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Abstract

:

The purpose of the study presented in the paper is to highlight the influence of the microeconomic factors related to the evolutionary stage of the industry’s life cycle on the industry dynamics. The authors use the example of the Russian tourism industry to show that microeconomic factors are important, along with the macroeconomic, market, and demand characteristics external to the industry. Data mining was applied to obtain data from the industrial enterprise database and Rostourism official documents since there are no regular Russian statistics on firms’ exit and new entry. The authors used annual ranked listing of firms by their revenues to determine the structural indicators of the industry. The results confirm that it is important to consider not only the demand and macroeconomic indicators, which are external risks in relation to the industry, but also the internal processes at the different stages of the product cycle. In a sufficiently long period, the influence of microeconomic indicators may be no less strong than the business factors of financial risk. One should take this into consideration in econometric modeling on long time-series.
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1. Introduction


The dynamics of the tourism industry development is usually illustrated by such indicators as traffic volumes, tourist flow, volume of rendered services (in value terms), and the number of destinations served (Song et al. 2012; Javid and Katircioglu 2017; Soh et al. 2019). The dynamics of the tourist flow is greatly influenced by the demand side factors and the market (macroeconomic) conditions as a whole (Massidda and Etzo 2012; Song et al. 2012; Morley et al. 2014). This approach, which pays great attention to external shocks, can be effective in describing short-term fluctuations, but does not give an answer to what a long-term trend in the development of the tourism industry looks like. To describe industry dynamics, it is necessary to combine an approach that performs exogenous factors and endogenous models of the life cycle of the industry. The idea of using the life cycle concept was also used in the tourist area life cycle (TALC) model (Butler 1980, 2006; Lagiewski 2006). This model is one of the most widely used conceptual and managerial frameworks to be employed in the tourism area (Baum 1998). However, the indicators used in TALC models are always demand-driven. These are the number and types of tourists that determine the development trends of a particular territory.



Yet, another view of industry dynamics is also possible. From the industrial organization theory point of view, industry development is non-linear (Armstrong and Porter 2007). Each market in its development goes through several stages—from the emergence of the industry to its maturity and transformation (Klepper 1997; Peltoniemi 2011). The market dynamics, in addition to performance indicators (sales, output, demand characteristics, etc.), are determined by the number of agents active in the market, the relative size of firms (i.e., market concentration), etc. (Dosi and Nelson 2010; Amir and Lazzati 2011). It is also important to take into account the accompanying processes of industry “demography”—indicators of firms’ entry into the market and firms’ exit from the market (Frenken et al. 2015; Clementi and Palazzo 2016).



In turn, the dynamics of the entry-exit-total number of firms is determined by existing and changing industry administrative barriers (Jelili and Goaied 2010; Lábaj et al. 2018), such as requirements for the size of the initial capital, for financial provision, for insurance of activities, as well as “technical” restrictions connected with scale and scope economy and minimal effective output. Technological factors, together with characteristics of the demand for tourism services, lead to a larger or smaller number of firms that conduct their activities in the market.



As an additional factor explaining entry, exit, and survival, we can consider the market development stage (Garay and Cánoves 2011). As the market evolves from infancy to maturity, the rate of growth in demand and the minimum efficient size of firm are both likely to change. The sources of technical change and innovations shift between incumbent firms and inventors external to an industry (Agarwal and Gort 1996). The more mature market is, the less is the role of the learning-by-doing factor, as a large number of information sources appear (professional research, conferences, and other opportunities to exchange experience). In the labor market, industry specialists appear who are ready to share experience and offer their services. All these factors, ceteris paribus, reduce the dependence of a firm’s survival on its age and experience, though work experience in tourism or related sectors is preferred, especially for micro-firms survival (Brouder and Eriksson 2013).



Since the tourism industry was not in the focus of economic research until recent decades (Stabler et al. 2009), there are many lacunes, including issues of the market structure and industry life cycle, as well as the influence of microeconomic factors on the industry dynamics. As to Russian tourism, little research has been undertaken on this topic, though there are some publications discussing different aspects of the market development (Koenker 2003; Algieri 2006; Dimanche and Andrades 2015; Sheresheva and Kopiski 2016; Zaitseva et al. 2016; Andrades and Dimanche 2017; Frolova et al. 2017; Gudkov et al. 2018; Sheresheva 2018; Chkalova et al. 2019).



The main aim of the work presented in the paper was to show, using the example of the Russian tourism industry, how microeconomic factors related to the evolutionary stage of the industry’s life cycle influence the industry dynamics along with the macroeconomic, market, demand characteristics external to the industry.




2. Materials and Methods


In economic theory, there are many approaches and models related to the life cycle of organizations (Quinn and Cameron 1983; Jawahar and McLaughlin 2001; Lester et al. 2003). Most of them are based on the hypothesis that the same internal mechanisms operate in the business world as in the regulation of ecosystems, which are based on competition for resources (Brock and Xepapadeas 2002; Freiling and Baron 2017). There are very few quantitative studies on this subject since the study of industry dynamics is not that easy due to the need to analyze long rows of historical data.



As a rule, the life cycle of industries is counted for 30–50 years. In recent years, there has been a downward trend in both the average industry life cycle duration and the average firm age. Thus, the companies on the first Standard and Poor’s index of 90 major US companies created in the 1920s stayed in the list for an average of 65 years. Taking into account the average anticipated tenure of a company on the S&P 500 in 1998, Foster and Kaplan (2001) predicted that no more than a third of today’s major corporations will survive in an economically important way over the next quarter-century (Foster and Kaplan 2001). In accordance with the innovation consulting firm “Innosight” data and forecast on corporate longevity briefing “2018 Corporate Longevity Forecast: Creative Destruction is Accelerating”, the 33-year average tenure of companies on the expanded S&P 500 in 1964 narrowed to 24 years by 2016 and is forecast to shrink to just 12 years by 2027 (Scott et al. 2018).



A good example of an industry dynamics study is the empirical work conducted by Agarwal and Gort (1996). The authors examine the entry, exit, and survival of firms from twenty-five industries, from the production of antibiotics to gas turbines, depending on the industry life cycle stage. The analysis of stage of development of a product market starts with the stylized facts developed in Gort and Klepper (1982). The industry life cycle is divided into five stages, based on the rate of net input (changes in the number of firms in the market) (Figure 1). Stage 1 corresponds to the initial period when there are only a few sellers. Stage 2 is the stage of a large increase in the number of sellers; it consists of the initial phase of net input acceleration, followed by a period of deceleration. Stage 3 is a transitional plateau when the number of sellers in the market stabilizes. Stage 4 is a period of negative net entry that takes place for the vast majority of markets; it may also be subdivided into phases of acceleration and deceleration in negative net entry. Stage 5 corresponds to the market maturity and, at the same time, to the emergence of a new market based on fundamentally new production technologies for a product or service.



In the tourism industry, at the first stage, when firms do not have accumulated experience and volumes that can achieve significant economies of scale, barriers to entry are not high and are associated only with administrative requirements for capital adequacy and liquidity in case a significant number of customers choose return purchased vacation packages (travel services) back. At stage 2A, which, obviously, describes the heyday of the market and the arrival of a large number of tour operators in the industry, older firms with learning-by-doing gain an advantage over younger firms. In addition, large tour operators show economies of scale associated with lower unit costs per tourist. If we analyze the size of firms and their market share, then at stage 2B, with a decrease in the number of new firms, market concentration begins to increase, that is, the share of several of the largest firms. At this stage, the market rarely remains competitive and becomes an oligopoly or model of a dominant firm with a competitive fringe.



Data mining was the most time-consuming part of this work, as there are no regular statistics on firms’ exit and new entry. We used information from the officially published documents of the Federal Agency for Tourism in the Russian Ministry of Economic Development (Rostourism) which provides monthly lists of firms excluded and included in the register of tourist firms. Similarly, we obtained firms’ “birth” and “death” annual data from the industrial enterprise database («SPARK-Interfax»1), according to registration and liquidation date.



We used annual ranked listing of firms by their revenues to determine the structural indicators of the industry, namely the share of four largest firms and the Herfindahl–Hirschman Index—a well know economic concentration measure, used also to measure the concentration of tourism activity (Petković et al. 2016; Fernandes et al. 2020). Our assumption was that the share of firm’s revenue in the industry’s total revenue is equal to the firm’s market share, though some firms may have a diversified business.



As we have mentioned above, there was a problem with both sources of information related to the reasons for firm’s exclusion from the register and inclusion in the register—this may occur for a reason unrelated to true liquidation, but to the inability to meet the requirements of the regulator to provide financial statements and financial guarantees in time. In this case, firms are re-registered and we get re-entry and re-exit data. We have also admitted that this phenomenon is not regular. In addition, failure to meet regulatory requirements may indicate the inability to overcome administrative barriers, etc.



The data on which we relied in our analysis are presented in Table 1. We combined data from two sources of statistical information (Rostourism and Register of industrial enterprises). Firms’ “entry” is estimated as the number of records of new firms in the industry, while “exit” on the basis of firms’ liquidation records. We calculated the HHI and concentration index for the 4 largest firms (CR-4).




3. Emergence and Development of Contemporary Tourism Industry in Russia


In the Union of Soviet Socialist Republics (USSR), tourism was not considered as an economically significant industry (Gorsuch 2011). Tourism was not included in the state planning system, there was no special tourism legislation (Burns 1998; Chemakin 1984). The very concept of tourism was associated with sports and health promotion, and not with economic activities that can generate profit. Mass domestic tourism prevailed, to a large extent with subsidies (Gorsuch 2003); there was no high-quality tourism infrastructure at the international level (Dimanche and Andrades 2015; Sheresheva and Kopiski 2016).



After the collapse of the USSR, since the end of 1991, tourism in the Russian Federation began to develop as a sphere of entrepreneurial activity. The emergence of the contemporary tourism industry in Russia led to the change in the position of the former monopolists Intourist, Sputnik, and the Central Council for Tourism and Excursions. They lost their monopoly on organizing foreign tourism and transformed into joint-stock companies and holdings. The number of private companies offering tourist services has grown rapidly, especially in the outbound tourism sector.



There were obvious positive changes in tourism infrastructure and transportation services. Foreign hotel chains entered the Russian market, bringing their quality standards (Balaeva et al. 2012; Sheresheva et al. 2018); the emergence of private airlines contributed to the further development of the competitive environment in the tourism industry. Important shifts have occurred in the system of state regulation, especially after the adoption in 1996 of the Federal Law “On the Basics of Tourism in the Russian Federation”. Russian tourism statistics started to develop in 1998. The experience of Greece in organizing tourism statistical monitoring was taken as an example to follow. Since 2002, there was statistical monitoring of the travel agencies’ and collective accommodation facilities activity.



The statistics confirm that the Russian tourism industry has shown steady development (Sheresheva and Kopiski 2016; Sheresheva 2018), though the dynamics were not stable (Gudkov et al. 2018). Moreover, there have been several crises on the demand side throughout the 30-year history of Russian tourism (Figure 2): the severe economic crisis in 1998, the fall in demand for tourism services against the backdrop of the global financial crisis in 2008–2009 and the crisis phenomena in 2014 due to geopolitical changes and sanctions (Sheresheva 2018). The negative impact of sanctions on Russian tourism is not so obvious, as the depreciation of the national currency contributed to the symmetrical expansion of domestic tourism (Ziganshin et al. 2015). Still, further research may show additional negative effects due to the lag effect of sanctions (Seyfi and Hall 2019, 2020).



Due to the COVID-19 pandemic, the activity on the market almost stopped in 2020, like in the world tourism market as a whole. Still, there is obvious interest in tourism industry support in Russia, based on the understanding that such a multi-layered and complex industry as tourism may not be a burden, but a locomotive of the post-pandemic economic recovery (Sheresheva 2020). Understanding the industry dynamics may be important in assessing the effects of the state supportive measures in the near future and the long run.




4. The Russian Tourism Industry Dynamics: Results and Discussion


Analysis of the Russian tourism industry dynamics showed that the number of actors in the industry increased over the first 15–20 years by almost 20% per year; this trend continued until 2015, when many factors on the demand side led to more than five thousand tour operators leaving the industry in 2016 (Gudkov et al. 2018). From this moment on, the number of firms that decided to exit from the market continues to increase while the number of newcomers is reducing. It is noteworthy that the global crisis did not have such a devastating effect on the Russian tourism sector as compared to the decrease in domestic solvent demand resulting from an almost double drop in the ruble exchange rate.



Of all the indicators describing changes in the Russian tourism market structure, “exit” is the most sensitive to exogenous factors, while the “entry” of new firms is determined by the industry margin and the size of administrative barriers. One must recognize that the attempt to describe the dynamics of the industry’s structural characteristics using only the industry cycle stages has its limitations. Still, the similarity of the obtained picture with the schematic illustration made by Agarwal and Gort (Figure 1) suggests the commonality of the processes that regulate the population of firms in any industry.



Our comparison of Russian tourism industry dynamics with indicators of market concentration (HHI-score and CR%) (Figure 3) allows us to conclude that a period of stabilization and enlargement of companies active in the market was observed at earlier stages of market development (until 2010). The decrease in the total number of firms coincide not with the increase in concentration, but with its decrease—this suggests that many large firms left the market during the crisis.



Determining the Russian tourism market concentration level (HHI-score) is complicated by the reluctance of many tourism operators to provide financial and economic information about themselves (especially in the early 2000s). If leaders in the most popular areas hesitate to disclose their data, ratings of the largest companies cease to be considered as reliable information sources. Judging by the data from the industrial enterprises register («Spark-Interfax»), the Russian tourism services market has never been a highly concentrated sector. The largest Herfindahl–Hirschman Index did not exceed 500, and the total share of industry revenue attributable to the four largest companies was about 30%.



The obtained results show that along with the macroeconomic, market, demand characteristics external to the industry, microeconomic factors related to the evolutionary stage of the industry’s life cycle can also influence the tourism industry dynamics.




5. Conclusions


Based on the results of the conducted study, we can make some concluding remarks.



The research contributes to the academic literature on tourism development in transition economies by highlighting the importance of microeconomic factors on the example of the Russian tourism market. While assessing the dynamics of the industry (both structural indicators related to the number of firms, and performance indicators like sales or profitability), it is important to consider not only the demand and macroeconomic indicators, which are external risks in relation to the industry, but also the internal processes that are different at the different stages of the product cycle. Along with the risk of declining solvent demand, administrative barriers, unfavorable international conditions, etc., there are economies of scale and scope, learning-by-doing, obsolescence of traditional technology, etc., changing the firms’ size distribution in the tourism market and creating additional risks for the industry actors. If we consider a sufficiently long period, then the influence of microeconomic indicators that are “fundamental” for the industry dynamics, as well as economic cycles, may turn out to be no less strong than the business factors of financial risk. These considerations must be taken into account, for example, in econometric modeling on long time-series. To complete the picture, we need to develop some econometric or imitative model that would describe the change in the sectoral structure as a function of exogenous factors connected to demand, regulatory impact and macroeconomic conditions, and the endogenous characteristics of the industry evolution stages. Taking into account internal dynamics allows us to understand what this general trend looks like, and shows the limits of external impact.



The results can be also useful for state policy decision-makers in tourism. The successful revival of the tourism industry in the post-pandemic period will depend on the balanced practical measures based on the right combination of macro- and microeconomic indicators that comprehensively describe the market and the industry.



In this study, we did not aim to forecast industry development. Our focus was a descriptive analysis of possible determinants of tourism industry dynamics. At present, the biggest limitation for this kind of modeling is the great uncertainty associated with the adverse epidemiological situation, particularly tangible for the tourism industry. The impact of such a powerful external shock requires special scenario modeling of tourism development in the short and medium run.
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SPARK is an abbreviation for System of Professional Analysis of Markets and Companies [Sistema Professional’nogo Analiza Rynkov i Kompaniy = SPARK].
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Figure 1. Entry, exit and number of firms across the industry life cycle stages. 
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Figure 2. The dynamics of the Russian tourism industry (data from Industrial register). 
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Figure 3. Russian tourism industry and Herfindahl–Hirschman Index (HHI). 
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Table 1. Data description.






Table 1. Data description.





	

	
Number of Firms

	
Number of Tourist Packages, Thousand

	
Firm Exit

	
Firm Entry (Calculated)

	
Number of Firms

	
Firm Entry

	
Firm Exit

	
HHI

	
CR-4




	
Source/Year

	

	
Rostourism

	

	
Industrial Enterprises Register






	
1999

	

	

	

	

	
1052

	
807

	
0

	
223

	
25




	
2000

	

	

	

	

	
1236

	
1085

	
0

	
109

	
15




	
2001

	

	

	

	

	
2710

	
1476

	
2

	
254

	
28




	
2002

	
3345

	
1639

	

	

	
4519

	
1811

	
2

	
342

	
31




	
2003

	
3678

	
1836

	

	

	
7581

	
3078

	
16

	
354

	
36




	
2004

	
4010

	
2034

	

	

	
10,646

	
3097

	
32

	
368

	
31




	
2005

	
5079

	
4326

	

	

	
14,008

	
3439

	
77

	
338

	
30




	
2006

	
5842

	
4641

	

	

	
16,966

	
3360

	
402

	
243

	
26




	
2007

	
6639

	
5819

	

	

	
20,146

	
3896

	
716

	
216

	
24




	
2008

	
6477

	
4305

	

	

	
23,828

	
4351

	
669

	
218

	
24




	
2009

	
6897

	
3666

	

	

	
26,974

	
3889

	
743

	
289

	
28




	
2010

	
9133

	
4358

	
2276

	
4512

	
31,179

	
5012

	
807

	
405

	
32




	
2011

	
10,266

	
4427

	
1872

	
3005

	
34,315

	
4714

	
1578

	
291

	
28




	
2012

	
10,773

	
4763

	
1832

	
2339

	
36,554

	
4145

	
1906

	
164

	
22




	
2013

	
11,324

	
5384

	
3178

	
3729

	
39,474

	
4953

	
2033

	
79

	
14




	
2014

	
11,614

	
4384

	
2383

	
2673

	
41,679

	
4649

	
2444

	
47

	
10




	
2015

	
11,893

	
4024

	
2790

	
3069

	
43,407

	
3596

	
1868

	
43

	
9




	
2016

	
12,395

	
3352

	
2160

	
2662

	
41,160

	
3495

	
5742

	
46

	
10




	
2017

	
13,579

	
4390

	
1228

	
2412

	
39,325

	
3330

	
5165

	
85

	
15




	
2018

	
13,674

	
4586

	
1448

	
1543

	
35,999

	
2602

	
5928

	
46

	
10




	
2019

	
13,770

	
4790

	
1148

	
1244

	
31,959

	
2227

	
6267
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