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A sweet “lemon” in Hong Kong’s inbound tourism

BRE ~ 27298 Yong Chen and Barry Mak

"TER, ENERBAERFGHETE - BRADTEANBIRHFAEHE -

While it appears that the root cause of “zero-fare” group tours is most straightforward,

a detailed analysis reveals a very different picture.
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Introduction
n his 1970 paper on the market for used cars in the United

States, American economist George Akerlof argues that the
average quality in the market deteriorates because of information
asymmetry. Since sellers of used cars are better informed of the
quality of their cars than buyers, the buyers will only be willing
to pay the price of cars of average quality, thus making owners of
good cars withhold them from the market. As a result, only “lem-
ons” (American slang for bad cars) are traded, further reducing the
average quality of cars on the market. This “lemons” problem was
subsequently extended to capture various forms of inferior quality in
other markets, such as cheating in the taxi market and shirking in the
labour market. Akerlof and two other economists were jointly awarded
the Nobel Prize for Economics in 2001 for their analyses of markets with
asymmetric information.

A sweet “lemon” of “zero-fare” group tours
“Zero-fare” group tours have for the past decade dominated in Hong
Kong’s inbound tourism from mainland China, and greatly besmirched
the image of Hong Kong as a tourist destination. Indicators of“zero-fare”
group tours range from price discrimination, misleading information,
forced shopping and cheating. The Figure on the opposite page pro-
vides a framework for describing the problem of “zero-fare” group
tours as three fundamental and interrelated elements. They are low
price in the source market, low service quality at the destination,
and the so-called “zero-fare” relationship between outbound tour op-
erators in mainland China and inbound tour operators in Hong Kong.

This framework is an easy and manageable device to set low qual-
ity in“zero-fare” group tours apart from other types of low quality in pack-
age tours and even from those reported in other markets. It clearly indicates
that“zero-fare” group tours are not of low service quality at the destination
alone but of a complex of inferior quality. In other words, quality of travel
services is related to low price in the source market and the relationship of
sharing tour fares between outbound and inbound tour operators.

As a type of package tours, “zero-fare” group tours are sweet
“lemons” for mainland tourists and for Hong Kong’s inbound
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Figure: An analytic framework of “zero-fare” group tours
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“Zero-fare” relationship
Linking the source market and the destination, and

outbound and inbound tour operators

tourism as well. Because of low price, Chinese tourists can afford
to travel to Hong Kong for a visit or an opportunity of shopping.
On the other hand, Hong Kong has in recent years accommodated
more than 60% of tourists from mainland China alone. Neverthe-
less, both tourists and Hong Kong are suffering low service quality in
almost all sectors involved in package tours, leading to an erosion of
Hong Kong’s image as a world-class tourist destination.

A theoretical account
Our explanation of “zero-fare” group tours starts with the nature

of package tours as a product complex, which means that it is com-
posed of a range of individual simple goods and services, includ-
ing transport, accommodation, meals and attractions. Theoretically,
low quality can be detected more in a product complex than in a simple
product. Take a tour package and an apple. For a simple product like an
apple, both buyers and sellers can immediately tell a good apple from
a bad one. That means cheating on quality of an apple rarely happens.
This is because an apple’s quality is exogenously determined by nature
or cultivating techniques, leaving no room for sellers to manipulate
quality. By contrast, low quality can happen in a product complex
like a package tour because quality in this case is endogenously
determined by a range of service sectors in producing the product
complex. Each service sector may default on quality production,
which results in low quality for the tour package as a whole. With
regard to Hong Kong's case, this service sector is shopping.
Information becomes asymmetric on the demand side as a simple
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product is transformed into a product complex, and asymmetric infor-
mation is the prominent cause of quality deterioration. The market for
package tours is no exception. This market can be decomposed into an
information one based in the source market and a service one based at
the destination. By the information market, we mean that tourists have
to accumulate information in the source market before making their
decision on what destination to travel and what tour package to choose.
Particularly, if tourists are well aware of their budget and time allocated
for each service component in the package, they may have a high level
of satisfaction simply because product characteristics of a package tour
match their preference. The service market is straightforward as the ulti-
mate goal of travel is to consume what the destination can provide.

Quality of package tours can be explained with regard to in-
formation in the source market and service at the destination. On
the one hand, regardless of what the destination can provide in terms
of travel services, low quality can happen in the source market when
tourists’ preference does not match product characteristics of a tour
package. Low quality of this kind can be more severe when outbound
tour operators intentionally misrepresent product information. This may
lead to the agency problem of adverse selection, indicating a mismatch
between tourists’ needs and what the market actually serves. In fact,
adverse selection is manifested that low-price tour packages are largely
selected by tourists in the source market.

On the other hand, low quality of service can happen by any
means since inbound tour operators at the destination have incentives
to cheat on quality, which is difficult to detect by tourists. This raises
the agency problem of moral hazard at the destination, indicating that
inbound tour operators can intentionally default on delivery of travel
services in order to reduce costs. Yet this is only part of the story. At the
base level of the explanation is that adverse selection is generated by
moral hazard at the destination, thus making low-quality package tours
a business model with momentum of its own, which provides an expla-
nation for the problem of“zero-fare” group tours.

Why Hong Kong? Why mainland China?

There are many questions to be asked when one relates the problem
of “zero-fare” group tours with Hong Kong as a destination and main-
land China as a source market. Is this problem unique to Hong Kong’s
inbound tourism and mainland China’s outbound tourism? Given the
generality of the two agency problems in explaining low quality in prod-
ucts, including “zero-fare” group tours, is it theoretically and empirically
plausible that“zero-fare” group tours may have happened in the West-
ern context in spite of the paucity of evidence available to indicate that
such group tours are ubiquitous in the industry?

“Zero-fare” group tours as a complex of inferior quality not only
has been happening in mainland China’s outbound tourism market and
other Asian source markets, but also, theoretically at least, might have
happened in the United States and Europe from the 1960s to 1980s. It
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is because the almost two-decade development of tourism in these two
regions had seen a tremendous growth in the market share of pack-
age tour business within and beyond the regions, and this then highly-
developed package tour industry had been associated with a number of
indications of inferior quality.

These indications include a number of scholarly studies on infe-
rior quality arising from the misrepresentation of information of tour
packages and, in the industry, the foundation of professional travel as-
sociations as a means of overcoming quality problems and protecting
tourists, such as the Association of British Travel Agents and the United
States Tour Operators Association. These associations had unveiled vari-
ous guidelines to discipline tour operators’ behaviour and defined the
terms of tour packages in a legal manner to reduce potential informa-
tion ambiguity. All this suggests that a problem similar to that of
“zero-fare” group tours was once present in the Western context.

The period from the 1960s to 1980s in the United States and Eu-
rope may parallel the deregulation era of outbound tourism in most
Asian source markets since the 1980s, including mainland China in the
late 1990s. In particular, the evidence of inferior quality in Asian source
markets might be a replication of what has happened in developed
economies in terms of not only production of inferior quality per se, but
also regulation of service standards of service providers. For example,
a number of institutionalised mechanisms have been set up to protect
inbound tourists’ interests by setting quality standards, such as Hong
Kong’s Quality Tourism Services Scheme.

Since the problem of “zero-fare” group tours has largely been
encountered by Asian tourists, a prevailing argument in this re-
gard is that this problem is culturally determined. This argument
is probably misleading because little evidence has suggested that
culture matters in explaining the fundamentals of quality deterio-
ration in package tours. What culture matters in explaining is tour-
ist preference. For example, shopping would be a cultural and social
preference of Asian tourists rather than their Western counterparts.

When Akerlof developed his “lemons” problem in the market
for used cars in the United States, he did not argue that it was United
States-specific or culture-related quality deterioration, and it has never
been. He cited a statement in the paper saying“business in underde-
veloped countries is difficult”, which may be mistaken as a piece of
evidence for cultural determinism in explaining quality deterioration. In
fact, according to Akerlof, the prevalence of quality deterioration
has nothing to do with culture but with entrepreneurship, which
emphasises honesty and which, as a social and human resource, is

scarce in underdeveloped economies. L[|
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