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Abstract: This paper investigates the implications of the globalization of value chains for the role of small and medium-sized enterprises (SMEs) in the industry of tourism in Bulgaria. It seeks to examine the configuration of the global tourism value chain and the participation of Bulgarian SMEs in the latter. A SWOT analysis has been elaborated, a number of case studies have been developed. And finally, creating value for tourism and services through tourism networks and clusters has been enhanced.
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1. Introduction

The tourist industry has become global, with its major players extending their cooperation to reach small and medium-sized local players. Today, tourism is one of the most internationalized sectors of the world economy, as it is a networked industry which links and integrates different sectors. Tourism characteristic activities include accommodation, restaurants, passenger transport services, travel agencies and tour operators, cultural and sporting services. The major players in the tourist industry are able to develop a new market of tourism and to increase the “customer value” by reducing their production costs [11]. 

Tourism demand is becoming increasingly global due to several factors: growing income levels, ageing of European population, saturated traditional destinations, the appearance of new interests and changes in the ways of life. Nowadays airlines, hotel chains and tour operators develop their activities throughout the world. Global distribution systems (GDS) give them the possibility of covering most of their international tourism demands. The use of information and communication technologies, together with different integration processes, enlarges the tourism value chains and gives an impetus to the new notion of “global tourism value chains” (GTVCs) [7].

In this context, tourism in Bulgaria has been a large and fast growing sector and an important driver of national economic growth over the last decade.

The industry of tourism in Bulgaria is concentrated around Black Sea beach resorts in summer, and the winter-sports sector in winter, Borovets, Pamporovo and Bansko being the principal locations. Official data for the first six months of 2008, released by Bulgaria’s National Statistics Institute, show foreign tourist arrivals standing at 3,193,235 visitors.

Table 1. Bulgaria’s Travel Industry

	 
	2006
	2007
	2008

	Foreign tourist arrivals
	5,158,000
	5,151,000
	5,409,000

	Bulgarian tourist departures 
	4,180,000
	4,385,000
	5,700,000


Source: World Travel & Tourism Council, Bulgarian Ministry of Economy, State Tourist Agency


In 2005, tourism contributed 4,5% of GDP directly and 3,9% of employment (111000 jobs). Tourism contribution in Bulgaria is slightly above the average for EU-25 (direct contribution of 3,8% to GDP and 4,1% of employment, and an indirect contribution for 10,1% of GDP and 11,5% of employment) and significantly higher than for Central and Eastern Europe (direct contribution of 2% to GDP and 1,7% to employment, and indirect contribution of 9,1% to GDP and 7,4% to employment) [4].
Table 2. Bulgaria-Tourist Arrivals (Jan-Jul 2008)

	 
	Holiday & recreation
	As guests
	Professional
	Transit
	Total

	European Union
	1458209
	12094
	138270
	423191
	2120386

	Russian Fed.
	84738
	2881
	8565
	1764
	109604

	Rep. of  Macedonia
	50568
	11426
	6179
	46272
	149666

	Serbia
	76762
	1410
	6253
	45310
	139785

	Ukraine
	18248
	803
	3038
	12232
	53459

	Izrael
	37178
	187
	3489
	157
	41526

	Canada
	3859
	413
	524
	226
	5184

	USA
	22306
	1447
	4202
	647
	29826

	Japan
	4035
	25
	1138
	105
	5395

	Turkey
	12534
	6605
	26877
	325451
	429344


Source: National Statistics Institute. *The Data is preliminary


Bulgaria has seen a rapid diversification it its tourism source markets since it acceded to the EU in 2006. Previously, Germany and Greece had been its main source markets. However, now a great number of other European countries send tourists to Bulgaria, including the UK and Belgium.

Bulgaria ranks eighth in our newly updated tourism rankings for 2009. The country scores high in the Country Structure components, reflecting the low labour costs in the sector. The country has few security risks (such as terrorism) for its tourist industry. But there is a trend for a steady and significant growth in Bulgaria’s tourism sector over the forecast period to 2013 [2].

2. Global value chains in the industry of tourism

A value chain can be defined as the set of activities required to transform raw materials into finished products and sell them. All the activities ranging from the very conception of the product, going through production and marketing, to distribution and even disposal or recycling after use comprise the value chain. The essential idea in value chains is that each link adds value to the product [8,9,13]. The concept of global value chain (GVC) comprises more than relationships established within the firm. GVC consider linkages among different firms not only at national, but also at international levels. Governance is a core concept in the global value chain analysis. It ensures that “interactions between firms along a value chain exhibit some reflection of organisation”. There are key actors who take responsibility for the inter-firm division of labour and exert control over the rest of the participants in the chain. There are different possible configurations of the GVC which imply different patterns of governance: arm-length market relations; network; quasi-hierarchy; hierarchy [6].

The key difference in the value chain concepts of the tourist industry is that the customer experiences the chain at first hand as it is the customer who passes from one process to another along the value chain. 
[image: image1.wmf]Figure 1. Tourism value chain [12]

The basis for global value chains is provided by consumer characteristics depending on the type of tourism.

Key economic indicators for consumers

Price of acquisition must be commensurate with the consumer value that the product offers. The high price which does not correspond to consumer cost underestimates potential, especially if the product is not in daily use and is not a category of fashion or luxury goods. Excessive overcharge should not depreciation, because it will raise doubts in the effect and quality of the product and will affect negatively an estimation of other criteria from outside potential clients.

Price of use means the commitment employing innovation regarding the expenditures of its user such as energy and consumables. Assessment of this criterion should be particularly precise in terms of its relationship with other criteria, especially by consumer interest groups. High innovation potential will be achieved, if this criterion in proper correlation to others. 


Price of maintenance is the criterion that is important for innovation with a long life cycle. It is complex and contains elements and nodes, valid during the use and need of repair. In this case, it is important for the creator of innovation to assess whether it will be constructed so that the natural attrition of the elements should match a term with such a moral, or the duration of the user lifecycle. This means low expenditures for maintenance costs and high evaluation of criteria [10]. 

Tourism activities have traditionally been fragmented and geographically disseminated. There have always been important difficulties in matching supply and demand. That’s why a large proportion of the firms operating in this sector tend to be small. Their customers come from very diverse markets. For these reason, large investments in advertising and communications are needed to contact potential customers. These firms normally bear high fixed costs forcing them to maximize occupancy rates throughout the year. Tour operators have been a satisfactory solution to these problems [7]. 
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Figure 2. Example of the tourism industry value chain [5]

The concept of global tourism value chains includes the most relevant agents involved in the tourist activity, together with their most significant relationships. 

The level of the tour-operators is dominated by a small number of large firms. They increase their market power through different integration processes, both vertical (hotels, airlines, travel agencies) and horizontal (merging with competitors).

The increasing use of the Internet has opened up a new direct distribution channel between tourism suppliers and final customers, where intermediaries are not needed. 

Therefore CRS (computerized reservation systems) are a bridge of the relationships between tour-operators and airline companies.

During the last year the charter chain entered the Bulgarian market. Charter is the most risky business for a tour operator, because it is quickly turned-around. Basic conditions for its implementation are the availability of vacation destination, high interest and lack of regular flights.

Price, transfers, hotel and quality of its service and excursion maintenance, are important for the success of charter chains in Bulgaria.
3. SWOT analysis for the Bulgarian SMEs tourism sector

A trend of concentration of capital has been observed in the hotel sector. Competitive environment is particularly severe for small family hotels, trying to stay in a market dominated by powerful hotel chains. Hotel chains represent a company, which includes at least 3 hotels operating under its general brand. Depending on the form of government and type of property involved in it, the chain hotels are categorized into two major groups: 
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Figure 3. Global tourism value chains. Source: Werthner and Klein (1999) [7]

1. Integrated hotel chains. They include their own (chain) hotels or hotels and accommodation on contractual basis (most often on the basis of franchising or management contract). It is characteristic for them to develop and commercialize homogeneous hotel products, bear emblem chain, logo and company symbol. 

2. Hotel consortia. This is a group of independent hotels and provides a possibility for a small hotel to present itself on the international market, while maintaining its management autonomy. 
4. Creating value chain to tourism products and services through tourism networks and clusters

There are two types of business models for travel and tourism industry: pursuit of profit in the distribution of products which comprise a trip (Commission income); gaining profit by creating value in total with original ideas/arrangement added to combination of tour products/services (Value-added income).
Table 3. Bulgaria Tourism Industry SWOT analysis [2]
	Strengths
	Weaknesses

	1. government investment in the industry- in 
	1. regional rivals Greece and Turkey are better

	    per capita GDP terms- is high
	    established as destinations for foreign tourism

	2. well-developed summer and winter
	2. lack of co-ordination among various national

	    holiday resorts
	    and local tourism units

	 
	3. corruption is still endemic in many parts of the

	 
	    country

	Opportunities
	Threats

	1. low costs of land and a scarcity of luxury
	1. unrestrained hotel construction activity in some

	    accommodation, make for a good investment
	    of the country's largest resorts is spoiling the 

	    environment for international hoteliers
	    natural beauty of the countryside

	2. China approved Bulgaria as a tourist 
	2. shortage of skilled workforce in the tourist

	     destination in mid-2007
	    sector

	 
	3. undeveloped infrastructure

	 
	4. the ongoing global economic crisis will hit all 

	 
	    tourist sectors around the globe


Table 4. Global hotel chains in Bulgaria [3]
	Hotel chain
	Description

	Radisson SAS
	Bears the name of the famous French traveler and

	 
	explorer Pierre Esprit Radisson who has gone through

	 
	the lands of Canada and the Middle West during the 

	 
	XVII century. The hotel is situated in Sofia

	Sheraton
	Sheraton brand is part of the chain "Starwood", 

	 
	oriented to a more solvent segment of the travelling part

	Hilton Hotels
	Is a pioneer among hotel chains. It is situated in Sofia 

	Hrunkov Castles
	Five-stars hotel is located at the foot of Vitosha mountain

	 
	The complex has its own sources of water and electricity

	Kempinski Hotels
	The history of the chain started in 1872 when a restaurant 

	 
	of Bertold Kempinski opened its doors in Berlin

	IberaStar
	Spanish hotel chain, located in Golden Sands resort

	RIU
	The chain of eurogiant in the tour business TUI is the 

	 
	biggest presence in the Black Sea coast

	PrimaSol
	Hotel "Ekselsior" of the Golden Sands offers to its guests 

	 
	a standardized luxury and a package under the formula 

	 
	all inclusive

	Robinzon & Magic
	Are club hotel chains, that are oriented to older tourist

	Life
	clientele



Networks and clusters are key elements of success for SMEs in tourism. The study on the tourist industries highlighted the key role played by other forms of inter-firms relationships. The consumer is looking for a comprehensive tourism experience which includes all the products and services. Over the last decade there has been a considerable interest and dynamism in developing clustering and networking among destinations and tourism related SMEs in order to strengthen their competitive advantages [11]. 

A network is able to integrate new nodes based on the node’s ability to communicate with or add value to the network. By networking and sharing knowledge, small firms are able to complete for and access specialized resources and information systems as well as internalize competencies and assets that are typically internalized by large firms with economies of scale. Clustering hence provides SMEs with benefits that would be unavailable or be available at a greater cost to non-clustering members. Clusters and networks are interdependent, whereby small business network structures underpin the growth and sustainability of clusters. So, value creation in the new economy impacts both companies and consumers. As consumers become more knowledgeable, they have increasing expectations in term of convenience, value and customization [1].

Table 5. Advantages and disadvantages of network and cluster approach in the tourism sector

	ADVANTAGES
	DISADVANTAGES

	* enhances the productivity
	* lack of skilled human resources/

	* pools resources for human capital
	  competences to increase the participation

	  development
	  in value chains networks or clusters

	* contributes to growth in tourism and 
	* dependence of global/regional players

	  the competitiveness of firms
	   in competition with other SMEs

	* enhances the rate of innovation and
	* lack of understanding how to benefit

	  technological development
	  from an increasing participation in GVCs


5. Conclusion

Estimating the SMEs impact of different parts of the tourist value chain is an innovation and necessarily contains a margin of errors. The information on which of these estimates they were based is derived from a range of sources, including hotel manager interviews; existing analysis based upon primary data collection and interviews with SMEs managers engaged in the tourism value chain. Attributing SMEs benefits to economic activity is difficult because the nature of the basic parameters – namely, ‘sustain a loss’ and ‘benefits’ are contested definitions. As a contribution to the debate we are explicit about the assumptions underlying our analysis of the SMEs impact of different parts of the tourism value chain. 


This analysis suggests that: 
· The major players in tourism industry are able to develop a new tourism market and increase the “customer value” by reducing their production costs.
· Critical to SMEs tourism is discretionary tourist expenditure, rather than the two-thirds of resources spent on the ‘big ticket’ items in the holiday package (such as the tour operator, flights and accommodation). For instance, spending on shopping generates twice as significant flows into communities as the much larger amounts spent on accommodation; 
· A large share of several small expenditure items in the value chain, such as shopping, excursions and transportation, are highly pro-poor; and 
· The two larger elements of the value chain with some existing SMEs impact, and also the most viable scope for increase in the future, are the agricultural supply chain for the food or beverage sales to tourists and accommodation.

In summary, increasing visitor numbers generally leads to an increase in tourism revenues. This can be achieved through a carefully balanced combination of marketing strategies, improved accessibility, diversifying products available and establishing adequate infrastructure. Governments can play a vital role in designing destination marketing strategies, creating enabling environments, protecting rights and attracting investments. Governments should be mindful of their capability and give as much effort and attention to implementation as to creating strategy and making policy.

Increasing expenditure per tourist is one way of increasing a destination’s earnings. However, as with increasing volume, one cannot automatically assume it will increase pro-poor impact. Being able to attract high-end tourists, in order to increase tourism revenues or out-of-pocket expenditure does not guarantee an increased out-of-pocket expenditure. It depends on the quality of product and how well it is matched to the tourist, therefore, priorities should be focused around product development and maintenance to increase both tourism receipts and out-of-pocket expenditure. Governments can help fulfill targets for increased tourism expenditure by investing in tourism infrastructure, setting regulatory standards for the industry and by offering training and support to local producers, seeking to improve their products. The role of governments should be geared towards investment in tourism infrastructure maintenance and development, setting minimum standards and providing training to enable producers to meet them. 

· The major players in tourism industry are able to develop a new tourism market and increase the “customer value” by reducing their production costs.
· Networks and clusters are key elements of success for SMEs in tourism.
· The Internet is a main relationship between tour-operators and airline companies.
· Bulgaria has seen a rapid diversification in its tourism source markets since it acceded to the EU in 2007.
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