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(Ediitor's note: The problem that has haunted Chinese outbound tourism for so many years is generally referred to as “zero-fee tour”, which is actu-
ally a misnomer and has caused much misunderstanding. By “zero-fee”, it does not mean the tour participants need not pay any tour fees, rather
it means the Chinese tour operator does not pay any reception fees to the ground receiving agent at the outbound destination, thus giving rise to
various kinds of problems, The Regulation on Travel Agencies, which took effect from 1 May 2009 on the mainland, includes some provisions aimed

at tackling such a problem.)
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What is game theory?

n April this year Professor John Nash, a Nobel laureate of economics in

1994 and the prototype of the Oscar-winning Hollywood blockbuster A
Beautiful Mind, made a successful and warmly received trip to Hong Kong
from America. The greatest contribution of Professor Nash to modern eco-
nomic theories lies in his perfection of game theory.

Game theory deals with the science of decision-making by
multiple players, and accounts for the status of equilibrium where
no involved players can make unilateral choices to become bet-
ter off in terms of the benefits realised. In other words, game theory
is concerned with game-analogised scenarios in which the decisions of all
related players are mutually influencing, so that the individual maximum
benefits of one player of the game are usually trimmed to accommodate
consideration of the judgments of other players.

The major underlying conditions of game theory are the rationality and
autonomy possessed by the players in decision-making, the temporal se-
quence of the game, and the availability of relevant information to the play-
ers, etc. With its strategic perspective, realistic analytical system
and powerful mathematical evaluation models and tools, game
theory has been widely validated and applied in many microeco-
nomic fields, particularly in the issues of pricing schemes among
competing enterprises and between enterprises and customers.

Features and negative impacts of zero-fee tours
Recently the authors have utilised game theory in a research paper to inves-

tigate the underlying dynamics of the so-called zero-fee Chinese outbound
tours. Such tours have been observed to be parasitic phenomena associated
with the booming Chinese outbound tourism in the past 15 years.

Normally a tour operator has to pay a reception fee to the ground
receiving agent at the destination in order for the latter to provide reception
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services. For zero-fee Chinese outbound tours, however, the ground receiving
agents at the destination are not paid any reception fees by the Chinese tour
operators which solicit Chinese outbound tourists, and the profits of such
tours are realised through shopping and entertainment expenditures of the
tourists. Zero-fee tours are thus characterised by three major fea-
tures: spectacularly cheap rack prices to attract Chinese outbound
customers at the places of origin, intensive schedules of self-paid
itineraries and shopping visits during the trip, and dissatisfying
and even disastrous travel experiences of the tourists.

The zero-fee practices were first spotted in Chinese outbound tours
to Thailand, one of the earliest destinations visited by Chinese tourists, and
have since spread to other destinations as Chinese outbound tourism ex-
pands. In an extreme case in early 2000, each member of a mainland tour
group paid only 88 yuan to join a six-day, all-inclusive tour to Thailand, and
attended 24 self-paid activities during the trip, was dumped four times by
the local guides and came back with barely enough cash to go home from
the airport.

Such tours must be effectively tackled and curbed because of the enor-
mous negative consequences that may arouse. Firstly, there is direct harm to
Chinese outbound tourists, who experience trauma rather than refreshment
from the tour. Secondly, the negative media exposure of such tours could
deal a great blow to the destination image of the visited localities, offsetting
the effects of promotional campaigns. Lastly, the zero-fee mode ulti-
mately hampers the long-term development of the travel agency
industry, as all the parties involved are indulging themselves in vi-
cious price wars, with no willingness to expend efforts on product
renovation and sophistication. The general competitiveness of the
industry will therefore linger at a very primitive level.

Why can zero-fee tours exist?
In the research paper the binary relationships of the following “games” were

examined through game theory elaborations to explore the underlying fac-
tors sustaining the viability of zero-fee Chinese outbound tours: (1) the rela-
tionship between the Chinese outbound tourist and the Chinese outbound
tour operator, (2) the relationship between the Chinese outbound tour op-
erator and the ground receiving agent and (3) the relationship between the
tourist and the ground receiving agent. It was found out that altogether nine
factors contribute to the stability of the zero-fee mode as a special pricing
scheme targeted at Chinese outbound tourists.

For the Chinese outbound tourist and outbound tour operator rela-
tionship, “imperfect information possessed by the tourist on the outbound

uou

destination”, “ambiguity in clauses in the tour contract” and “ineffective
complaint handling and arbitration systems” render an advantageous posi-
tion of the outbound operator over the tourist.

As for the outbound tour operator and ground receiving
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agent interaction, the Chinese tour operator has superior bargain-
ing power because of policy preferences in its favour, such as
“group travel as the only permitted tour mode for Chinese out-
bound tourists”, “the prohibition of direct access to the Chinese
outbound market by ground receiving agents” and “the consider-
able level of homogeneity in outbound tourism products in the
Chinese market”. The ground receiving agents have to be so obedient to
the Chinese outbound tour operators that in some cases they even have to
pay a certain fee in order to receive Chinese tourists with expected higher
purchasing power, hence leading to the occurrences of negative-fee tours.

When it comes to the relationship between the tourist and the ground
receiving agent, factors like “transfer of financial burden to the local quide”, “de-
ceptive and bullying language and behaviour of the local guide” and “the poor
quality and exorbitant prices of purchased items” complete the entire circle of
the zero-fee practice. It is these factors that have been most exposed by the mass
media and caused deep public concern.

Contextual explanations of zero-fee tours
The nine factors identified above make it natural to ask the following ques-

tions: Why are Chinese tourists so easily attracted by cheap prices? Why do
they tend to spend so exuberantly while on an outbound trip? Why are they
so tolerant towards insulting language and behaviour against them?

These questions may be explained by the fact that the Chinese out-
bound market did not enter a grand stage of development until 1997. In
other words, the huge purchasing power of the Chinese outbound tourist
has not been released until recently, which contributes to their satisfac-
tion with basic sightseeing items, imperfect knowledge about outbound
destinations, and submission to poor treatment due to insecurity felt when
away from home. Moreover, traditional Chinese values also function
here such as a strong preference for cheap products and spend-
ing money on souvenirs and gifts for family members and friends.
Actually, the zero-fee mode has been a Chinese-exclusive phenomenon be-
cause of these special consumer cultural values, and it was also recorded in
Taiwan outbound tours before.

At the macro level, the protective measures sheltering the
Chinese outbound tour operator can be attributed to the long-
term conservative attitudes of the Chinese authorities towards
the liberalisation of the Chinese outbound market. Since outbound
travel goes hand in hand with an outflow of foreign exchange held by the
tourists, strict control is placed on the Chinese outbound market to curb
over-heated growth. Such control, in the forms of the Approved Destination
Status system, permission of only group travel in most cases, prohibition of
foreign capital in Chinese outbound travel agencies and quota management
of outbound tourists, has been further institutionalised in China’s World
Trade Organisation agreements.
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At the micro level, the specific employment arrangements between the
ground receiving agents and the local tour guides, such as the lack of any
basic salary, the requirement for individual tour members to spend a mini-
mum amount on shopping and in some extreme cases the need for the tour-
ist guides to “buy” the right to receive tour groups, prompt the tour guides
to play a part in the zero-fee mode by coercing the tour members into shop-
ping through unethical and even illegal means.

Suggested solutions and conclusion
Coordinated measures initiated at destination, individual and in-

dustry levels are recommended here, in order to eliminate zero-
fee tours or at least to marginalise the popularity of such tours. At
the destination level, more effective campaigns, both at the places of origin
and at the destinations, should be launched to provide comprehensive travel
knowledge for the outbound tourists, especially information on tour service
quality and complaint handling. For the individual outbound tourists, tourism
authorities and promotional agencies on the mainland and at the destina-
tions can jointly impart correct and rational consumer values to the tourists
through a wide variety of activities like press conferences and sponsored
events. It is necessary to educate Chinese outbound tourists to think beyond
simply price when making purchasing decisions on outbound tours.

When it comes to the industry level, arrangements similar to the Qual-
ity Tourism Services (QTS) Scheme in Hong Kong can be implemented to en-
hance the awareness of appropriate business ethics among all the industrial
participants, which requires the coordinated efforts of both government su-
pervising bodies and industrial associations. Particularly, a consensus should
be reached that vicious price wars are the last resort for market competition.
The current practice in Taiwan, where a minimum amount for the reception
of the mainland tourist (currently at US$80 per person per day) is officially
recommended, may be a useful reference for other outbound destinations
welcoming Chinese outbound tourists. Last but not least, salary structures
for local tour guides should be reformed to meet the best interests of both
the employers and the employees, with an eye on the sustainable service
quality offered to the tourists.

Chinese outbound tourism, projected to generate over 100 million tour-
ists by 2020, is becoming a significant travel flow fervently coveted by all
destinations around the world. It would be to the benefit of all stakeholders
to ensure a sustainable path of development for such a prosperous market.
Therefore, consistent, concrete and context-relevant measures should
be guaranteed to minimise such practices as zero-fee tours. [If¢
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