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ABSTRACT

Basic objective of this study is to apply strategic management concept to the
tourism Industry of Turkish Republic of Northern Cyprus (TRNC) and develop
appropriate strategies to improve the sector. The study will first of all explain the
strategic management concept. The main part of the study will focus on the strengths
and weaknesses of the TRNC as well as the environmental opportunities and threats
that exist for the tourism sector. Furthermore, basic findings of the research
conducted on the financial problems of TRNC tourism sector will be presented.
After these evaluations appropriate strategies will be developed. The study will end
with an evaluation and a conclusion.
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KKTC’DE TURIZM ENDUSTRISININ STRATEJiK ANALIZi

OZET

Bu calismanin temel amaci, stratejik yonetim kavraminin Kuzey Kibris Tiirk
Cumbhuriyeti (KKTC) turizm sektoriine uygulanmasi ve bu sektoriin iyilestirilmesi
icin strateji gelistirilmesidir. Calismada oncelikle stratejik yonetim kavramina
aciklik getirilecektir. Calismanin esasini ise, stratejik yonetim kavramina gore
KKTC’de turizm sektoriiniin giiglii ve zayif yonlerini ve ¢evrenin yarattigi firsat ve
tehlikeleri ortaya koyma ve strateji gelistirme olusturacaktir. Calismada ayrica
KKTC turizm sektoriiniin fianansal sorunlari iizerine gercgeklestirilen ¢aligmanin
sonuglari ortaya konacaktir. Calismanin sonunda ise genel degerlendirme ve sonug
kismu yer alacaktir.

ANAHTAR KELiMELER
Stratejik yonetim, KKTC, Turizm, Finans
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1. INTRODUCTION

Strategic management concept is an approach adopted by the profit and non-
profit organizations to establish strategies, for short or long term plans, to achieve
their goals. Strategic management in this study will be adapted to the tourism sector
as a whole rather than an organization. Detailed explanation of the strategic
management concept will take place in the second part.

Although the tourism sector is considered to be the locomotive sector and
also the superior sector of the TRNC, it has not yet performed to meet the
expectations of economic developments in the country (Safakli & Erkut!, 2002: 833-
838). The share of the sector in the Gross National Product (GNP) is around 3%.
Contribution of the sector for employment is 4% (Safakli & Erkut?, 2001: 106-109).
In South Cyprus, which is in the same island, the share of the tourism sector in the
GNP is 19% and the contribution to the employment is 9.7%
(www.stockwatch.com.cy; Dept. of Statistics and Research, 1999: 19). The most
critical role of the tourism sector is being the currency earning aspect and the
positive contribution to the trade deficit. The total tourism revenues of TRNC in the
year 2000 amounted to 392.1 million $, net contribution of the tourism revenues to
the total currency revenues in that year was %50.6. The ratio of tourism revenue to
the tourism revenues in the same year is %393.5 (DP0O,2001a:195).

This study aims to develop a strategy to improve the contribution of the
tourism sector to the overall economy. The conceptual explanations of the strategic
management concept, and strategic analysis of the sector will be reviewed and
analysed. After strategic analysis a separate part is devoted to the research conducted
on financial problems of tourism sector because the solution of the critical problems
encountered by tourism sector depends on its financial capability. Afterwards,
strategies will be developed for the sector. Finally, the study will end with general
evaluations and conclusion.

2. THE CONCEPT OF STRATEGIC MANAGEMENT

Strategy is the plans adopted by the top management to successfully reach the
objectives and the mission of the organization (Wright and Others, 1998:4-5).
Strategy contains tools to achieve long term objectives, action plans, and allocation
of resources ( Hax and Majluf, 1996: 2). In another words strategy is the ways and
means to reach the objectives ( Miller & Dess, 1996: 5). Strategic approach includes
a final objective, strategic choice, vision, and mission, accompanied with policies
and plans.

Vision in strategic management approach, is a global and inclusive broad
definition of the future that is not yet apparent and foreseeable. It does not include
any means and ways of realizing the vision ( Dinger, 1998: 5 ; Morden, 1999: 109).
Mission, on the other hand, is the purpose of existence of the organization in the
eyes of the public ( Wheelen & Hunger, 2002: 10). Plans and policies are guides of
the application of the strategies to the organizations or the sectors ( Jauch and
Glueck, 1988: 6).

Taking the following steps performs strategic management:



Okan Safakly / The Strategic Analysis of Tourism Industry In The Trnc With 93
Special Emphasis On The Financial Dimension

1.Analysis of the external environment for threats and opportunities
(Luffman and Others, 1996:33)

2.Analysis of the internal weaknesses and strengths ( Morden, 1993:3)

3.Development of mission and objectives

4.Formulation of the strategies (Miller, 1998: 154)

5.Application of the strategy, and the evaluation of the strategy to find out
whether it has achieved its goals.

The biggest criticism to the strategic management approach is that there are
plenty of external environmental conditions which are subject to changes and that
the long term plans become meaningless because of these changes ( Jauch and
Glueck, 1988: 18). To overcome criticism to the strategic management, the strategic
planning adapts contingency planning and crises management concepts to overcome
unexpected developments (Ebert and Griffin, 1995: 104-105).

3. STRATEGIC ANALYSIS OF THE TRNC TOURISM SECTOR

Before adopting any strategy for the tourism sector there is a need to carry
out a strategic analysis to identify the internal strengths and weaknesses of the sector
and the opportunities and threats that exist in the environment. However, due to
special circumstances of this study and the field of expertise of the author the
analysis will be limited to the most important factors only.

3.1. Strengths and Weaknesses of the TRNC Tourism Industry

3.1.1. Strengths

Following are the strengths of the TRNC

e There are no apparent human rights and democracy issues

o Natural heritage is well preserved

o The mild climate all year round

e Sun, sea, and the beautiful weather

e Rich flora and fauna

e Rich and quality environmental resources

e Availability of land for investment

e The country is free of mass buildings and concrete constructions (KKTC
Devlet Bakanlig1 ve Bagbakan Yardimciligi, 2000: 14).

e Unlike many other Mediterranean countries the TRNC has very rich
natural, cultural, and historic mosaic (Safakli & Erkut3, 2002: 33-38)

e The TRNC has competitive advantage against the South Cyprus in respect
of hotel prices and the historic places (Bigak & Altinay, 1999: 480).

3.1.2. Weaknesses

Following are the weaknesses of the TRNC

e TRNC, which shares the same island with the South Cyprus lag behind in
the fields of management, organization, service quality, transportation prices,

transportation service quality, and promotional activities ( Bigak & Altiay, 1999:
480).
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o Incompleteness of the physical plan and the Tourism Master Plan, which
would provide guideline to the development of the sector (Safakli, 1999: 14-24).

e Problems arising from the inexistence of an independent tourism
organization which lead to lack of coordination, and organization ( Safakli &
Ozdeser', 2002: 157-161).

e Problems arising from the lack of coordination and policy development in
the fields of coordination and harmonization of the related services, environmental
hazards, inappropriate constructions, and lack of consideration to the natural
environment. (Safakli & Ozdeser2,2002: 807-814).

o There are still problems in the field of infrastructure such as the roads,
water, electricity, and sewage systems.

o Low quality services, which especially create problems in the peak seasons.
The sector finds it difficult to obtain appropriate personnel in the peak season.

o Although the development bank was established in 1993 to relieve the
sector from financial difficulties, the sector is still in financial crises.

e Lack of finance is a big obstacle in front of new investments as extensions
and improvements, and improvement of service quality ( DPO, 2001a:208-209).

e Lack of product image

e Lack of mass transportation

e The tourist facilities are very close to the military units (KKTC Devlet
Bakanlig1 ve Bagbakan Yardimciligi, 2000: 14).

o Inability to make projections about the future cost and prices due to the
weak Turkish Lira and high inflation.

e The average occupancy rate never exceeded 40%. The highest occupancy
rate in 1991-2000 period was 37,26%. (KKTC Turizm Planlama Dairesi ,2000: 28).

e 80% of tourists come from Turley and only the remaining 20 percent come
from other countries. This composition reduces the currency-earning characteristic
of the tourism industry. This situation also increases the negative effect of the
devaluation of the Turkish Lira (DPO, 2001b: 210).

o Although the climate is suitable for all the year round of tourism it can be
seen from the table 1 and figure 1 that the tourism activities in the months January,
February, November and December are very limited.

e Another shortcoming in the tourism industry is lack of fresh water
resources.

TABLE 1. MONTHLY DISTRIBUTION OF TOURISTS IN TRNC

Jan |Feb [Mar |[Apr |[May [June [July |Aug. [Sept. (Oct. [Nov. [Dec.
1997|21040[28053|26189/36393|36786|31235/38288|46135|4841836349/24273|26205
1998 18583|32349/25137|42391|31473|28312{37285|38561|41184/41517|28741|{27494
1999(28623|28057/32936{36209|3493731722/39390/37395|44223|4513530306|25082
2000/26411|34082(41763|32837]40029|37471{41394{39343/44470[43889|26146(25116
2001{28659/20609|38681|23119/28661|{29718|34315|36040[41203|38382|18222|27455
2002{16229/26179|38096/28015|37393|35750/4262846117,50185/4883 11969436440

Source: SPO (2004), Statistical Yearbook 2002, TRNC State Planning
Organization Statistics and Research Department, Nicosia, p. 215.
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FIGURE 2: MONTHLY DISTRIBUTION OF TOURISTS IN TRNC
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3.2 Opportunities And Threats Created By The External Environment

Analysis of the tourism industry and the environmental developments
indicate that there are possible opportunities and threats that may exist for the
industry:

3.2.1 Threats

e The Cyprus problem, un-recognitions and embargoes create economic and
political uncertainties. As a result there is a high political risk and this has negative
effect on new investments. Apart from this there is no direct flight from any other
country than Turkey.

e When compared, tourism industry of TRNC lags behind its biggest
competitor the South Cyprus. Economic strength is most crucial especially during
the efforts of finding a viable solution to the Cyprus problem. However when the
two economies are compared as seen in table 2, there is a big gap between the two
economies. Overwhelming strength of the Greek economy may create threats to the
Turkish economy.

Table 2. Basic Economic and Tourism Indicators of North and South

Cyprus
North Cyprus South Cyprus
1995 | 1999 | 2002 | 1995 1999 | 2002
g’)NP Million US | 255 5 | 96390 | 9414 | 89514 | 92883 | 96157
fgrs(;a;p“a GNP 1 4167 | 4666 |4978 | 137572 | 135313 | 135578
Inflation Rate
o 722|553 |245 |26 1.7 2.0
Number Of 93 115 123 546 616 946
Accommodation
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Establishments

Bed Capacities 7774 9932 10916 | 81835 87893 94466

Number of 385759 | 414015 | 429376 | 2100000 | 2434300 | 2418200
Tourists

Share of Tourism
in Employment 6 7 6,5 10,6 10,8 10,4
(%)

Tourism Receipts

(Million US $) 2189 192,8 114,1 810 1025 1283

Share of Tourism
Receipts in GNP | 28,9 20 12,1 20 20,3 20,7
(%)

Source: www.devplan.org; www.kpros.org/DSR/key _figures, January 2004;
www.pio.gov/dsr/, January 2004

e Unfair attitude of the European Union: Although the application of the
Greek side on 4™ July 1990, to become a member of EU is not legal and is against
the 1960 Guarantee agreements, the 1960 Cyprus Constitution, and 1960 founding
agreements, the EU accepted and put into action the application in 1993.
Membership agreements were reached in 1998 and the Greek side is due to become
member in May 2003. Despite this fact the EU has made over 200 million Euro aid
to the Greeks ( Mendelson, 2001: 34-39 ; www.cyprus-eu.org.cy). Injustice and bias
attitude of the EU continues and they are suggesting that they will accept the Greek
side even before an agreement.

e There are shortcomings regarding the relations with Turkey (KKTC
Cumhurbagkanligi, 2000:4)

o Competition with the Mediterranean countries with a similar climate.

3.2.2. Opportunities

e Geopolitical importance of the TRNC.

¢ Being close to the petroleum discharge points and to be on the line of sea
transportation from the Eastern Mediterranean (KKTC Cumhurbagkanligi, 2000:5)

o Turkey being the nearest country and the Turkish support

e Large number of Turkish Cypriots living outside Cyprus

e Fasy access

¢ Prohibition of the casinos in Turkey.

4. THE RESEARCH ON THE FINANCIAL PROBLEMS OF THE
TOURISM SECTOR IN THE TRNC
According to strategic analysis detailed above tourism sector of the TRNC
can only overcome its vital weaknesses if necessary financial sources are obtained.
Therefore, a research designed to determine the basic aspects of financial evil has
been conducted toward the tourist accommodation establishments. In this respect, at
the beginning of the research, secondary data regarding the tourist accommodation
establishments has been collected. Based on this, a structured questionnaire was
compiled in order to determine the cornerstones of financial problems faced by
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tourism sector in the TRNC. The research was conducted toward the all of tourist
accommodation establishments, which are totally 110. However, approximately 40
% of these establishments responded to this questionnaire. The basic findings of
the research can be summarized as follows:

¢ Relative Importance of Financial Sources

ALTERNATIVES PERCENTAGE
Equity 65
Commercial Bank 17,5
Development Bank 17,5
Other Financial Institutions

Factoring

Leasing

Other

Total 100

According to table the most important financial source of accommodation
establishments is equity. Secondly, commercial banks and Development Bank
equally carry second importance in the financing mix of establishments. The other
sources do not have any financial contribution to the establishments.

o Relative Importance of Equity in the Financing Mix

ALTERNATIVES PERCENTAGE
0% -20%

20 % - 40 %

40 % - 60 % 10

60 % - 80 % 40

80 % - 100 % 60

Total 100

The highest and lowest percentages of equity in financing mix belong to the
intervals between 80 % - 100 % and 40 % - 60 % respectively. Expectedly, These
results confirm the above basic finding that equity is primary and inevitable part of
establishments’ financial sources.

¢ Frequency of Bank Dealings

ALTERNATIVES PERCENTAGE
Always 30

When required 50

In some periods

No dealings 20

Total 100

The half of the establishments has bank dealings when required while 30 %
of them have continual relationship. Only 20 % of the establishments responded that
they have no any bank dealings.
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e Preference of Credit Maturity

ALTERNATIVES PERCENTAGE
Short term

Medium term 10

Long term 50
Absense of Credit Usage 40

Total 100

The half of establishments prefers long-term credit while 40 % of them
answered this question as the absence of credit usage.

o The ability of Raising Preferred Loan From Development Bank

ALTERNATIVES PERCENTAGE
Yes 10
No 90
Total 100

Almost all of the establishments responded that that could not raise loan from
Development Bank at preferred terms.

e The ability of Raising Preferred Commercial Bank Loan

ALTERNATIVES PERCENTAGE
Yes 20
No 80
Total 100

Almost all of the establishments also responded that that could not raise
commercial bank loan at preferred terms.

e The Possibility of Raising Loan From Financial Institutions in Turkey

ALTERNATIVES PERCENTAGE
Yes

No 100

Total 100

Tourist accommodation establishments in the TRNC asserted that it is not
possible for them raise loan from financial institutions in Turkey due to the reasons
beyond their ability.
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¢ The Possibility of Raising Loan From International Financial
Institutions

ALTERNATIVES PERCENTAGE
Yes

No 100

Total 100

In addition to Turkey It is also impossible for them to raise loan from
international financial institutions such as European Union and World Tourism
Organization because of the country’s international status.

¢ Reasons of Facing Credit Problems.

ALTERNATIVES PERCENTAGE

Inadequate balance sheet and income 16
statement

Insufficient collateral 25

Inadequate credit information

High interest rates 59

Total 100

Table shows that high interest rates being the vital factor for the cost of
capital are the basic reason causing tourist accommodation establishments not to
raise credits at favorable terms. Furthermore, insufficient collateral and inadequate
balance sheet and income statement can be ranked as the second and third handicap
leading to credit problems.

The following statement summarizes the research findings above:

“ It can be concluded that financial obstacles asserted to be prerequisite for
the solution of most of the problems faced by tourist accommodation establishments
in the TRNC have reached to a chronic level. Such that neither the equity of
establishments nor the funds provided by Development Bank is sufficient to finance
all of the feasible projects. Unfortunately they could not also afford to raise
favorable commercial bank credits due to high interest rates and insufficient
collateral. Additionally, it is not possible for them to apply for international funds
including Turkey because of the reasons beyond the scope of this study. Therefore,

>

equity is the primary and inevitable source of finance for them”.

5. ADAPTATION OF STRATEGY TO THE TOURISM SECTOR OF
THE TRNC
In order to develop optimal strategies it would be appropriate to separate
strategies as macro and sectoral strategies.

5.1. Macro Level Strategies of the TRNC
Following strategies should be adopted in order to influence the sector in
macro level:
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o In case of the continuation of the Cyprus problem the following measures
should be taken:

a) Integration with Turkey to provide low cost competitive and efficient
direct flights from selected destinations.

b) Participation of Turkish and TRNC governments in tourism investments in
order to balance the political risks

e To overcome the water problem that has negative impact on the sector, by
transporting water from Turkey with pipelines.

e Preparation of physical plan with optimum development objectives.

o Application of development plans combined with operational plans.

e Creating an organizational structure and coordination mechanism for
environmental protection

o Creating and developing mass transportation systems.

e The economic protocols signed between Turkey and TRNC should be put
in action without any delay. As a part of this protocols funds used to finance tourism
projects should increased to attain investment targets. However, final decisions
regarding the feasibility and allocation of funds should be isolated from political and
populist considerations. Other measures to be taken are the elimination of credit
barriers encountered by tourist accommodation establishments in appliying for
external tourism loans and Institutions. Before all else required guarantees and
collateral should be provided in order to fulfill international credit conditions

o Closer institutional collaboration and coordination should be built between
tourism and financial sector. Such that financial institutions which are basically
commercial banks should be encouraged to grant loans compatible with the
characteristics of tourism investments.

5.2. Sectoral Strategies

The most important sectoral plans and policies that should be adopted by
TRNC are as follows:

e Preparation and application of tourism master plans.

e Creation of an independent tourist organization that will deal with scientific
development of the tourism industry which is one of the two preferential sectors
(Safakli, 1998: 162-166),

¢ To introduce new tourism products such as special interest tourism as well
as mass tourism.

e To make efforts to increase the number of students and related tourist from
the 3" countries.

e Develop a tourism sector in harmony with the other sectors in the economy.

e To create a sustainable tourism industry that will benefit from the natural
and men-made environment.

e To support special interest tourism such as, belief, cultural, natural health,
climbing, yacht, walking, water and air sports in order to extend the tourism season
to 12 months.

o To create new product and product image to meet the changing needs in the
market.

¢ To train the personnel in the sector to the international standards.
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e Formation of tourism cooperatives can be considered, as an alternative for
financing and marketing needs of tourism sector.

6. GENERAL EVALUATIONS AND THE CONCLUSION

When TRNC Tourism sector is analyzed under the strategic management
concept it is found that the greatest strength of the country and the sector is the clean
air, sea, sand and sun, mild climate all around the year, and rich cultural and historic
heritage. These conditions and the potential from special interest tourism provide
competitive advantage to the TRNC tourism. Despite these strengths there also exist
some weaknesses due to country and sector management. The most important
weaknesses are lack of tourism master plan, and physical plan, environmental
management, lack of an independent tourism organization, education, lack of
finance and lack of marketing. Needless to say that financial problems are the heart
of these weaknesses because the solution of a lot of problems faced by tourism
sector such as marketing, reducing the cost of transportation, necessary
infrastructure depends on financial sources.

In respect of threats and opportunities, the most apparent opportunities come
from the geographic and geopolitical importance of the country, easy access from air
and sea, support coming from Turkey both in economic and political fields. The
biggest threat arise from political instability due to Cyprus problem, lack of direct
flights, and lack of foreign investment due to high political risk.

After the analysis of the TRNC tourism sector, the following policies need to
be adopted:

o Institutional planning, administrative structuring, finance, education and
marketing problems need speedy solutions.

o If a solution is not achieved which will bring political recognition and
hence stable environment, there should be integration with Turkey. In such a
situation the relations with the Turkish mainland tour operators should be optimized
in order to solve all the marketing needs via Turkey. To provide investment to
country, which is considered as, high risk is to make strong state presence and
partnership as it was during the Ataturk period in Turkey.
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