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Abstract

The COVID-19 has caused a dramatic fall in international tourism demand.
Destinations within countries have revised their promotion strategies, intensifying the
competition for the domestic market, less affected by mobility restrictions. This paper
proposes a contest theory model for characterizing this new context. Two types of
destinations, coastal (sun and sand) and rural, compete for the existing demand in
terms of promotion spending. The competition is driven by two main factors: the
relative strategic advantage of each destination in the international and domestic
markets and the strategic value given to each market. The pandemic has likely
modified these factors, reducing the traditional advantage of coastal destinations and
shifting the valuation towards the domestic market. According to the model, these
changes may increase competition for the domestic market, with destinations rising
promotion spending even in a context of reduced demand, which is consistent with the
empirical evidence.
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1. Introduction

The COVID pandemic has impacted enormously in the tourism market (Papatheodorou,
2021; Skare et al., 2021; Yang et al., 2020). The interruption of mobility has led to an
unprecedented drop in the 2020 global tourism demand of about 74% (UNWTO, 2021a).
The estimated decline in international tourism is equivalent to a loss of about 1 billion
arrivals and US$ 1.1 trillion in international tourism receipts and an estimated economic
loss of over US$ 2 trillion, more than 2% of the world's GDP (UNWTO, 2021b).
Destinations have especially encouraged measures to retain/attract domestic tourism to
compensate for the volume of international drop-offs (Gossling et al., 2021; Navarro-
Jurado et al., 2020; Hall et al., 2020; Kreiner and Ram, 2020). The UNWTO (2020a,
2020b) highlights that domestic tourism is the basis for the recovery.

In this context, destinations inside countries have intensified the competition for national
(and proximity) tourists, as the international mobility has been drastically reduced. The
promotion spending in the domestic market has increased even in a context of overall
demand reduction, which is somehow paradoxical because promotion spending tends to
move together with demand. This phenomenon is evident in Southern European
countries. In Spain, for example, the different destinations focused the 2020 summer
campaign on the domestic market, starting a race to capture domestic tourists. This
increasing competition led to an expanding promotion spending with the objective of

positioning their brand on this market, which has been widely reported by the press.?

Simultaneously, the COVID-19 has also opened significant opportunities for rural
tourism. Consumers are giving higher value to open spaces, less willing to visit typically
crowded destinations such as coastal (sun and sand) or cities (UNWTO, 2020). In this
way, the pandemic has produced a shift in consumer preferences, favoring less populated
destinations, such as rural or ecotourism (Zenker and Kock, 2020; Maltseva and Li, 2020;
Vashar and Stastna, 2020).

https://www.turismo.gal/espazoinstitucional/actualidade/detallenova?langld=es_ES&content=nova_2135
html&ordRs=4. https://www.lavanguardia.com/vida/20200512/481122429423/granada-lanza-campana-
turistica-para-ganar-posiciones-en-el-mercado-nacional.html.
https://www.lavanguardia.com/ocio/viajes/20200511/481089619987/la-junta-disena-una-campana-de-
promocion-turistica-para-el-mercado-nacional.html.
https://www.larazon.es/cataluna/20200615/hikmukmbvjbbdenmii673buj6i.html.
https://www.malagahoy.es/provincia/Fuengirola-estrategias-promocion-turistica-

nacionales_0 1537346745.html



The increasing importance of the domestic market and the change in the relative
advantage of the different destination types may have broken the traditional competition
dynamics, increasing competition in the domestic market in a context of a falling and
demotivated demand. The question is how to explain these linkages from an analytical
point of view, and providing a rationale for the strategic move towards the domestic

market.

This paper addresses this question and builds a theoretical framework that can account
for these empirical facts. Specifically, the paper proposes a game-theoretical model in
which two different destination types within the same country (coastal vs. rural) compete
in terms of promotion spending to attract the largest possible share of the domestic and
international markets.? Destinations are characterized by two fundamental factors: their
strategic advantage/disadvantage to attract demand and their strategic value of the
domestic and international markets. The destination's market shares are captured by a
Tullock's contest success function (Tullock, 1980), which depends on the destinations'
promotion efforts, which is costly.

According to the model, the increase in promotion spending in the domestic market is
explained by the change in the existing status quo generated by the COVID-19. First, the
pandemic has decreased the traditional advantage of coastal destinations over the rural
destinations, previously materialized in terms of infrastructures, sun and sand,
socialization, and cultural activities (Maltseva and Li; 2020; Vashar and Stastna, 2020;
Zenker and Kock, 2020). According to the model, this shift in consumer preferences has
favored competition in the domestic market, inducing a “leveling the playing field
effect”.® Intuitively, the rural destinations increase their spending to attract domestic
demand that "would not have come" under other circumstances, even with higher
promotion spending. In turn, the coastal destinations also increase promotion spending to
retain the shifting domestic demand that "would have remained faithful™ if the

circumstances were other, even without increasing promotion.

2 1t makes sense to simplify and consider competition between two reference destinations topologies
(coastal and rural) for two general markets (domestic and international). The reality and challenges faced
by some seaside destinations due to the COVID-19 pandemic are similar to the reality faced by some
crowded urban destinations.

3 This effect has been reported in other contexts like affirmative action and discrimination (Holzer and
Neumark, 2000; Mealem and Nitzan, 2016).



Second, the COVID-19 has raised the strategic value of the domestic market. Historically,
coastal destinations have found higher strategic value on the international market because
they could extract higher returns (Jafari, 1986; Jang and Chen, 2008; Sheldon and Dwyer,
2010). However, the mobility restriction imposed by the pandemic has shifted the
strategic value towards the domestic market, less affected by mobility restrictions
(Gossling et al., 2021; Hall et al., 2020; Kreiner and Ram, 2020; UNWTO, 2020a; 2020b).
The increased strategic value of the domestic market has also induced higher competition
for domestic tourists, complementing the decline of the strategic advantage of the coastal

destinations. 4

Overall, the proposed model shows that these two effects led to a competitive war for the
domestic market, explaining the escalation in promotion spending in a context of reduced

demand, consistent with the empirical evidence.

Up to our knowledge, this is the first study applying contests theory to address strategic
competition between touristic destinations, and there are just a few examples of game
theoretical approaches to study touristic markets involving promotion decisions (e.g.,
Tavares et al., 2015; Van Zyl, 2012). In this context, for instance, Zirulia (2011) considers
a two-stage Cournot model of competition between and within touristic destinations with
vertical and horizontal differentiation. It is found that an increase in competition induces
competition for market share, which lowers profits. Our paper also studies competition
between destinations, but in terms of promotion spending in a context of falling demand.
Candela and Cellini (2006) consider a differential game of competition between
destinations in terms of capacity to attract touristic flows. However, those flows are also
detrimental to the quality of the destination. Their results guide strategic decisions like
the choice between mass- vs. elite-tourism or the optimal degree of product
differentiation. See Kuokkanen and Bouchon (2021) for a recent survey and discussion
on game-theoretical approaches in the context of revenue management and touristic

destinations.

Similarly, contest theory has been widely used to study economic, political, and social

problems, but not tourism.® The paper offers a novel microeconomic perspective on how

4 The benefits associated with the domestic market go beyond its anti-cyclical nature, such as distribution
(personal and territorial). A helpful review of these aspects can be found in Arbulu et al. (2021).

5 See Corchon (2007), Corchdn and Serena (2018), Konrad (2009) and Vojnovié (2015) for surveys of the
contest literature.



destinations behave and adapt to a demand shock, such as the COVID-19 in strategic and
competitive terms. Nonetheless, the proposed model is general and can be applied to the
study of demand shocks other than the COVID-19.

The remaining of the paper is organized as follows. Section 2 describes the model and
notation. Section 3 presents the theoretical results. A discussion of the model findings in
terms of Southern European countries is presented in Section 4. Finally, Section 5

concludes.
2. Model Setup

Consider two touristic destinations within a country i = 1,2 competing for domestic and
international tourists j = D,I by spending promotion resources. Ceteris paribus, the
destination that allocates the higher promotion spending x;; obtains a higher market share.
However, as becomes evident after, other aspects such as shocks may lead to a different

outcome.

The distinction between two destinations (coastal vs rural) is made to distinguish between
destinations that are clearly losing with the COVID-19 pandemic (which most of them
are coastal and urban destinations) and the destinations that might be gaining (or at least
not losing so much) with the COVID-19 pandemic (which most of them are rural
destinations). In this context, our analysis to coastal destination applies also to urban
destinations. In some sense, and with the necessary specificities, those are crowded
destinations, which in greater or lesser extent are facing similar realities regarding
COVID-19 restrictions.

The Tullock (1980) rent-seeking contest success function is the natural approach to

capture this relationship.® In our context, the Tullock contest success function does not

6 Contest theory has found large number of applications in economics and social sciences. For instance,
Farmer and Pecorino (1999) consider the application to litigation, in which higher the effort spent by each
litigant in argumentation, the greater the chances to win in trial. Similarly, Tullock (1980), Krueger (1974)
and Becker (1983) consider rent seeking and lobbying, in which the higher the political lobbying for
government benefits or subsidies, the higher the chances of obtain them or winning an election. In
innovation, research and patent races, firms or other economic agents perform R&D investments under
uncertainty in order to control a technology, gain market share or increase benefits (See Loury (1979), Lee
and Wilde (1980) and Dasgupta and Stiglitz (1980) for early contributions). Other applications of contests
have been considered in the literature like for example college admission, sports, advertising, war and
conflict, etc. Corchon (2007) and Konrad (2009) survey this literature. Nonetheless, all those applications
have in common the positive relation between effort, investment or spending and the likelihood of success.



have the usual probabilistic interpretation of success likelihood, but represents the share
of destination i in market j:
aijxij

Sij = ) (D
aijxij + a_ijx_ij

where x;; is promotion spending of destination i on market j, and «a;; captures the
destination i strategic advantage or disadvantage over the other destination —i, in terms

of the tourists' preferences for market j = D, I.

The intuition in the contest success function is that, all the rest constant, the higher the
destination i promotion spending, the larger destination i market share. However, the
higher the other destination promotion spending, the lower is the destination i market

share, and vice versa.’

Without loss of generality, let us assume that a;; € (0,1) and a;; = 1 — a_;; for j =
D, 1.8 Consequently, if a;; = 1/2, no destination has a strategic advantage over the other,
while if a;; is larger than %, destination i has a strategic advantage over destination j (or
destination j has a strategic disadvantage over destination i). Analogously, if a;; is

smaller than %2, then destination i has a strategic disadvantage over destination j.

Destinations may place different strategic value in the domestic and the international

market, i.e., v;; # v_;; for all j. This possibility increases generality and adds more

—ij
realism to the model. For instance, destination i might be able to extract a higher return
from international tourism than destination j, or it might be that it focuses on the
international market for historical or any other reason. For instance, most coastal
destinations in the south of Europe find the international market strategically more
valuable than the domestic market. On the contrary, rural destinations have historically

seen the domestic market strategically more valuable in relative terms.

" The same intuition applies to the strategic advantage. All the rest constant, the destination with the largest
strategic advantage has the largest market share.

8 The strategic advantage would emerge from the competitiveness factors of the destinations that, for
example, the WEF (2019) elaborates operatively. In this sense, the strategic advantage would depend on
the factor endowments and their weights.



Let v;p € (0,1) and v;p = 1 — v;; for i = 1,2. The analysis is made in relative terms, in
the sense that if one market has more strategic value, then it is because the other market
has less strategic value, and vice versa. Consequently, if v;p is larger than Y%, then the
domestic tourists market has a higher strategic value than the international tourists' market
for destination i. Analogously, if v;, is smaller than Y%, then the domestic tourists market
has a lower strategic value than the international tourists' market for destination i. If v;, =

1/2 both markets have the same strategic value for destination i.

To summarize, a;; measures the relative strategic advantages between touristic
destinations, while v;; quantifies the differences in terms of strategic value between
tourist markets. Altogether, the strategic interest of destination i in market j is the

composite of the strategic advantage/disadvantage and the strategic value, i.e., a;;v;; for

i=12andj=D,I.

We further assume that touristic destinations are not budget-constrained and spend their
funding rationally.® In this context, destination i objective is to maximize the expected

payoff with respect to x;, = 0 and x;; = 0, i.e.:

; = SipVipMp + svyM; — ¢cipXip — CiyXip, (2)

for i = 1,2, where M; captures the size of market j in absolute terms (or for example the
market j tourists' willingness to pay), s;; is given by expression (1) and c;; is the

destination i unit cost of promotion in market j.1°

Note that promotion spending typically has two effects: a market stealing effect from
competitors and a market enlarging effect, which may add a positive spillover effect. In
this paper, we focus on the market stealing effect and the associated competition between

destinations.

® The possibility that touristic destinations are budget-constrained in terms of funding and that different
destinations might have different budgets requires adding the budget constraint x;, + x;; = x; to the
maximization problem, where x; is the promotion budget of destination i. However, the results and the
message in this paper remain unchanged.

10 In this paper, the destinations’ promotion spending is carried out by the public administration regions,
and the competition is between destinations, which in a broad sense are public institutions. In our context,
this seems to be the most reasonable and general assumption. Nonetheless, we could have considered that
promotion spending is individually carried out by private companies (or even at national level), which
might be the case in some situations. In those cases, the analysis would have to consider the firms profit
functions and the existence of positive externalities or spillovers from promotion spending, in a different
and potentially more complex framework.



Finally, to simplify the analysis, we assume that the two destinations face the same cost
of promotion in market j, i.e., ¢;; = c_;; = ¢;. This is a natural assumption, as it can be
expected that promotion and advertising campaigns in the same market cost the same to

both destinations.

3. Model Analysis

After having presented the theoretical model, in this section, we try to understand how a
shock like the COVID-19 pandemic affect the destinations' promotion and attraction
strategies. In this context, we start by characterizing the obtained equilibrium. Then, in
the following section, we integrate the theoretical analysis into the South of Europe

reality, using Spain as an example.!!

In this paper, we look at the COVID-19 pandemic demand shock in more detail.
Nonetheless, the proposed model is more general and can be applied to the study other

types of demand shocks.

The solution of the system of four first-order conditions resulting from the touristic
destinations maximization of expression (2) with respect to the promotion spending in the

domestic and international markets, i.e., x;; for i € 1,2 and j € D, 1, is given by the

following result, written in the most compact and general form.?

Proposition 1: The unique Nash equilibrium solution of the problem (2) is given by:

2
a:_l-ja:l-jv_l-jviij

(3)

xl-j = 2
¢j(aijvij + a_ijv-ij)

11 We use the south European reality as a reference and to motivate our results. Nonetheless, the proposed
model approach is general and can be applied to study the touristic market in other regions of the globe and
study shock other than the COVID-19 pandemic.

12 The second order conditions for the maximum are satisfied.



fori € 1,2, where a;; € (0,1) and a_;; = 1 — «;; are the destination i and —i strategic
advantage/disadvantage in markets j € D, I, respectively, and v;; € (0,1) and v;_; =

1 —v;; are the destination i € 1,2 strategic values for market j and —j, respectively.

Ceteris paribus, the promotion spending increases with the absolute value of the market
(M;) and decreases with the cost of promotion (c;). As discussed in the introduction, the
most immediate impact of the COVID-19 pandemic was a substantial decline in
international demand (M;) (UNWTO, 2021a; 2021b). The domestic demand (Mp) also
decreases, but to a considerably lower extent. These declines have triggered a chain of
effects in other market parameters (Papatheodorou, 2021; Skare et al., 2021; Yang et al.,

2020), which we will consider in more detail in Propositions 2 to 4.

Proposition 1 also implies that, in terms of promotion spending, the touristic destinations
treat the domestic and international markets as if they were independent, except when
there are variations in the strategic value v;;. In this case, both markets are interconnected,
and the promotion spending may flow from one market to the other because v;; = 1 —

vi_j.

The following proposition studies the equilibrium in promotion spending when strategic
advantage changes. The strategic advantage captures, to a great extent, the consumer's
preferences. COVID-19 pandemic may have reduced the advantage of the coastal sun and
sand destinations over rural, making both destination types more even in terms of
consumers preferences (Maltseva and Li, 2020; Vashar and Stastna, 2020; Zenker and
Kock, 2020).

Proposition 2: In equilibrium, the destination's i = 1,2 promotion spending on the
market j € D,I (x;;) increases when the strategy advantage raises (a;;) if a;;v;;

approaches a_;;v_;;, and vice versa.

Recall that the destination i has a strategic advantage over the other destination —i in the
market j when a;; > 1/2, and disadvantage when a;; < 1/2. Moreover, if destination i
strategic advantage on the market j increases, the advantage of the other destination in

the same market because «;; € (0,1) and a;; = 1 —a_;; forj = D, I.

—l]
Consequently, the result states that a change in the relative strategic advantage of one

destination in a market raises the promotion spending of the two destinations if the change



makes the destinations more equal in strategic terms. For example, consider that
destinations have the same value for market j, i.e., v;; = v_;;. As long as a change in a;;
places this parameter closer to 1/2 (either from above or from below), the two destinations
increase the promotion spending in market j (recall that if a;; = 1/2 no destination has

a strategic advantage over the other in market j).

Intuitively, there is a "leveling the playing field effect™ that increases competition between
destinations. The disadvantageous destination increases the promotion spending because
it feels that now it can attract tourists that "would not come", even if its promotion
spending would have been higher. Simultaneously, the relatively advantaged destination,
which now sees its comparative advantage to go down, also increases its spending to
retain the demand that otherwise "would remain faithful”, even without increasing
promotion. Thus, the model predicts a competitive war for consumers in terms of
promotion efforts if a shock makes the two destinations more even in terms of strategic

interest for that market.

X1 p and Xop
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Figure 1: Illustration of Proposition 2. The figure shows the increase in the promotion
spending of the two destinations in the domestic market as the strategic advantage of the two

destinations in that market become close to each other (i.e., when it falls from 1 to 2/3).

Figure 1 illustrates Proposition 2. The figure depicts the promotion spending of the two
destinations in the domestic market as a function of their strategic advantage. The
destination 1 is in the black line and destination 2 is in the grey line. The figure represents

the case where v,, = 1/3 and v,, = 2/3, i.e., the touristic destination 1 has a lower

10



strategic value for the domestic tourists’ market than destination 2, and it assumes that
Mp = M; = cp = ¢; and ay; = a,; = 1/2 for illustrative purposes (these specific values

are not relevant for the point made in the figure).

Now, suppose that a;, falls from 1 to 2/3 (i.e., the strategic advantage of destination 1
over destination 2 decreases). In this interval, we observe that both touristic destinations
promotion spending increase as a;p, moves from 1 to 2/3 from above as stated in
Proposition 2. Below this point their promotion spending falls again because their
strategic interests separate again. Note that in this example, the destination 2 promaotion
spending is higher because it has a higher strategic value for the domestic tourists’ market

than destination 1.

The COVID-19 pandemic has introduced flight and mobility restrictions, which may have
reduced the strategic value of the international market relative to the domestic (Gossling
et al., 2021; Hall et al., 2020; Kreiner and Ram, 2020; UNWTO, 2020a; 2020b). In the
following result studies the touristic destinations equilibrium promotion spending when

the strategic value of the markets changes.

Proposition 3: In equilibrium, the touristic destination i = 1,2 promotion spending in

the market j € D, I (x;;) increases when the own strategic value for market j increases
(Uij)-

This result states that as the strategic value of destination i for market j increases, the
destination i increases its investment in promotion in that market. There is a positive

relation between strategic value and promotion spending.

Proposition 3 also helps explain the apparent paradox that promotion spending in the
domestic market has increased in the context of falling demand. Although the magnitude
of the domestic market has decreased due to the pandemic, its strategic value relative to
the international market has increased, and thus the amount spent in promotion in the

domestic market.

The last proposition (Proposition 4) indicates that the destination's promotion spending
in each market is not independent of the other destinations' strategic value.

11



Proposition 4: In equilibrium, the touristic destination i = 1,2 promotion spending in
the market j € D,I (x;;) increases when the other destination —i strategic value for

market j increases (v_;;) if a_;jv_;; approaches a;;v;;, and vice versa.

This result implies that destination i promotion spending is not independent from the
other destination —i strategic value. This proposition shares some similarity with
Proposition 2, but the result is driven by changes in the strategic value of the other

touristic destinations (v_;;) instead of the strategic advantage. 13

For instance, ceteris paribus, if no destination has a strategic advantage over the other in
market j, i.e., a;; = a_;; = 1/2, then as v_;; approaches %2, either from above or from
below, the competition between both touristic destinations in terms of promotion
spending increases. In other words, as the strategic value of the destination with lower
strategic value approach the other destination strategic value from below (or the strategic
value of the destination with higher strategic value approach the other destination
strategic value from above), the competition between destinations in terms of promotion
spending increases. The reason is that destinations become more similar in terms of

strategic interest for that market.

Figure 2 illustrates Propositions 3 and 4. As before, the destination 1 is in the black line
and destination 2 is in the grey line. Without loss of generality, let M, = M; = ¢p = ¢;
and a,; = ay; = 1/2 (these values ease calculations and are not relevant for the point

made in the figure).

3 Note that, unlike a;;, v;; is independent of v_;; and vice versa, because v;; = 1 —v;_; € (0,1).

12
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Figure 2: Illustration of Propositions 3 and 4. An increase in the strategic value of
Destination 1 in the domestic market increases the promotion spending of Destination 1 in
this market, as stated in Proposition 3. Destination 2 promotion spending raises only if the
increase makes the strategic interest of the two destinations on this market closer to each

other because of Proposition 4.

Suppose also that no destination holds a strategic advantage for the domestic market over
the other, i.e., a;p = ayp = 1/2, but that destination 2 places larger strategic value on
the domestic market (e.9. v,p = 1/3 and v,, = 3/4 ). In this case, destination 2 has a
higher strategic interest in the domestic market and promotes this market more than
destination 1. Now, suppose that destination 1 strategic value in the domestic market v,
increases from 1/3 to 3/4, and as a result, its strategic interest in this market also rises.
Consequently, as v, approaches to 3/4 from below, the strategic interest that both
destinations place in the domestic market gets closer to each other, and their promotion
spending in this market increases, as stated in Propositions 3 and 4. After this point, the
promotion spending of Destination 1 keeps increasing, as stated in Proposition 3, because
its strategic value on the domestic market keeps rising. However, as stated in Proposition
4, the promotion spending of Destination 2 starts to decrease because both destinations

are becoming more distant in strategic terms.

4. Model Predictions and Empirical Evidence

In this section, we integrate our model in the context of the South Europe evidence, taking
mainly Spain as an example for convenience (access of recent data and knowledge of the

case). In fact, Spain received in 2019 84 millions of international tourist arrivals, located

13



in the second position of the world’s top destinations (after France). We use this case to
motivate and improve the understanding of our results. Nonetheless, the model is general
and can be applied to study demand shock in the touristic market in other regions of the
globe, and in particular, for instance, in other relevant Southern Mediterranean countries
(like France, Italy, or Greece, for instance). In this sense, the demand shock induced by

the COVID-19 pandemic is just one more application.

Let us start by characterizing the situation before the COVID-19 pandemic. After, we will
discuss the changes that the pandemic has produced. Let i = 1 represents a coastal

destination (or other type of crowded destination) and i = 2 represents a rural destination.

Before the pandemic, Spanish coastal touristic destinations enjoyed a strategic advantage
over rural destinations in the domestic and the international market. In terms of the model
of the previous section, this situation can be represented by a parametrization where a;
and a,; are well above 1/2. For example, according to Exceltur (2019), the Spanish
regions whose competitiveness indices were higher, were typically those specialized in
sun and beach and with the highest production density (five out of the first seven

destinations in the ranking are regions with the highest demand and all are by the sea).

Moreover, coastal destinations had a higher strategic value for the international market
than for the domestic market, i.e., v;; was above 1/2, while rural destination had a higher
strategic value for the domestic market (v,p, > 1/2). As a result, coastal destinations had
a higher strategic interest in the international market, while rural destinations in the
domestic market, i.e., @y;v1; > a;pVip and a,pv,p > a, v, The coastal destination

strategic advantage was such that a;,v,p = @,pV,p.

Finally, the international tourists market demand was much larger than the domestic, i.e.,
M, was above Mj,,. For example, based on hotel overnight stays in 2019, taken from the

Spanish National Statistical Institute, international stays were 65% of the total stays.

The COVID-19 pandemic has introduced profound changes in the tourism market
(Papatheodorou, 2021; Skare et al., 2021; Yang et al., 2020). Those changes can be
translated in shifts in model parameters. In particular, M; has fallen enormously due to
mobility restrictions (international hotel demand in Spain has lost around 82%). The
domestic market has also reduced but to a considerably lesser extent (domestic hotel

demand in Spain has lost around 58%).

14



However, the pandemic has also introduced other profound changes in the tourism market
(Papatheodorou, 2021; Skare et al., 2021; Yang et al., 2020). These changes translate to
shifts in the structural parameters of the model and account for the observed increase in
domestic market promotion spending in a context of declining demand. Specifically, the
fall in the coastal destinations strategic advantage and the shift in the strategic value

towards the domestic market.

As noted earlier, the COVID-19 has produced a reduction of the relative competitive
advantage of coastal destinations because consumers are less willing to visit crowded
destinations or gather in large groups (Maltseva and Li, 2020; Vashar and Stastna, 2020;
Zenker and Kock, 2020). 1 The reduction in a,;, makes the two destination types more
equal in terms of competitive interest for the domestic market. According to Proposition
2, this leads to a "leveling the playing field effect” in which the two destinations increase

promotion in the domestic market, as represented in Figure 1.

In addition, the competition for the domestic market and the promotion spending may
have increased because after the pandemic the strategic value that destinations place on
the domestic market has increased, as stated in Proposition 3 and represented in Figure 2.
The increase in the domestic market promotion spending is due to the increase in the
strategic interest for this market might be higher for coastal destinations. The reason is
twofold. First, these destinations were placing higher strategic value on the international
market before the pandemic, and now they had to shift. Second, the increase in strategic
value may had an indirect cross-effect according to Proposition 4. Thus, larger the
strategic value that rural destinations place into the domestic market, further it increases
the promotion spending of coastal destinations, because the strategic interest of both

destinations become similar.

Overall, our model is compatible with the empirical evidence. The fall in the coastal
destination’s strategic advantage and the shift in the strategic value towards the domestic
tourists' markets may have compensated for the decrease in demand, leading to increased
competition in the domestic market and higher spending in promotion. The prediction
holds even if we assume that the strategic value of the domestic market has remained

unchanged instead of increasing, as the "leveling the playing field effect” resulting from

4 Thus, in terms of the competitiveness indices type WEF (2019), the components associated with open
spaces and rural tourism would have gained weight.
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the decrease in the strategic advantage of the coastal destinations is likely to have been

strong enough to compensate for the demand reduction.®®

The "leveling the playing field effect” between destinations and the increased value of the
domestic market can also explain the increased competition of the domestic market in
other parts of the world (UNWTO, 2020a; 2020b). Finally, notice that the effects
discussed in this paper are not restricted to the COVID-19 crisis period, as it is likely that
the changes in the competitive advantages and the strategic value of the domestic market
might be prolonged in time due to the fears of future pandemics and of traveling to distant

places may likely to have persistent effects (Arbulu et al., 2021).

5. Conclusion

This paper proposes a game-theoretical model that considers various destinations within
the same country by assuming two typologies, coastal (sun and sand) and rural. The model
characterizes the destinations promotion strategies on two fundamental factors, which
have substantially changed due to the COVID 19 pandemic, namely, the competitive
(strategic) advantage of the destinations and the strategic value attributed to the domestic
and international markets. The model rationalizes the destination current strategic
behaviors and provides a theoretical framework consistent with the recent evidence.

In particular, the model predicts an increase in promotion spending even in contexts of
falling demand, such as the current one, consistent with the empirical evidence on the
Southern European countries’ destinations, such as Spain. Thus, the pandemic might have
substantially reduced the strategic advantages of crowded Southern European
destinations, such as coastal destinations, and shifted strategic value towards the domestic
market, less affected by the pandemic. Altogether, the model supports the existence of a

competitive war for the domestic market between destinations within the same country,

15 A similar increase in competition for the domestic tourists’ market seems to be observed in the coastal
and crowded urban destinations of the North of Europe, yet with weaker effects in terms of competition
intensity. Notice that their strategic advantage over the rural has never been as strong as in the South of
Europe.

16



which has led to an increase in promotion spending, despite the fall in the aggregate

demand.

This competitive war is mainly justified by the "leveling the playing field effect"
generated by the change in consumer preferences towards open spaces, which is favoring
rural destinations, and decreasing the competitive (strategic) advantage that coastal
destinations had before the pandemic. On the one hand, rural destinations increased their
promotion spending because they felt that they could attract a demand that under the usual
circumstances “would not come”, even with high promotion spending. On the other hand,
coastal destinations increased their promotion spending to retain the shifting demand that
under the usual circumstances “would remain faithful”. Moreover, the increase in the
strategic value of the domestic market produced by the COVID-19 pandemic might have

also contributed to the increased competition, according to the model.

Our approach and findings may open new avenues of further research for the study of
demand shocks in touristic markets, but they are by no means the last word on the subject.
In particular, in order to obtain more granular predictions, it could be interesting to add
more destinations types and model the behavior of other economic agents like firms or
consumers, or even consider that promotion spending may produce a market enlarging
effect and positive spillovers. Regarding those agents, there are different types of touristic
operators and tourists (distinct by age group, country of origin, preferences, etc.). In this
paper, the promotion spending is carried out at the regional level (i.e., by destinations).
However, promotion spending carried out at national or at firm level are also a possibility.
For instance, if a centralized authority would decide the promotional spending, and the
objective function is the total profit of the two destinations, there would be a corner
solution, in which the promotional investment is made in favor of the destination which
creates more value. In our context, it could be also interesting to integrate the increasingly
important risk dimension in the analysis and to study potentially emerging new post
COVID-19 trends in the touristic markets.

Finally, the analysis presented in the current study is important because the COVID-19
effects on tourism markets are likely to be persistence or even permanent (Papatheodorou,
2021; Skare et al., 2021; Wut et al., 2021; Yang et al., 2020). Nevertheless, the model is
general enough and can help researchers and policymakers to better understand tourism
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market competition in the presence of shocks affecting the demand and the touristic

destinations in asymmetric ways, even after the COVID-19.
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