Guadalajara, which presents the traditional Mestizo Mexican culture to its visitors.
It is a cultural facility that presents the “model” Mexican culture through restoration
of traditional buildings, performance of historical events by locally-hired actors and
actresses, and presentation of traditional ways of life. Domestic family visitors from
the Bajio area would be the principal target market. International tourists in Puerto
Vallarta would be the secondary target of the tourism facility.

Convention and incentive tourism

Puerto Vallarta has an immediate opportunity for this market segment because of
the proximity to Guadalajara and industrial cities in Bajio. Puerto Vallarta should
target at incentive tourism and resort convention rather than the aumthentic
conventions. A convention center should be proposed in Puerto Vallarta to tap this
market opportunity. '

Guadalajara also has good potential for authentic convention tourism because of its
political and indusirial importance. Improvement of existing convention facilities is
proposed to formulate a complex of a convention center, an exposition hall, and a
five-star hotel. :

Table 4. 4 shows a matrix of planned tourism products by category and geographic
area in the Puerto Vallarta tourism region.




Table 4. 4 Tourism products by area in the Puerto Vallarta tourism region
{Puerto _ INuavo Po.Vallaria; Pto-Vallaitad Costalegre |Guadalajara fLos Altos | Guadalajaral Manzanillo Bajio region
Vallata  1vallata  {Guadalajara Guadalajara resort bett : 1~ Manzanilo :
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Source: JICA study team
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Directions by geographical market segment

The principal tourism product in the Puerto Vallarta tourism region that appeals to
the long-haul market would be inland historical cities. Nature and wildlife tourism
and archaeological tourism would be appreciated only by domestic and short-haul
visitors. Like other destinations, beach resort tourism, sport activities, convention
and incentives, and theme parks are the tourism products, on which the short-haul
market put relative impotrtance.

Domestic markct

Domestic market is assessed to be one of the most important market segment for
Puerto Vallarta. It is unlikely that domestic visitors would combine a beach and a
touring of historical cities but they would visit a beach and historical cities
separately. '

(Guadalajara and the Bajio area are the principal sources of the domestic market for
the beach centers in the Puerto Vallarta tourism region. Considering its tourism
polential and improvement of transport network, the tonrism region needs efforts to
attract visitors from outside of the tourism region. Prospective markets would be
other cities on the Central Plateau such as Mexico City, Puebla, Toluca, and
Morelia.

Though beach is the most important tourism product for the market, this is the
market segment, in which less significant tourism products such as archaeological
tourism, nature and wildlife tourism, and various tourism facilities have tourism
opportunity. Incentive tourism and theme parks should target primarily at the
domestic market.

Southbound market (USA & Canada)

Beach will continue to be the most important tourism product for the market. It
would be important to maintain a high image of Puerto Vallarta by introducing
exclusive beach development in Costalegre as well as enhancing Mexican ambiance
in the downtown of Puerto Vallarta. Efforts should be made to atiract more visitors
who are interested in the Mexican culture, and lure them out to visit mountain
villages, Tequila, and Guadalajara.

Northbound market (Latin America)

This is the market segment which Puerto Vallarta has good potential but is not
exploited properly. Interviews with the travel trade show that the market combines a
touring and a stay in a beach resort like the European market. The airport survey by
JICA stady team revealed that this is the market that has good awareness of
Mexican culture and historical cities in Mexico. Since these tourism products are
the selling point of the Puerto Vallarta tourism region, there is little doubt that the
northbound market will be a prospective market segment.

Wesibound market (Eurepe)

Like the Latin American market, combination of a touring of historical cities and a
stay in a beach resort is the most prospective tour itinerary for the market. It is
important to establish a distinct tourism image of Mexican cities differentiated from
those of Latin American and European counterparts.

Eastbound market (Asia}

Touring of historical cities is a possible tourism product in the Astan market but
combining the touring with a stay in a beach destination is not very likely at present.
It is because beach resort tourism is popular only among young people, and those
who are interested in the historical cities tend to be above the 40s. Young people
who visit a beach in Mexico often combine cities in the USA probably due to the
lack of awareness of Mexican cities. This should be improved through persistent
tourism promotion activities toward the market. Emphasizing the difference of




Mexican cities from those in Europe would be an important point in conducting
tourism promotion activities.

Table 4. 5 summarizes prospect of tourism products in the Puerto Vallarta tourism
region by geographical market segment.

Table 4.5 Prospect of tourism products by regional market segment
Domestic | Southbound |Northbound | Westbound | Eastbound
{(North America)| (Latin America) | (Europe) {Asia)
Archaeological tourism 0
“Cultural Touring of o -
tourism Mexican cifies
Unique towns & o} o o
viltages i
Tourlsm local | 0 o o) o
industry complex
Alternative 0 O o
accommodation
Regional culiural O O O O O
museums
Nature and  Touring of nature - . R _ S
wildlife sites ) . L I
Nature excursion Q O
Ecology museum - - - - .
“Alternative o o )
accommaodation
Cruise ship o o)
toursim
Resaort @ a
tourism -
Activities ® @
Theme park @ @ o o) o
Convention/ @ o
incentive . )
Ecotourism Q O O
“Note: = vary prospective, O = prospective, blank = not .brospective, - = not available

Source: JICA study team
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4.3.4.

Development framework

Development framework of visitor arrivals (both domestic and international) to the
tourism region and hotel room requirement at each development phase are shown in
Table 4. 6. The number of hotel rooms in the table does not include those of no-star
hotels, condominiums and other types of accommodations such as camping
facilities, mobile houses, and tourism viilas. The framework is based on the
national-level framework as discussed in Volume 2; National Strategy.

Table 4.6 Davelopment framework of the Puerlo Vailarta tourism region
Hotel Arrivals (x1,000) Hote! reoms
Tourism Domestic International )

Destinations | 1955 2000 2002 2005 2010) 1995 2000 2002 2005 2010| 1995 2000 2002 2005 2010

Guadalajara 1,231 2,086 2,283 2579 3,92 135 189 211 244 313 11,600 14,206 15,732 18,021 22,334
1.00 169 185 210 259 100 140 1567 1.8 232 100 122 136 15 193

Puerio Vallarta 468 588 597 609 639 362 372 378 387 40G 8,363 8,830 9,138 9,602 10,620
100 126 128 130 137 100 103 105 107 111 100 106 109 116 1.27

Coslategre na. 132 184 263 424 na 41 61 @1 150 1,542 1,843 2,133 2,568 3320
na. 1.00 140 199 320 na 100 149 222 368 100 120 138 167 215
Chapala na 120 136 160 210 na. 44 850 &8 77 807 921 1,022 1,174 1450

na 100 113 134 178 na 100 113 134 1759 100 114 127 145 180

Mountainarea | na. 125 130 137 154 na 21 36 57 101 635 €63 736 844 1003
na. 100 104 110 124 na 100 169 272 474 100 104 116 133 158

OthersindJalisco | na. 638 677 736 881 na 123 170 241 408 5,078 5110 5124 5146 5,209

State na 100 106 115 138 na 100 138 195 330 100 101 101 101 103
Total of Jalisco | 2,663 3,689 4,007 4,485 5498 552 790 905 1,078 1,448 26,025 31,573 33,886 37,355 43,934
State 1.00 138 149 167 205 100 143 164 195 263 100 113 121 133 1.5

Nuave Vallarta 23 82 B3 114 189 ¥7 99 110 128 169 1,469 2598 3,076 3,794 5344
100 274 367 6506 834 1.00 128 143 1485 2149 106 177 209 258 364
Manzanillo 284 436 b2V 664 98§ 60 70 76 84 104 2,677 4,035 4437 5041 6242
100 165 199 251 374 100 1148 127 141 179 100 151 166 188 233
Source: SECTUR, Jalisco state, JICA study team :

4-20



44.

44.1.

1)

@

&)

@)

Tourism development and promotion plans

Following plans and programs are required to realize the strategy of the tourism
region as discussed in the previous section.

Tourism policy and administration

This section proposes institutional and organizational programs nccessary 1o support
and realize the strategy of the Puerto Vallarta tourism region.

Introduction of development guidelines to, and promotion of nature-criented
development in, Costalegre Resort Belt

Costalegre Resort Belt should be developed as a beach resort area that is more low-
density, nature-oriented, and physically unobtrusive than the existing tourism
centers of Puerto Vallarta and Manzanillo. Introduction of development guidelines,
publicizing of the alternative development concept and knowhow, and investment
promotion for nature-based tourism should be implemented to induce the alternative
type of tourism development.

Inter-state coordination system for the Puerto Vallarta tourism region

Though Puerto Vallarta has traditionally focused on the southbound (North
American) market and domestic market, JICA study team has assessed that Puerto
Vallarta has potential to develop the long-haul market. Visitors from the long-haul
market generally travel a wider area than those from the short-haul market. Tourism
regions are set to cover the area of possible travel circuit of long-haul visitors.

Hence, it is necessary to establish tourism administration that covers the whole
Puerto Vallarta tourism region, namely, the states of Jalisco, Nayarit, Colima,
Zacatecas, Aguascalientes, San Luis Potosi, Guanajuato, Queretaro, and Michoacan.
It may be necessary to consider to invite Federal District {Mexico City) and the
Mexico state as observers to the tourism administration since they constitute part of
the touring circuit of historical cities.

To realize region-wide tourism administration, followings organizations are
considered to be necessary.

Inter-state oreanization for coordination of tourism administration

It is necessary to cstablish an organization for coordination of tourism
administration of the Puerto Vallarta tourism region to transform the tourism region
into a single integrated tourism destination by introducing the tourism circuit of
inland historical cities. Differentiation among historical cities as pointed out in the
strategy would be a task of the organization.

Iuter-state organization for cogrdination of tourisim promotion

SECTUR should take the initiative to establish an organization that is responsible
for coordination of tourism promotion in the tourism region to facilitate effective
tourism promotion toward the long-haul market.

Visitors surveys at airports

Periodical visitors survey should be conducted at major airports in the region to
investigate visitors' profile, satisfaction level, and effects of tourism promotion
activities. The surveys should be conducted by a proposed inter-state tourisimn

- organization. :

Introduction of a financial assistance system for tourism SMEs

An org-anization in charge of financial support for tourism SMEs should be

~established under respective state governments 1o encourage local participation in

tourism. The organization does not only help SMEs to obtain financial support from
FONATUR but, if possible, have its own fund for direct assistance to SMEs.
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3)

4.4.3.

Establishment of a convention bureau

Convention bureaus should be established in Puerto Vallarta and Guadalajara to
promote convention, seminar, and incentive travel corresponding to the projects of
development and improvement of convention facilities,

Members of the convention bureaus should be from municipalities, the state
government, and private sector enterprises that would benefit from convention,
seminars, and incentive travel such as the travel trade, advertising agencies,
transportation companies, and printing businesses. The bureau should collect
membership fees, and provide, in return, information and know-how of convention

and incentive tourism.

Enhancement of training system for ecotourism

Since the tourism region has many tourism resources for ecotourismn, a training
system for ecotourism should be established by respective state governments. The
trainees should, in principle, be local people to promote local participation in
tourism.

The training program should provide systematic knowledge of nature and history,
foreign languages, appropriate manners for visitors.

Reception services improvement plan
Improvement of airport facilities and services in Puerto Vallarta

The capacity of the airport terminal building does not meet the future demand. Both
international and domestic flights’ passengers share the same lounge, and foreigners
who take domestic flights are sometimes wrongly advised to pass immigration
procedures. To prevent the confusion, waiting lounge for international flights should
be separatced from the lounge for domestic flights.

There are few signs for directions in the terminal. In addition, as there are no notice
boards in the waiting lounge that indicate gate numbers. Sign systems in the
terminal building also need improvement.

Improvement of bus services in Puerto Vallarta

Puerto Vallarta's downtown is an important tourism product. As the historic center
is not capable of receiving much car traffic and should be conserved to retain
traditional ambiance, use of public transportation should be encouraged.

Although bus services have been provided in Puerto Vallarta, it is not easy for
foreigners to use the services due to the lack of information on bus routes, schedule
and fares. Both foreign and domestic visitors should be provided with necessary
information through brochures and signs. : :

Improvement of cleanliness of buses is another issue to promote visitors’ use of the
public transportation.

Improvement of tourism-relaied facilities in San Sebastian

San Sebastian would be more attractive if following facilities are improved or
introduced.

- Accommeodation that utilizes local designs and existing old buildings,

- Souvenir shop with workshop that sells high-quality silver wares and local
handicrafts, and

- Restaurant and cafes near the central plaza.
Tourism prometion plan

Table 4. 7 in the following page summarizes recommendable tourism promotion
activities for respective tourism products in the region. The key tourism products in
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the tourism region are emphasized in gray circles according to the strategy of the

tourism regioti.

Besides the activities listed in the table, it is recommendable to conduct “Visit
Puerto Vallarta Ycar” at an interval of around 5 years. The proposed inter-state
organizations should take the initiative to conduct the campaign.

Table 4. 8 shows specifications of respective tourism promotion activities.

Table 4.7 Tourism products and appropriate tourism promotion measures
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Archaeological tourism

“Mexican cuftural toursim

Nature and Wildiifs ‘ '
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Shadowed columns are the tourism products of relative importance in the Puerto Vallarta
tourism region
Source: JICA study team
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Table 4.8

List of tourism promotion projects in the Puerto Vallarta tourism region

Project names \Descripiion ITarget markets l Intervals
Produstion of promotional tool
Image brochure 5 language-versionsitotal ;O0.0DOcopieé per production V %Aimosl all mafkets !Ever'y 2 years
lnforma‘.iur; brochure 5 ianguage-vrersionsltota! 100,000copies per produﬁ!ion Almost all markels ! EQery 3years
Poster 3 kinds/ 15' 000 copies each Aimésl ali markets iEvery 4 years
iMap é?gh%w ?0383%935?25 100,000 copies per produc‘llon Almost all markets i Every 5 years -
_;ﬂi‘m &incentive four Spanishi&English/10,600 copies par production | &;hﬁ;}geirca & LEvery 6 years
Graphic media (1) VIDEO, 20 minutes/5 language versions {ditto) iEvery 7 years
”Graphic media (2) Color Slides, CD-ﬁOM, efc. [Ali.markets i\ Every year —
Advertisement
™ 3 markets regiomns 2AII markels 20 times -per year
_Hadio 3 markets regions ] ! Domestic 7 g;ir%ds?'n\‘.excapl _
Newspaper (1) 3 markets regions {Domestic 30 times per year
Newspaper (2) ) 3 pi;ces iNonh America 118 times per year
J‘vjagazines {1 5 media 1Domestic %20 times per year
Magazines (2) 5 media %Norih America E,12 times per year
PR activity
Cocperation 1o journalists Comunicaton charges, etc. EAII markels lEvery year
Familiarization trip B EAH markets Liggrperaons e
Press ielease LAH markets }KEven,r year
Cooperation to shooting crews !All markets \6 cases per year
ﬂnproach to the travel tracﬁer
Seminarfpresentation érg:{!}t%ﬂtl'rﬁg participation in tourism missions organized by | AII mafkels |‘ " ﬁn];-;g,;,;;;;_m
tfgfn;?lit?ar‘iégtion tip for the lntemauonai [84 pesons per year
Travel trade show S“F‘E%"Tddg Fgg:ﬁggggg;“{{%‘;g?Ti‘f;%sé"éﬂ%amzed by i AII market [ 15 times peryear
TJ_c?inl campaign %Al? market ! 10 cases per year
Travel trade fair Organization of Travel Tradé Mart %All markets - %Every year B
Aggroach to consumers 7
Travel week 3 p!aces in Noﬂh America/ 2 places in Asia & Eumpe EQ‘K‘S?&A”‘EE@ Europe i Every year
_Fgggé%ﬁﬂht;ﬂ atoups (:harge for (%?mmumcahon & fravet expenses !gﬁ?ﬂi‘meﬁ?i Europe }LEvery year B
E;gg‘:g of internationaf Charge for communication & travel expenses | ;?;ﬁ;“aﬁo'"al long 1 Every year
Campatgn and events
Visit Year e e oy e P o WAu matkets Evory 5 years
Photo contest Handling of applied photos & purchase of prizes,etc. | A|| markets ' Every 5 years

Source: JICA study team
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4.4.4. Recommendations for sustainable tourism

(1) Tourism development, urbanization and increase of pollution
a. Gradual development of Puerto Vallarta

Based on a traditional port town, Puerto Vallarta’s tourism sector has developed
gradually since 1960s. Puerto Vallarta is still medium in size of population (about

110,000 in 1990). Banderas Bay area in the Jalisco and Nayarit states has 150,000
population in 1990.

Table 4.9 Distribution of hotels and population In Puerto Vallarta

No. of hotel reoms™ Population
South area of P, Vallarta 1,000
Puerto Vallarta downtown 2,700 Total Puerto Vallarta
Puerto Vallarta hote! zone 3,560 111,500
Marina Vallaria hotel zone 1,660
Nuevo Vallarta hotel zone 1,630 Total Bahia de Banderas
Bucerias area 0 (530} 39,800

Note: The number with ( ) indicates that of rooms of residential suites.
Source: * Sisterna Nacional de Informacion Turistica al 25 de 1995, and various estimates.
** INEGI's Population Census in 1890.

Fi'g'ure 4,10 Puerto Vallarta and Banderas Bay
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Source: JICA study team
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b. Polluting burdens to Banderas Bay from tourism and urban development

The urbanized area is surrounded by hills and mountains, and all the rivers in the
area flow to Banderas Bay. So the sewage from urban population and tourist
facilities eventually affect the water quality of the bay. Aware of these
characteristics, the local governments have made serious efforts to construct a
sewage system.

At present, SEAPAL, a subsidiary company of the Jalisco state government, is
responsible both for water supply and sewage system. Recently SEAPAL started a
contract with a foreign private company to invest in construction and operation of a
sewage treatment plant. Jalisco is one of the first states to utilize the private sector
to do so. However, SEAPAL has to make efforts at increasing the coverage of
sewage collectors and feeder pipes in order to supply an enough amount of sewage
to the treatment plants. ,

However, in Banderas Bay some areas are not yet covered by the sewage systems.
They are growing in urban fringe areas in Puerto Vallarta Municipality (See Figure
4. 11.), and the northern part of the bay, which belongs to Nayarit State, It is
recommended that local governments have to make efforts at increasing coverage of
sewage services in order to avoid further deterioration of water guality of the bay, as
well as images of Puerto Vallarta as an internationally renowned tourism
destination.

Table 4. 10 Sewage treatment situations in Puerto Vallarta

Area Sewage System Availability Problems related Sewage

South Area of P, Vallarta | Not covered by SEAPAL sewage | Increased number of minor hotels
service ] and suites have to be served by

sewage treatment systems.

Puerto Vallarta Downtown | Govered by Biwater's operation of | Sewage collectors are to be
SEAPAL sewage system (600 expanded to cover rapidly growing
liters/sec) ) fringe areas of the city.

Puerto Vallarla Hetel Zone | Covered by Biwater's operation of -

SEAPAL sewage sysiem

Marina Vallarta Holet Zone | Covered by Biwater's oparation of -
SEAPAL sewage system

Nusevo Vallarta Hotel Zone | Covered by sewage treatment Needs reguiar monitoring of treated
systsm by Nuevo Vallaria Hotel water by the sewage treatment
Zong plant.

Bucerias Area Not covered by any sewage The substantial number of pecple
system and tourist suites in this area will

need services of sewage lreatment
systems.

Source: SEAPAL
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Figure 4. 11 Settiement areas without sewage collection services
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Source: JICA study team

c. Shifting cultivation in Cabo Corrientes coastal areas

)

Cabo Corrientes’ coastal area is located to the south of Puerto Vallarta, and at
present, no roads are available for access to the coastal areas. So the area remains
relatively untouched except for some areas surrounding small beaches, where
private beach houses and restaurants are found. It has certain potential of
ecotourism, including nature walk, diving and so on. However, local people still
practice shifting cultivation on a small scale, probably just for growing food crops
to meet part of their subsistence.

Simple prohibition of such cultivation is not effective for solving their problems. If
any actions are to be taken, substantial research on social-economy and ecology is
required.

Increased awareness on remaining natural environment

a. Puerto Vallarta’s mangrove area along Salado River

A private developer had a plan to expand condominiums and marinas near the
mangrove area of Salado river just beside Marina Vallarta Zone. (Sec Figurc 4. 12.)
In the course of starting up the project, the company has had huge difficulties to
acquire and for the project due to sirong opposition by environmental groups, as
well as by landowners. The company proposed an ecological rehabilitation plan
because the existing conditions of the mangrove area was considerably deteriorated
by illegal dumping of garbage and by intrusion of illegal settlements. This
company’s effort at conserving the mangrove arca is very much appreciable.

However, there might be still negative impacts of the project, one of which is that
since the company’s plan situates the development area surrounding the mangrove,
the project largely limits public access to the mangrove area. The project planners
do not seem to understand reasons that the local people reacted to the project that
way. In many cases, citizens do not like private sector’s monopolizing valuable
things which are supposed to be open to the public. Now the EIA report for the
project is under review by INE. - _
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Although it 1s desirable to utilize the mangrove area both for citizens and tourists, it
is highly recommended that natural conservation and opening to the public are well
considered in planning of the mangrove area.

Figure4.12  Mangrove area in Puerto Vallarta
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Source: JICA siudy team

b. Marine turtle protection projeet

In March of 1993, the Ecclogy Section of the Puerto Vallarta municipality started
an ecological project for protection of Olive Ridley Turtle arriving at the coast of
Puerto Vallarta. Its working strategy is to involve night security guards of beach
hotels (3 hotels cooperating the project), tourisi policemen, Navy patrols for
watching marine turtles’ arrival at beaches at night. Protected eggs by night
inspection are secured in nesting corrals located in the beach areas in front of the 3
beach hotels. This project has succeeded in c1eatmg local people’s awareness to the
environment in their city.

(3) Ecotourism potential untapped and rissues for further development

Puerto Vallarta has some nature sites, such as Marietas Islands and Los Arcos
Islands, which attract many tourists. These nature spots are not legally protected at
present. Local researchers are conducting ecological studies on effective measures
to protect the nature spots from excessive utilization of tourist activities. Based on
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the studies, they will propose biosphere reserves which enable both natural
conservation and low impact utilization for ecotourism activities.

The area spreading to the south of Puerto Vallarta, called Cabo Corrientes, has
relatively undisturbed coastal lines which are now only accessible by boat. (See
Figure 4. 10.) It is considered that this area also has ecotourism potential and other
low density development. In order to preserve the quality of environment and
control prospective development, an ecological ordinance of Coastalegre has been

established.

Tt is highly recommended that the on-going efforts at giving legal protection to the
two proposed areas for nature protection should be kept, and at the same time, it is
necessary promptly to start environmental management activities for the two

proposed areas.

Table 4. 11 Proposed natural reserve areas in the Puerto Vallarta area

Year of
Name Establish- Characteristics Undergoing Projects
ment
islands providing Ecoiogiqal researchis
Maristas Islands habitats of marine birds unde_rgmpg for .
{To be Propused) Proposed and migratory birds, considering prqtectlon
attracting many tourists measures for birds and
roofs.
Ecological research is
Los Arcos Islands Istands with easy under going for :
Proposed considering protection

(To be Proposed)

access for tourists i
measuras for birds and

reefs.

Sourge: Jalisco state government
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4.5.
4.5.1.

)

@)

3)

Tourism development and promotion projects

Action projects
Tourism development projects

Action projects should be implemented by the year 2002, They are included in
short-term projects (1996-2000) or medium-term projects (2001-2005). Action
projects are chosen from the following criteria:

- Contribution to develop a new tourism product(s} and an attraction(s),
- Contribution to revitalize tourism centers, in particular, Puerto Vallarta,
- Contribution to conserve natural and social environment and tourism resources,

- Contribution to formulate tourism corridors and circuit for integration of the
tourism region, and

- Contribution to the regional economy.

According to the above criteria, the following projects are selected as action
projects for the Puerto Vallarta tourism region:

1) Conservation and urban beautification of the historical center of Puerto Vallarta
(PTR-PVR-1)

2) Hillside tourism complex development near Parroquia de Guadalupe
(PTR PVR-5) '

3) Puerto Vallarta convention center development (PTR PVR-8)
4) Development of Mexican Village in Guadalajara (PTR GDL-1)
5) Tourism amenity improvement of Tequila town (PTR PGN-2)

6) Conservation and tourism amenity improvement of the three traditional villages
of San Sebastian, Mascota and Talpa (PTR PGS-1)

7) Road improvement of the section of Puerto Vallarta-Mascota (PTR PGS-2)

Tourism promotion projects

All promotion programs listed in Table 4. 8 should be implemented as an action
project.

Institutional and organizational programs

Following programs as discussed in the previous section should be implemented as
action projects.

1) Introduction of development guidelines and investment promotion of ecotourism
development,

2) Establishment of an inter-state organization for coordination of tourisin
administration,

3) Establishment of an inter-state organization for coordination of tourism
promotion,

4) Periodical visitor surveys at airports,

5) Establishment of a financial assistance systeni for tourism SMEs,
6) Establishment of a convention bureau, and

7) Training system for ecotourism.

Figure 4. 13 shows the total cost of action projects.
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Figure 4.13  Cost of action projects

Cost (1,000)
Action plan projects Unit Total Central State/ Private
Gov. Gty |
Conservation and urban beautification of old town of Puedo | Peso 21,815 11,587 10,228
Vallarta {(PTR-PVR-1) : Uss 2,903
View deck development al hill side close to Parroquia de Peso 3,750 3,750
Guadalupe (PTR PVR-5) us$ 500
Puerto Vallarta conventfion center devetopment (PTR PVR- | Peso 111,500 38,000 73,500
8} Us$ 14,867 B
Deveiopment of Mexican Village in Guadalajara (PTR GDL- | Peso 34,000 34,000
1) ) : Us$ 4,533
Tourism amenity improvement of Tequila town (PTR PGN- | Peso 4,900 3,000 1,900
2) . Uss 653
Gonservation and tourism amenily impiovement of the Peso 69,510 24,700 44,810
traditional three traditional villages (PTR PGS-1) USH 9,268
Road improvemant of the section of Puerlo Vailarta- Peso 174,600 174,600
Mascola (PTR PGS-2) USH 23,280
Total Peso| 420,075 199,300 101,147 119,628
Us$ 58,010 26,573 13,486 15,950

Source: JICA study team

@) Profile and IEE of action projects

The followings are the profile and the initial environmental evaluation (IEE) of
development projects that are chosen as action projects
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Name of Project:

Conservation and urban beautification of the historical center
of Puerto Vallarta

Project code: PTR PYR-1
Location: Puerto Vallarta municipality, Jalisco
Objectives: - To conserve the historical district of Puerto Vallarta’s downtown

Rationale and
scope:

Executing body:

Private sector
participation:

Schedule:

Related projects:
Project cost:
Financial sources:

Implementation
arrangements:

Environmental
consideration:

- To improve tourism amenity of Puerto Vallarta town

Tourism products of Puerto Vallarta and its surrounding areas are
relatively poor. It is necessary not only to diversify tourism
roducts, but also to refine the existing tourism products. Besides
eaches, Puerto Vallaria’s downtown, which has Mestizo Mexican
tastes, is one of the most significant tourism resources of Puerto
Vallarta. The historical district of the downtown should be
conserved and improved to enhance its attractiveness.

This project includes the following components:

- Bstablishment of guidelines for conservation and urban
beautification of historical districts

- Conservation and rehabilitation of historical public buildings
- Rehabilitation of historical private buildings
- Provision of sign and information boards, and schedule and

information boards for bus services
- Planting of flower trees, which impress Puerto Vallarta
Puerto Vallarta municipality

The private sector is expected to actively participate in
beautification of Puerto Vallarta town.

To be implemented by 2002
PTRPVR-2,3 and 4

$ 21,815,000, (US$ 2,909,000}
Municipality, private sectors

The participation of citizens and private sector enterprises

(including Fondo Mixto) in planning and implementation is
essenftial.

See IEE form
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Name of Project

Hillside tourism complex development near Parroquia de
Guadalupe '

Project code PTR PYR-5
Location: Puerto Vallarta municipality, Jalisco
Objectives: - To provide Puerto Vallarta with a new tourism attraction

Rationale and
scope:

Executing body:

Private sector
participation

Schedule:
Related projects:

Project cost:

Financial sources:

Implementation
arrangements:

Environmental
consideration:

- To create a tourism facility to enhance attractiveness of Puerto
Vallarta

Tourism products of Puerto Vallarta and its surrounding areas are
relatively poor. It is necessary not only to diversify tourism
products, but also to refine the existing tourism products.

Puerto Vallarta’s town area is surrounded by hills, which command
fine views of the Banderas bay and Puerto Vallarta’s town areas, as
well as of the sunset toward the Pacific ocean. One of the methods
to improve tourism attractions in Puerto Vallarta is to utilize the
views from hillsides.

The proposed site of the view deck is at a hiliside close to Parroquia
de Guadalupe.

The project is composed of the following components:
- Preparation of a master plan of hillside development
- View decks and information signboards

- Site preparation for shops and restaurants, in which visitors can
have shopping and meals while enjoying views.

- Parking lots
- Pay toilets _
- Walkways, which form a pedestrian network at the hillside

Puerto Vallarta municipality, private sector

In the surrounding area of the view deck, it is expected that the
private sector should provide tourism facilities, such as restaurants
and shops.

To be implemented by 2002
PTR PYR-1 and 6

$ 3,750,000, (US$ 500,000)
Municipality

A master plan and design to be worked out by the Municipality

See IEE form
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Name of Project

Puerto Vallarta convention center development

Project code PTR PYR-8
Location: Puerto Vallarta municipality, Jalisco
Objectives: - To strengthen urban function by develbping a convention center

Rationale and
scope:

Executing body:

Private sector
participation:

Schedule:

Related projects:

Project cost:

¥inancial sources:

Implementation
arrangements:

Environmental
consideration:

- To increase the volume of visitors by attracting conventions

For further growth of visitor arrivals, Puerto Vallarta needs to
attract new types of visitors. Puerto Vallarta has an advantage
because it is close to large domestic markets, and to the west coasts
of USA. It is possible for Puerto Vallarta to have a convention
center, because it has accumulated substantial urban functions
enough o support conventions,

convention and incentives

At present, Puerto Vallarta is in the transient process from the
growth stage to the mature stage of the resort life cycle model. It is
time for Puerto Vallarta to make efforts at developing a convention
center for attracting travels for conventions, seminars and
incentives.

The project includes the following components:
- Main convention hall

- Audio visual room with 300 seats
- Parking lots and gardens
- A multi-purpose open space for gallery and special events

State government, Puerto Vallarta municipality, Private sector

The major part of the project should be implemented by the private
sector.

To be implemented by 2002

PTR PVR-1, 2, 3,4, 5; 6, 7and 9, PTR PGN-1 and 2, and PTR
NYR-3,4and 9

$ 111,500,000, (US$ 14,867,000)
State government, private sector

A convention bureaun should be cstablished in the municipal
government for promoting and managing conventions.

Cooperation from Nuevo Vallarta

See IEE form
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Name of Project

Development of Mexican Village in Guadalajara

Project code PTR GDL-1 _
Location: Metropolitan area of Guadalajara, Jalisco
Objectives: - To diversify tourism products of the region

Rationale and
scope:

Executing body:

Private sector
participation:

Schedule:

Related proiects:
Project cost:
Financial sources:

Implementation
arrangements:

Environmental
consideration:

- To provide a recreation facility for local people, as well as for
international tourists

In order to supplement tourism products in Puerto Vatlarta, it 1s
strategically necessary to integrate Puerto Vallarta’s beach resorts
and inland Mestizo Mexican cultural attractions in the corridor
between Puerto Vallarta and Guadalajara. One way to pursue this
objective is to develop a theme park, such as “Mestizo Mexican
village” in Guadalajara.

This type of cultural theme parks can attract not only international
tourists, but also domestic tourists. In fact, Guadalajara has a
advantage in that Guadalajara itself has a large urban population of
more than 3 million, and there are many medium-size cities in its
surrounding areas. In addition, the theme park in Guadalajara could
attract visitors touring from Puerto Vallarta’s beach resorts.

The park should have the following components:

- Reproduced villages featuring the Mestizo Mexican culture,
- An auditorium to show Mestizo Mexican folklore,

- An exhibition hall to show the background of the culture,

- Restaurants and souvenir shops, parking lots, and so on.

State government, municipality, the private sector

Private investors should be invited to participate in development of
the theme park.

To be implemented by 2002

$ 34,000,000, (US$ 4,533,000)
State government, private sector

The state government should take strong initiatives in formulating
ideas of the theme partk for atiracting private investments.

See IEE form
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Name of Project

Tourism amenity improvement of Tequila town

Project code PTR PGN-2
Location: Tequila municipality, Jalisco
Objectives: ~ - To attract more tourists to Tequila town

Rationale and
scope:

Executing body:

Private sector
participation:

Schedule:

Related projects:
Project cost:
Financial sources:
Implementation

arrangements:

Environmental
consideration:

- To create an attractive stop-over in the Puerto Vallarta-
Guadalajara corridor

In order to supplement tourism products in Puerto Vallarta, it is
strategically necessa{dy to integrate Puerto Vallarta’s beach resorts
and inland Mestizo Mexican cultural attractions in the corridor
between Puerto Vallarta and Guadalajara. One way to pursue this
objective is to improve tourism amenity of the existing tourism
attractions, such as Tequila town.

Tequila town 1s the place where Tequila spirits were originated..
Tequila spirits is a strong Mexican spirits , which is very popular
not only in Mexico, but also internationally. Even now, there are
many factories producing Tequila spirits in the town. Some of the
factories accept fourists m exhibition routes to show the production
process of Tequila.

In order to increase visitor arrivals to Tequila town, it is necessary
to improve tourism amenity by a variety of ways.

The project includes the following components:
- Beautification of Tequila town ,

- Tourism amenity improvement by providing sign boards,
information boards, landscaping and pedestrian walks,

- Establishment of an information center on Tequila spirits, and
- Site preparation for souvenir shops, and restaurants

Tequila municipality, the private sector

Participation of the private sector such as Tequila producers is
essential for this project.

To be implemented by 2002 _
PTR PGN-1 and 3, and PTR NVR-3 and 4
$ 4,9005000, (US$ 653,000)

Municipality

The state government should encourage Tequila factory owners and
citizens to participate in planning and implementation of the
project.

See IEE form
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Name of Project

Conservation and tourism amenity im;lyrovement of the three
traditional villages of San Sebastian, Mascota, and Talpa

Project code PTR PGS-1

Location: Municipal areas of San Sebastian del Oeste, Mascota and Talpa del
Allende, Jalisco

Objectives: - To conserve the quality of the three traditional villages

Rationale and
scope:

Executing body:

Private sector
participation:

Schedute:
Related projects:
Project cost:

Financial sources:

Projects evaluation:

Implementation
arrangements:

Environmental
consideration:

- To improve tourism amenity in the three villages
- To develop village economy

In order to accelerate the growth of tourism arrivals to Puerto
Vallarta, it is necessary to provide diversified tourism products
within one-day trip areas from Puerfo Vallarta, because Puerto
Vallarta itself has limited tourism products besides beaches and the
old town. Fortunately, there are Mestizo Mexican tourism resources
in the surrounding areas of Puerto Vallarta.

It is recommended to develop tourism products based on traditional
villages of San Sebastian, Mascota and Talpa not only to attract
one-day trips from Puerto Vallarta, but also to attract regional
tourists to these villages on the way between Puerto Vallarta and
Guadalajara.

These villages still retain the ambiance of old countryside villages.
This precious ambiance should be conserved and wisely utilized for
tourism.

For this purpose, it is necessary to take the following measures.
- Beautification of the viilage—scape, as well as buildings, and
- Development of car parking lots outside the village centers.

State govermment, municipalities of San Sebastian de Oeste,
Mascota, and Talpa del Allende

The residents of the villages should be encouraged to participate in
the project.

To be implemented by 2002

PTR PGS-4

$ 69,510,000, (US$ 9,268,000)

Each of municipal government

The village, despite the huge potential of cultural tourism, has a
small number of visitors by air access at present, The project shall

11§=ll the regional development attracting more visitors to the
village.

“Road improvement of Puerto Vallarta-Mascota (PTR PGS-4)” is
the prerequisite of this project.

See IEE form
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Name of Project
Project code

Road improvement of the section of Puerto Vallarta-Mascota
PTR PGS-2

Location: Municipal areas of Puerto Vatlarta, San Sebastian del Oeste and
Mascota, Jalisco
Objectives: - To encourage regional development of countryside along the road

Rationale and
scope:

Executing body:

Private sector
participation:

Schedule:

Related projects:
Project cost:
Financial sourées:

Implementation
arrangements:

Environmental
consideration:

—To promote tourism of inland traditional villages

To accelerate the growth of tourism arrivals to Puerto Vallarta, it is
necessary to provide diversified tourism products within one-day
trip areas from Puerto Vallarta, because Puerto Vallaria itself has
limited tourism products besides beaches and its old town.
Fortunately, there are Mestizo Mexican tourism resources in the
surrounding areas of Puerto Vallarta.

Development of tourism products based on traditional villages of
San Sebastian, Mascota and Talpa is one of the alternatives in this
direction. Since the tourism development in these villages not is
expected only fo attract one-day trips from Puerto Vallarta, but also
to attract regional tourists to these villages on the way between
Puerto Vallarta and Guadalajara. So road improvement is essential
for this purposc. : :

In addition, village economy depends on timber and agricultural
products, such as coffee and fruits. Chickens for cock fighting are
also raised to export to other states. However, the road is closed in
the rainy season so that the areas are isolated from Puerto Vallarta.
Implementation of the project is expected to stabilize the trading
channels of village produce to Puerto Vallarta, as well as visitor
arrivals to the areas from Puerto Vallarta.

There are municipal areas along the road in Sierra Loma Blanca.
The road between Puerto Vallarta and Mascota village is in very
bad conditions, and tend to be closed in the rainy scason. The
project has the following components:

- Puerto Vallarta (Las Juntas)-Las Palmas (27 km); asphalt concrete
pavement on the existing road,

- Las Palmas-Las Mesitas (27 km), improvement of the existing
road to paved road with asphalt concrete,

- Las Mesitas-Mascota (35 ki), asphalt concrete pavement on the
existing road.

Secretary of Communications and Transport (SCT), Jalisco state

To be implemented by 2000

PTR PGS-1,2,3 and 4

$ 174,600,000, (US$ 23,280,000)
State government, SCT |

Necessary coordination with SCT by the state as well as SECTUR
under the Executive Tourism Cabinet

See 1EE form
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4.5.2,
)

Projects to be implemented by 2010

Tourism promotion and institutional programs

Table 4. 12 summarizes the costs of tourismn promotion and institutional -programs
to be implemented by 2010 including action projects. Table 4. 13 details the tourism

promotion programs.

Table 4. 12 Summary of tourism promotion projects by type
Types of Projects Units Short term Medium term Long term . Total
1987-2000 2001-2005 2006-2010 1997-2010
Publicity (preparation of materials} | Peso 3813 11,157 7,564 22,540
Us$ 505 1,488 1,009 3,005
Advertisement Peso 91,808 183,015 153,015 397,838
Us$ 12241 20,402 20,402 | 53,045
PR activities Peso 15,595 25,992 25,992 67,579
USs 2,079 3,466 3,466 9,011
Approach 1o rade sector Peso 20,096 34,902 34,602 89,800
Us$ 2,679 4,664 4,654 11,987
Approach to consumers Peso 5,722 14,169 14,169 34,060
US§ 763 1,889 1,889 4,543
Campaign and evants Peso 4,325 4813 4,813 13,051
US$ o 577 642 642 1,860
Institutional and organizational Paso 1,800 1,800 2,700 6,300
programs uss$ 240 240 360 840
Total Peso 143,165 245,848 243,185 632,168
us$ 19,089 32,780 32,421 84,289
MNote:  Upper line is in 1,000 Pesos, Lower line is 1,000 US$

Source: JICA study team
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Tabled. 13

Tourism promotion projects in Puerto Vallarta tourism region

Pioject Name inplementation-bodies Cost
(US$1,000). (1000Pesos)  YS$=7.5Peso
Production of promotional tool _ i
Image-oriented brochure Fondo Mixto 73 2,800 467, 1,400 933
information-oriented brochure {dito) 373 2,800 467, 1400 933
Poster {ditoy 252 1,890 315 95 630
Map @) 700, 6250 875 2625 1750
Manual for travel frade (ditlo) 933 7,000 1,167: 3,500 2333
Graphic Media (1) | (ditto} 243 18200 %3 910 607
Graphic Media (2) (ditto) 131 980 208 77 77
Advertisement
TV o {ditto) 21504 161,280] 37,218 62031 62,081
Radio SECTUR Fondo hixto 9800, 735000 16962 28269 26269
Newspaper (1) Fondo Mixto o4 7087) 163 2726 2726
Newspaper [2) {ditic) 7580 56851 13,119 2i866 21,866
Magazines {1) (ditto} 15680 11760  2714] 4523 4523
‘Magazines (2) {ditioy 11648 873600 20,160 336000 33,600
PR activity _ o
Cooperation to Journalist State, Fondo Mixto, Hotel, etc. 173 1,300] 300 500 500
‘Familiarization trip State, Fondo Mixto, Airline, Hotel 6983 52370 12,085' 20142 20,442
Press Release Fando Mixto 224/ 1,680 38 646 646
Cooperation to Shooting Crews State, Fondo Mixto, Hotel, efc. 1631 12,230 28220 4704 4704
Approach to trade sector o o
‘Seminar/Presentation Fondo Mixto 3270. 24527 5660, 9433 9433
Familiarization trip for trade sector | State, Fondo Mixto, Airling, Hotel 6,243% 46826 10.806 180100 18010
“Travel trade show Fondo Mixto : 1121, 8408 1940 3234 3234
Joint Carmpaign (ditio) T 867 65000 1083 2708, 2708
Travel Trade Mart (Organizing) (ditto) o a5 36400 607 1517 1517
Approach to Constumers
Travel Week Ttditto) - TTTa27a 3208 5343 13358 13358
7?5’5&?53_&251 group — {dto) . 93 790_ _ 16_2 ﬁfﬁg ,,_,,_2,?{9,
Promoticn of international exchange | (ditto) 173 1300 217 542 542
Campaign and Events B ) ~ o
Visit Year | State & Municipa, etc, 1600; 12000 4000 4000 4000
Phote contest {ditto) 260, 1,850 325 813 813
Institutional program
Visitor ardval survey 1 B 80 6300 1800 1800 2700
Total E 84,289 632,167[ 143,166, 245847 243,154

Source: JICA study team

Chapter 4 Strategy of Puerto Vallarta 4-47



2) Tourism development projects

Proposed projects at the Level-1 and Level-2 areas are summarized by type and
category with code numbers and costs in Table 4. 14. Rest of the projects are listed
in from Table 4. 15 to Table 4. 19. '

~ Table 4. 14 Summary of development projects at Level-1 and 2

Types of Projects Units Short term iMediurm term Long term Total
1997-2000 2001-2005 2006-2010 1997-2010
Category-A :
Toutism attraction Peso 28,347 112,838 58,400 199,585
uss 3,780 15,045 1187 26,611
Environmental & Social Peso 700 8,560 3,500 10,760
uss 93 875 467 1,435
Tourism facilities Peso 112,400 453,150 200,750 766,300
USS 14,987 60,420 26,767 102,173
Hotel accommedation Paso 721,730 3,229,430 3,098,840 7,050,000
: Us$ 96,231 430,591 413,179 940,000
Land development Peso t 0 0 0
Us§ 0 1\ 0 0
Transpod (TRP-1) Peso 0 49,400 7,000 56,400
uss 0 6,587 933 7520
Utitity services (UTL-1} Peso ¢ 0 0 0
Uss 0 0 -0 .. 0
Total of Category-A Peso 863,177 3,851,378 3,368,490 - 8,083,045
Uss$ 115,090 513,517 449,132 1,077,739
Category-B
Transport (TRP-2) Peso 335,100 3,776,085 1,285,100 . 5.406,285
Us$ 44,680 503,478 172,680 720,838
Utility services (UTL-2) Peso 153,260 3,698,707 115,000 3,966,967
Us$ 20,435 493,161 15,333 528,929
Total of Category-8 Peso 488,360 7,474,792 1,410,100 9,373,252
Uss 65,115 996,639 188,013 1,249,767
Total of Calegony-A and B Peso 1,351,537 11,326,170 4,778,590 17,456,297
Us$ 180,205 1,510,156 637,145 2,327.506

Note:  Upper line is in 1,000 Pasos, Lower line is 1,000 US$
Source: JICA study team
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List of tourism development projects in Puerto Vallarta tourism region (1/6)

Table 4, 15
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List of tourism development projects in Puerto Vallarta tour

Table 4. 16
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4.6.
4.6.1.

4.6.2.

Economic and financial analyses

a.

Analysis of past performance of Puerfo Vallarta

The economic internal rate of return (EIRR) in Puerto Vallarta was -0.8% during the
1980-1994 period primarily based on the data provided by the Jalisco state under
the assumption that the residual value of past investment was regarded to be benefit
in 1995, This shows the past tourism investment was not very effective in Puerto
Vallarta. The cost side analysis shows infrastructure investment cost, private sector
investment, and housing investment, and operation costs constitute 2.1%, 25.3%,
11.9%, and 60.7%, respectively. The benefit side analysis shows the regional
economic effects constitute 67.2% of the benelit while that of employment creation
constitutes 26.4% and multiplier effect constitute remaining 6.4%.

One of the major reasons for the low B/C ratio in Puerto Vallarta is that there has
not been appropriate strategy to increase visitor expenditure. It is necessary to shift
its market toward more high-spending segment by creating added values ol the
destination.

General assumptions for the economic and financial analyses
Avrea for the analysis:

The analysis was conducted in the priotity development area, namely, the L.evel-3
(tourism corridor) area as specified in the development strategy for the Puerto
Vallarta tourism region.

Target vear:

The evaluation covers the years from 1996 to 2010, which are divided into three
phases, namely:

- Short-term: 1996-20600
- Medium-term:  2001-2005
- Long-term: 2006-2010

Development cost

The development cost used for the analysis arc summarized in Table 4. 21.

Table 4. 21 Development costs by type of project

Short term Mediur term Leng term Total
Transportation-A TRP-A 4,050 210,075 588,450 802 575
Transporiation-B TRP-B 83,775 944,021 129,375 1,167 171
Utban utilities UTL-B 38,315 924 677 28,750 991,742
Environmental ENV 350 3,280 1,750 5,380
Land development .oV 0 : 0 0 0
Subtotal - 126,490 2,082,053 748,325 2,956,860
Land acquisition cost 12,649 208,205 74,833 295,687
Hotel HTL 2,073,774 3,369,047 3,825,711 9,268,592
Tourism attraction ATH 22,947 62,138 58,400 143,485
Other transportation TFC 112,400 453,150 200,750 766,300
Sub fotal 2,209,121 3,884,335 4,084,921 10,178,377
Land acquisition cost 74510 135,281 137,414 347,205
Total 2422770 6,309,874 5,045,493 13,778,137

Note:  unit of amount: 1,000 pesos
Source: JICA study team

Hotel arrivals

The target of hotel arrivals used for the analysis are summarized in Table 4. 22
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Table 4. 22 Hotel arrivals for major tourism centess

Tourism centers Domestic ) Intemational
1995 | 2000 2005 2010 1995 2600 2005 2010
Guadalaiara 1,737 2,086 2579 3192 143 189 244 312
Puerlo Vallaria - 549 588 609 639 349 372 387 400
Costategre 60 132 263 422 12 41 91 150
Chapala 117 120 160 210 08| 44 58 77
Mountain 140 125 137 154 3 21 57 101
Target 2603 3,051 3,748 4617 613; 667 837 1,040

Note:  unit of ammivals: 1,000 pesos
Scurce: JICA study team

Visitor expenditure

Per-capita expenditure

Per-capita expenditure, which is defined as the total expenditure of a person during
the period of his/her stay at a destination, is assumed based on the hotel guest
expenditure in 1994 and 1995. Per-capita expenditures of both foreign visitors and
domestic visitors are supposed to increase due to upgrading of tourism facilities and
creation of tourist attractions that should work as added values. Inflation is not
considered in this analysis. The per-capita expenditure in Puerto Vallarta in 2006-
2010 is assumed 92% of Cancun for international visitors, and 81% for domestic
VISItOrs. '

Table 4. 23 Per-capita expenditure

1994 1996-2060 2001-2005 2006-2010
Local Intern’l iocal intern'l Local Intern’l Local Intern’l
Puerte Vallarta 1,370 6,220 1,620 7,480 2,270 8,540 2,920 9,600
_ Gyadalajara 850 1260

Note:  Unit: pesos
Unit expenditure in Puerio Vallarta in 1994 is estimated that of Guadalajara in 1994
(SECTUR) and statistic data of Jalisco state in 1995.

Source: JICA study team

Self sufficient ratio by category

Self sufficient rates are estimated by expenditure categories, which are used by
Banco de Mexico and FONATUR as follows.

Table 4. 24 Expenditure ratio by category

1994 o 1ee010
Local International Total
L F S ¢ L F 8 0 L F S 0
Puerto Vallarta 43 32 6 19
Guadalajara 47 30 5 18 39 35 & 20

Note:  Unit of ratio: %, L: lodging , F: food and drink, S: shopping, O: others
Source: SECTUR, compiled by JICA study team

Others
The followings are assumptions employed for the analysis.

Prices and exchange rates are set and used as of 1996(1 US dollar = 7.5 pesos)
- No inflation is considered to evaluate both economic and financial analysis.




4.6.3.

1)

Economic analysis

The objective of the analysis is to evaluate economic viability of the tourism
development in the development priority area (Level-3) of the Puerto Vallarta
tourism region.

Methodology of economic analysis
Economic benefit
Direct benefit

Direct benefit of tourism development is regional economic effects which is
calculated as a certain part of increment in number of visitors with the proposed
projects . The formula is as follows. :

direct benefit = (number of tourists with the projects - number of tourists without the projects)
x {per-capita expenditure) x {self sufficient rate)

The nurber of visitors with the projects is calculated by linear-adjusting way based
on the target hotel arrival in 2000, 2005 and 2010. The number of tourists without
the proposed projects is assumed to increase until 1999 due to the effects of past
investment as foliows.

- 1996 = 80% of the number with projects
- 1997 ="70% of the number with projects
- 1998 = 60% of the number with projects
- 1999 = 50% 0f the number with projects
- After 2000 = same figure as of 1999

Self sufficient rates of respective tourist expenditure categories are estimated based
on an interview survey conducted by JICA study team. Although self sufficiency
ratio of food, drink, and shopping are assumed to increase due to promotion of local
industries linked with tourism, the increases are about the half of other regions
because of the difficulty in local industry development due to its location and
natural conditions.

Table_ 4,25 Self sufficient rate

1994 1896-2000 2001-2005 2006-2010
Lodging 50.0 50.0 50.0 50.0
Food and drink 25.0 300 35.0 40.0
shopping 250 30.0 35.0 40.0
Others : _ 80.0 80.0 80.0 80.0

Note:  unit: %
Source: JICA study team

Yndirect benefit

Indirect benefit generally consists of employment creation, multiplier effects, and
other indirect benefits. Due to the difficulty to estimate other indirect benefits, only
the benefits of employment creation and multiplicr effects are calculated here.

Indirect employment of hotel workers;

According to studies conducted by SECTUR and the Service Census in 1993, the
number of workers in tourism-related industries are 2.5 times of hotel workers. The
benefit of indirect employment is estimated based on the following assumptions:

- Number of hotel workers per room: 1.3, and
- Average income of related industries: $ 10,000/year
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Increase of employment in the construction industry;

Increase of construction workers is assumed in proportion to construction
mvestment.

- Number of construction workers: 9.4 per million $ of investment,
- Average income of construction industry: $ 14,000/year '
Multiplier effects of tourist consumption

Multiplier effects acéording to the input-output table in 1985, the intermediate input
of hotel and restaurant is 14 %. To estimate multiplier effects, it is assumed that 50
% of the intermediate income circulates locally. .

Muliplier effects of construction work

According to the input-output table in 1980, the intermediate input of construction
industry is 53 %. To estimate multiplier effects, it is assuined that 30 % of
intermediate income circulates locally.

Other indirect benefiis

Increase of foreign currency and government revenue, improvement of economic
structure, promotion of business activities and social impacts for regional
development are other indirect benefits. These are national-level effects and also
difficult to estimate. Therefore, these benefits are excluded in this analysis.

Costs :
Future costs are composed of those of construction, promotion and operation.

Construction costs and cost sharing

Construction costs are estimated for each project as shown in Table 4. 21. Indircct
investment such as planning and studies is counted by 5% of infrastructure
investments.

Some investments contribute not only to tourism industry but also to other local
indusiries and social welfare. Therefore, contribution factors of investments to
tourism are assumed by considering the nature of investment in relation to tourism
as follows.

- Tourism facilities 100%
- Transportation for mainly tourisin 75%

Transportation for regional development 25%
- Land development 15%
- Urban utilities 25%

- Environmental protection and improvement  50%

Residual value of past investments is not counted in this analysis, though that of
future investment is counted in 2011 because most of the proposed projects will be
completed after the evaluation period. The residual periods are set as follows.

- Infrastructure ' 30 years
- Indirect investment 15 years
- Tourism facilities 15 years

No land acquisition cost is considered to evaluate economic analysis.

Promotion costs

Promotion costs are also estimated for each promotion activity.




@)

Operafion costs

Operation costs are assumed as 30% of cumulative costs of developing
infrastructure, such as road, airport, sewerage, water and electric supply, and 58%
of tourists consumption at related facilities, such as hotel, museum, marina and golf
course.

Conversion factors to econoinic prices

The following conversion factors to economic prices are adopied based on the

report of ”Socio-Economic Evaluation of Ex-post Cancun™ by FONATUR.

- Construction of infrastructure: 0.726
- Construction of facility: 0.699
- QOperation and maintenance: 0.692

The conversion factor to economic prices of promotion is assumed to be as the same
as that of operation and maintenance.

Economic analysis of Puerto Vallarta tourism region

The economic internal rate of return (EIRR) is 12.4 %. Table 4. 26 shows results of
the sensitivity analysis based on the EIRR of 12.4 %.

Table 4. 26 Economic internal rate of return {EIRR)
7 Cases of sensilivity analysis EIRR (%)
Base Case 12.4
Increase of Total Benefit (+20%) 305

Decrease of Total Benefit {-20%) -4.5

increase of Totak Cost (+20%) 1.8

Decrease of Total Gost (-20%) 35.2

Source: JICA study team

In case of benefit increase or cost reduction, economic viability improves
significantly. The main cause of benefit increase is the increase of visitors inflow
and their expenditure. However, there is a certain relationship between visitors
increase and cost by item. In general, investment for infrastructure and facilities are
required to receive visitors increase, and effective tourisim promotion attracts more
visitors. But there is not any substantial data for quantitative analysis for the effects
of the tourism promotion.

Therefore, sensitivity analysis by combination of cost increase and benefit increase
is conducted to clarify cost capacity for benefit increasing. If 5% incrcase of cost
generate 10% increase of benefit, the future EIRR will be 16.6% and economic
viability will improve. In order to ensure economic viability with 20% of benefit
increase, total cost is allowed 10% increase. Hence, further efforts to attract more
tourists is required for sound growth of the tourism sector

Table 4, 27

Sensitivity analysis of EIRR by cost and benefit increase
Cases Cost: +5% Cost: +10% Cost: +20%
Benefit; +20% 252% 204 % 124%
Benefit: +10% 16.6% 124 %
Benefit: +5% 12.4%
Source; JICA study team
Strategy of Puerto Vallarta 4-59
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Financial analysis
Objectives of the analysis

A primary analysis from the financial view points is executed in order to promote
private investments for visitor facilities and public investments for construction of
infrastructure, The financial analysis is conducted for the following objectives:

Propriety of publlc investment for infrastructure

The propriety of public investment is to be evaluated by the revenue and
expenditure ratio (R/E) with the assumption of an 8.5% discount rate, which is
supposed to be an opportunity cost of capital in general. A project is feasible from
the financial viewpoint when R/E ratio is larger than 1.0.

Profitability of private investment

An financial internal rate of return (FIRR) indicates the viability of projects from
the financial profitability. A project can be expected to be executed by the private
sector when FIRR is larger than the sum of interest rate and desired profitability,
which are supposed to be 20% in Mexico excluding price escalation. The FIRR is
estimated with a simple model.

Major assuinptions of financial analysis
Major assumptions used for financial analysis are as follows.
Hotel arrivals and unit expenditure of tourists

The number of hotel arrivals and unit expenditure of visitors are assumed as the
same as those in economic analysis, though the conversion rate to economic costs
and the self sufficient rate are not used.

Infrastructure costs

The costs for the public sector are composed of operation and maintenance, and
depreciation cost.

All infrastructure is assumed to be constructed and operated by the public sector,
though there are variations of management .

Tax

The revenue for public sector is taxes. In this analysis, two kinds of taxes, value
added tax (IVA) and business income tax (ISR), are taken intoc account. Hotel tax is

supposed to be used for promotion activities, therefore the tax is not counted as the
revenue,

Revenue for private sector
The revenue for the private sector is calculated as follows.

Revenue = (increment of number of hotel arrival) x {unit consumpﬁon) x {1-consumer tax
rate) :

Cost of the private sector

The costs of the private sector are composed of operation and maintenance,
depreciation, promotion costs and interest and business income tax.

The operation and maintenance cost is estimated as 53% of tourists expenditure due
to the high level of self sufficiency rate in Jalisco.

The depreciation cost is assumed to be one fifteen of investment of touri_sm facilities
including hotels, though the depreciation cost of infrastructure is assumed to be one
thirtieth of these investments.
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Concerning promotion costs one third of promotion cost proposed is counted to be
the costs of private sector. But if the hotel tax exceeds the whole promotion cost, the
burden by private sector is assumed to be zero.

Business income tax is calculated by multiplied the profit after reducing interest
payment. The rate of business income tax is assumed to be 34%. If there is
cumulative loss no business income tax is charged.

Land acquisition cost

The land acquisition costs are added to the investment costs proposed in the lists of
implementation Land acquisition costs against each investment cost are assumed as
follows.

- Highrank hotel 4.2 %

- Middle rank hotel 2.9%
- Low rank hotel 1.1%
- Other facilities 5.0%

- Infrastructure 10.0 %

Concerning land acquisition costs the residual value in 2011 is all of the invested
amount from 1996 to 2010 because the depreciation cost of land is not considered
generally.

Half of investment costs by private sector including land acquisition costs is
assumed to be loaned by banks in the first year of each phase. The loan conditions
are as follows.

- Repayment year: 10 years with 3 years grace period
- Interest: 16 % per year
- Land acquisition is also assumed to be done in the first year of each phase.

In order to calculate financial rate of return (FIRR), the investment costs including
land acquisition cost, maintenance and operation cost and promotion costs burdened
by private sector are considered for expenditure.

Results of financial analysis
Revenue and expenditure ratio {R/E)

The revenue and expenditure ratio (R/E) of public sector for the Los Cabos tourism
region is 1.03 in case of discount rate is 8.5%, which is not sufficient but viable.

Financial internal rate of return

The financial internal rate of return (FIRR)} of private sector is 19.2%. A sensitivity
analysis was made as shown in Table 6.x based on the base case of 19.2 %.

Table 4. 28 Financial internat rate of return (FIRR)

Cases of sensitivity analysis FIRR (%)
Baseg Case 19.2
Increase of Ravenue (+20%) 29.7
Dacrease of Revenue {-20%) 5.8
Increase of Expenditure {(+20%) 8.3
Dacrease of Expendilure (-20%) 32.0

Scurce: JICA study team

If the business income tax is counted for expenditure, FIRR becomes 16.3%.
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In order to check whether the proposed investment plan is optimum or not, the
sensitivity analysis of investmeni for hotels and/or other facilities are done as

follows.
Table 6. x Sensitivity analysis of FIRR by private investment of hotels or other facilities
Private -10 % 0% +10 % Hotel
+10% 21.0% 19.6 % 8.4 %
0% 20.7 % 19.2 % 18.0%
- 10% 20.3% 188 % 176%

Other facilities

Source: JICA study team

In the Puerto Vallarta tourism region, invesiment plan with less hotels and more
other facilities is more suitable from the financial view point under the assumption
that the demand elasticity is 0.5,
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