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Abstract: Taking a livelihood perspective to study tourism has become popular in recent years,
but as an essential part of livelihood analysis, institutional processes have not yet received enough
attention. This study focuses on the influences of formal and informal institutions on small tourism
businesses in rural areas. A case study was conducted in Hong Kong, and the entitlements framework
was adopted as an analytical tool. Based on qualitative data generated from field study, this paper
describes how different groups of residents rely on institutions at multiple levels to gain assets and
make legitimate effective use of them through operating small tourism businesses. Results indicate
that the interaction between formal and informal institutions is mediated by a variety of organisations,
particularly implementation authorities at the frontline, and determines residents’ access to assets and
the tourism market and subsequently, affects their start-up and operation of small tourism businesses.
Informal institutions play a vital role in creating a favourable situation for local residents. However,
this role may not satisfy small business owners who are non-local residents.

Keywords: small tourism business; institutions; access to assets; endowments and entitlements;
livelihood

1. Introduction

Tourism has frequently been used throughout history as an engine to facilitate economic
development in rural areas. Both local and non-local factors are responsible for shaping tourism
development [1]. An essential criterion of the success of tourism destinations in rural areas is local
residents’ support. Residents’ support, such as proactively participating in providing tourism services
and reducing obstacles to planning proposals, can smooth the tourism development process. The
perceived benefits of tourism development can be an essential driving force to gain local residents’
support. In many rural tourism destinations, local residents are accustomed to providing some very
simple and generic tourism services. Operating these small tourism businesses could allow them to
share some economic benefits of the development.

Small tourism business plays a crucial role in providing tourism services to facilitate tourism
development in rural areas. Such small-scale tourism services can provide opportunities for local
people to generate economic benefits to sustain their livelihoods in tourism destinations [2–5]. Studying
tourism from a livelihood perspective, including studying small tourism businesses, has become
popular in recent years [6–8]. However, scholars seldom shed light on the influences of institutions on
small tourism businesses, even though institutional processes are an essential component of livelihood
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analysis. Understanding the interaction of formal and informal institutions and the influences on small
tourism business is important because institutions, whether through official rules or informal norms,
influence people’s behaviour in a given community by creating incentives for certain behaviours
and disincentives for others [9]. Institutions can be a critical factor in determining whether, and in
what form, residents may participate in tourism as small business operators. This paper relies on
the entitlements framework as an analytical tool to interpret how formal and informal institutions
function together to influence people’s access to assets and their start-up and operation of small
tourism business. Using empirical studies to explore the interaction of formal and informal institutions
at multiple levels, this study helps to fill the research gap and provides guidance for policy makers
to generate more pertinent policies and regulations for promoting sustainable tourism development,
particularly in rural areas.

2. Literature Review

2.1. Institutions and Sustainable Livelihoods

While sustainable development has received widespread acclaim, it has also faced difficulties in
being implemented [10]. The sustainable livelihoods framework and approach has been advocated
by a number of scholars as a more practical way to address sustainability [11–14]. The sustainable
livelihoods framework (Figure 1) is a useful tool for analysing people’s livelihoods and has been widely
used in various fields, particularly development studies. The framework assumes that people draw on
a range of assets to carry out different strategies to achieve various livelihood outcomes [15]. Assets
are the building blocks for livelihoods, and they are categorised into five types: natural, physical,
financial, human and social capital [16,17].
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Many studies have noted that institutions and organisations play crucial roles in people’s
livelihoods because they determine people’s access to assets [11,16,18–22]. Institutions are regarded as
‘the rules of the game in society’, whereas organisations are ‘referees or players of the game’ [23,24].
A variety of formal and informal institutions mediate the access to assets [19,20,25,26]. Formal
institutions are rules under formal structures and are implemented by official entities, such as laws,
regulations and market transactions, whereas informal institutions are self-enforcing rules that are
carried out through the obligation mechanism, such as social norms and conventions [19,20,27]. Formal
and informal institutions may exist at multiple levels (see Table 1), and there are different types of
organisations in public and private sectors [16].
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Table 1. Examples of formal and informal institutions at different levels [24].

Formal Institutions Informal Institutions

International
Level

International Trade Rules that
impose trade barriers or allow

dumping of subsidised products

Political affinities which influence levels of
co-operation; Historical links between countries
manifested in favourable trading relationships

National Level
Property rights; Labour laws

(Union rights, immigration rules);
Intellectual property rights

Position and attitudes towards women;
Patron–Client relationships

Local Level Movement restrictions on
agricultural produce Rules for share-rearing or share-cropping

Under the joint efforts of formal and informal institutions, people may gain better access to assets
and generate more desirable livelihood outcomes. Getz’s [25] study in El Pozo, Mexico demonstrated
how formal and informal institutions functioned together to help farmers gain easier access to the
market to sell agricultural products and earn more cash. However, formal and informal institutions
may not always be supplementary to one another; conflicts may exist in some cases. The local
authorities of Dak Lak in Vietnam initiated a formal institution to devolve forestland to indigenous
households, but the indigenous people objected to the devolution imposed by the state and insisted on
following customary practice [28]. The conflict was solved through a concession made by the state
to allow the indigenous people to extract trees and cultivate fields for subsistence uses, while the
transport and trade of timber remained tightly controlled by authorities [28]. In some other cases, the
conflicts between formal and informal institutions were not solved, and the implementation of formal
institutions failed to achieve its goal [29].

Although the importance of formal and informal institutions is well recognised, empirical studies
have seldom been conducted to thoroughly understand how different institutions and organisations
function at multiple levels to influence access to assets and livelihood outcomes. Different versions of
the sustainable livelihoods framework [16,17,30], though widely used, oversimplify the processes of
institutions as a construct (see Figures 1 and 2).
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2.2. Studies of Institutional Processes

The roles played by institutions and organisations are complicated yet critical, because they
determine how resources can be used for different livelihood strategies. The environmental
entitlements framework (Figure 3) proposed by Leach, Mearns and Scoones [20] provides an
analytical tool to illustrate how a set of interacting and overlapping institutions, both formal and
informal, mediate people to gain access to and make use of natural resources to improve well-being.
The framework helps to understand the ways in which different individuals and groups of a community
gain capabilities, or a sense of well-being, by acquiring legitimate, effective command over resources
through endowments and entitlements [20]. In their study, endowments is defined as “the rights and
resources that social actors have”, entitlements as “legitimate effective command over alternative
commodity bundles”, and capabilities as “what people can do or be with their entitlements” [20]
(p. 233).
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The environmental entitlements framework has been widely used by scholars in different
fields [11,31–35], particularly in the field of natural resource management [28,36–39]. However,
institutional analysis in tourism literature is very limited [40]. While studying tourism from a livelihood
perspective has become more popular in recent years [41–46], institutional processes as an essential
component of livelihood analysis have not really received enough attention. Several studies have
addressed policies and regulations at the national level and their impacts on tourism development
in certain communities, but the institutional processes through which policies and regulations are
delivered remain unclear [6,47,48]. Several scholars have discussed the influences of institutional
processes and organisational structures at the community level. For example, Xu, et al. [49] analysed
the heritage conservation planning and management of Hongcun Village in China, and Funnell
and Bynoe [7] examined the outcomes of three different institutional arrangements for ecotourism
governance. However, few studies shed light on the influences of institutional processes at different
levels on small tourism businesses [50]. Given the importance of small tourism businesses as an engine
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of sustainable tourism, it is necessary to understand how formal and informal institutions interact
collectively to affect the ways small tourism businesses operate in rural areas.

3. Methods

In order to interpret how institutions and organisations function together to influence people’s
access to assets and their participation in tourism as small tourism business operators, a case study of
Tai O in Hong Kong is analysed using the entitlements framework (Figure 4).
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Tai O is a traditional fishing community located at the western waters of Hong Kong near the
Estuary of the Pearl River. As one of the oldest fishing villages in Hong Kong, Tai O is the only village
to have retained the traditional form of fishery culture and unique buildings that were eventually
promoted in rural tourism by the government [51]. The population of Tai O has experienced a serious
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decline from 4333 in 1986 to 2257 in 2011, and more than 30% of the residents are aged above 65 years
old [52]. To revitalise the community, in recent decades the Hong Kong Government has implemented
an initiative to turn Tai O into a rural tourism destination in Hong Kong, through heavy promotion and
marketing efforts. According to government projections, the number of tourists visiting Tai O could
surge to 600,000 per annum, and an increasing number of visitors could have an enormous impact
on the livelihoods of local residents [53]. An increasing number of small tourism-related businesses
are being operated by both local and non-local residents, aiming to earn a living from the increasing
number of visitors. Many properties have been turned into restaurants, stalls, and souvenir shops that
are operated by both local and non-local residents of Tai O.

Although Hong Kong has a high degree of autonomy as a special administrative region practicing
in a capitalist system, both formal and informal institutions still play a strong role in tourism
development. The analysis of the Tai O case provides a more thorough understanding of the influences
of institutional processes on small tourism business operations in rural areas.

Qualitative research methods, including participant observation, unstructured and
semi-structured interviews were adopted as the dominant methods for this study. Two field
studies were administered in February and August 2015 to gain an in-depth understanding of the
roles of institutions at multiple levels, and interviews were conducted with small tourism business
operators, government officials at different administrative levels, members of rural committees, staff
from different non-governmental organisation (NGOs), and representatives from the Chamber of
Commerce (Table 2). The authors resided in the study area for two weeks during each field study
period to observe the operation of small tourism business and interview stakeholders to gain first-hand
data for this study. Unstructured interviews were conducted with a number of local residents to
gain understanding of tourism as a livelihood option in the community. This was followed by
semi-structured interviews with 22 selected interviewees (Table 2). There were 141 small tourism
enterprises in Tai O, which covered a wide range of business types, such as snack shops/stalls, dried
seafood shops/stalls, restaurants, souvenir shops, boat tours, and B&Bs [51]. Most of the interviewees
in this study were small tourism business operators from different business types. The founders
and senior management of local NGOs and the chairman of a local indigenous association were also
interviewed to glean other stakeholders’ views for this study. The preliminary data analysis was
conducted after the first round of fieldwork, and new questions derived from the data were answered
in the second round.

Table 2. List of interviewees of this study.

Case Interviewee No. Description

Tai O

T01 Herbal tea stall operator
T02 Snack shop operator
T03 B&B and café operator
T04 Snack shop operator
T05 Chairman of Tai O Rural Committee; Indigenous

inhabitant representative in Tai O Rural Committee
T06 Founder of a local NGO
T07 Snack and dried seafood shop operator
T08 Snack shop operator
T09 Snack stall operator
T10 Souvenir shop operator
T11 Snack stall operator
T12 Souvenir shop operator
T13 Seafood hawker
T14 Snack hawker
T15 Boat tour operator
T16 Seafood hawker
T17 Director of an NGO; Supervisor of a social enterprise
T18 Snack shop operator (outsider)
T19 Dried seafood shop operator
T20 Social worker of an NGO
T21 Snack shop operator
T22 Employee of a social enterprise
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4. Results

Gaining access to property or public space (e.g., streets, pavements, or the plaza) to set up
a stall is an important step in starting up a small tourism business. However, gaining access to
property or public space may not be easy as it appears. In rural communities, different formal and
informal institutions mediate people’s access to this physical capital. Sometimes, an unfair distribution
mechanism may lead to conflicts among people running small tourism businesses. From a livelihood
perspective, the case study of Tai O in Hong Kong reveals that the possession of physical capital is
as important for operating small tourism businesses, as the possession of financial, human and other
types of capital. However, to achieve livelihood outcomes, it is more important to make effective use
of the assets with which people have been endowed. These processes are also influenced by formal
and informal institutions [51].

Based on the information obtained from the fieldwork in Tai O, Hong Kong, institutions at
multiple levels that mediate the endowments, entitlements and improvement of capabilities and
well-being are presented in Table 3.

Table 3. Endowments and entitlements in the case study of Tai O.

Livelihood Assets: Property or Public Space (e.g., Streets or Pavement) as Physical Capital
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4.1. Endowments

In Tai O, people gain rights over property with the help of different institutions at the macro- and
micro-levels (See Table 3, Institutions in Process I). For residents who use their own property to run a
small tourism business, their access to property is affected by institutions at the macro-level, including
the Buildings Ordinance [54], the squatter clearance policy and relevant regulations [55,56]. However,
the conventional practice of building houses in the public space along the waterfront also influences
residents’ possession of property. It is common for Tai O residents living on the waterfront to build
their houses above the water. This practice has been adopted for more than a hundred years, and the
unique architecture, namely, stilt houses, has become a tourist attraction of Tai O [57]. While the land
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and public space occupied by residents belong to the government, the unauthorised building works
are seldom penalised by the Building Department (Interviewee T01 & T02, 10 February 2015). The
conflicts between formal and informal institutions are solved by the authority’s toleration. As a result,
residents who would like to use their own property to run tourism businesses can expand their houses
by building terraces to hold an outdoor snack shop or café (Interviewees T03 & T04, 10 February 2015).

Regarding people (both residents and outsiders) who rent or borrow others’ property to conduct
tourism-related activities, their access is mediated not only by the policy and ordinances at the
macro-level, but also by different property leasing mechanisms and customary property borrowing
mechanisms as institutions at the micro-level. The property-leasing mechanism between Tai O Rural
Committee and local residents could be considered as a mix of both formal and informal institutions.
The rural committee managed the leasing of certain confiscated properties on behalf of the government,
but this leasing did not completely follow market rules, as priority and preferential rights were given
to local residents (Interviewee T05, 12 February 2015). Customary leasing and borrowing mechanisms
were also popular in Tai O. As a key informant commented,

“Tai O is a small and close-knit community. We don’t have real estate agencies here, and the leasing
business depends on the spread of leasing information through word of mouth in the community.”

(Interviewee T06, 12 February 2015)

It is common for snack shop operators to rent shops through kinship and friendship networks at
a preferential price, or even to use an idle property for free (Interviewees T07, T08 & T09, 12 February
2015). Some snack hawkers have set up stalls in front of friends’ or relatives’ shops without paying a
user fee (Interviewees T10 & T11, 13 February 2015).

“This is the property of my Uncle that I do not need to pay rent as he was not living in Tai O
anymore and allows me to use his property for small business.”

(Interviewee T11, 13 February 2015)

For residents who use public space to run tourism-related businesses, their access to the public
space is also influenced by institutions at the macro- and micro-levels. At the macro-level, the Hawker
Regulation and Summary Offences Ordinance have been promulgated as formal institutions to regulate
hawking activities [58,59]. However, these regulations have not been strictly followed in Tai O because
they are contradictory to the institution at the micro-level: the conventional use of public space.
Because of the prosperity of the salt and fishing industries, the market in Tai O was firmly established
more than a century ago [60]. Hawking on the streets has been a conventional practice for a long
time [61] and currently remains common. Although the government has announced the Hawking
Regulation, there remain many unlicensed hawkers selling different kinds of things, such as vegetables,
fish and goods, on the streets of Tai O. Because of the development of tourism, an increasing number
of unlicensed hawkers have conducted tourism-related business in the past decade (Interviewee T12,
16 February 2015). Unlicensed hawkers mentioned that they were occasionally, but not often, caught
by the Hawker Control Team (Interviewees T13, T14, T15 & T16, 16 February 2015), because unlicensed
hawkers have friends or relatives who tip them off, and help the hawkers to hide from the Hawker
Control Team (Interviewees T14 & T17, 16 February 2015), and also because of the relatively loose
enforcement of hawker regulation in Tai O. Interviews with residents, outsiders and staff from different
community organisations confirmed that enforcement of the Hawking Regulation in Tai O is looser
than in urban areas (Interviewees T17, 16 February 2015; T18, T19 & T20, 17 February 2015). The
officers of the Food and Environmental Hygiene Department even tolerated shop owners and hawkers
setting up stalls on the sidewalks in front of the shops to sell goods. As long as the hawkers gain shop
owners’ permission and remain on the sidewalks without blocking the roads, the Hawker Control
Team rarely interferes with their peddling (Interviewees T01, 10 February 2015; T10, 12 February 2015
& T21, 17 February 2015).
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“Government officers seldom patrol around. They do not usually stop illegal hawkers selling
souvenirs in the public space even though they have patrolled. This definitely affects our business,
as they can sell cheaper than me.”

(Interviewee T10, 7 August 2015)

The remoteness of Tai O and this relatively loose enforcement allows the conventional use of
public space to continue as an informal institution at the micro-level.

4.2. Entitlements

When people gain the rights to use property or public space, institutions at the macro-, meso- and
micro-levels (see Table 3, Institutions in Process II) help them to make legitimate and effective use of
this type of asset to conduct different livelihood activities. At the macro-level, the government’s policy
and fiscal instruments provide incentives for NGOs to play an active role in delivering social services.
Under these formal institutions, NGOs in Tai O can mediate institutions at the meso-level to facilitate
residents to gain income by using their endowments. For example, for some residents who would like
to provide accommodation for tourists in their stilt houses, NGOs help them to establish and expand
trading networks. NGOs play a similar role as travel agencies. On the one hand, they have recruited
a few stilt house owners to form a supplier network. On the other hand, they use their connections
with different social groups outside Tai O (e.g., schools and companies) to promote accommodation
in the stilt houses as a type of experience activity (Interviewees T17, 16 February 2015; T20 & T22,
17 February 2015).

“Our organisation provides help in lining up with stilt houses’ owners to organise experiential
tourism activities for visitors to allow outsiders to learn about the traditional living culture of the
Tai O people.”

(Interviewee T20, 17 February 2015)

Through NGOs’ assistance, trading networks have been established between stilt house residents
and tourist groups. Regarding people who operate other tourism businesses, tourism promotions
initiated by the Tai O Rural Committee, NGOs and a membership organisation help to increase
business opportunities and establish and expand trading networks. By using property and other types
of capital, people can gain revenue through their participation as small tourism business operators.

People need to rely on different combinations of assets to operate small tourism businesses.
Therefore, gaining access to property or public space is not enough; people also need to obtain other
assets. Conventions of mutual support among kin and friends are informal institutions that function at
the micro-level to help people gain access to human and financial capital. People may also need to
rely on an intra-house bargaining arrangement for labour supply. For example, some elderly people
may need to take care of their grandchildren, in addition to running their small tourism business. This
group of participants needs to discuss labour arrangements with family members. NGOs’ workshop
arrangement also facilitates residents obtaining additional human capital (e.g., skills and knowledge)
and social capital (e.g., social resources derived from expanded social networks) to participate in the
tourism industry.

4.3. Improvement of Capabilities and Well-Being

After utilities are obtained through the effective use of assets, the use of revenue to contribute to
social actors’ capabilities and well-being may also be influenced by institutions. At the micro-level,
families need to decide their expenditure priority for improving capabilities and well-being. In Chinese
society, choosing education as an expenditure priority is a norm. In the Tai O case study, this also
becomes an informal institution. Many of the respondents believe that by improving their children’s
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education, the family’s future capabilities and well-being would improve. Therefore, most parents
in the community tend to seek better education opportunities for their children by sending them to
schools in urban areas.

5. Discussion and Conclusions

While conflicts between formal and informal institutions are not uncommon in natural resource
management projects in rural areas [25,28,29], the case study in Hong Kong suggests that institutional
conflicts are also a common phenomenon when developing tourism in rural communities. The case
study reveals that gaining access to property or public space as physical capital is crucial for local
residents to participate in tourism-related activities. Access to this type of resource is mediated by both
formal and informal institutions at multiple levels. When government regulations on buildings and
hawkers as formal institutions contradict long-established conventions, implementation authorities at
the frontline become essential to determine whether, and to what extent, local conventions as informal
institutions can continue to function; this further influences the forms in which residents are allowed
to take part in, and benefit from, tourism as small business operators and who may be in a more
favourable position to start up a small tourism business.

In the case of Tai O in Hong Kong, because frontline officers made compromises in dealing with
the conflicts by laxly implementing regulations, local residents who did not have enough start-up
capital to open a shop were still able to participate in a less formal way, such as operating a stall or
hawking on the street. Although local residents generally have less funding support and business
skills than outsiders, their easy access to physical capital (i.e., property or public space) has paved the
way for some of them to start up small tourism businesses. In Hong Kong, even in the rural community
of Tai O, access to property is difficult, as the costs of selling or renting property are expensive. Renting
a property for business can erode a large portion of business revenue. The accessibility of property
that could be converted into a small tourism business premises provides a great advantage for the
local residents of Tai O to sustain their livelihoods through tourism. Such a favourable situation
enhances local residents’ competitiveness, even though they are less knowledgeable than outsiders in
business operations.

In addition, allowing informal institutions to continue functioning in the community creates a
favourable environment for local residents’ benefit. Local residents who do not have premises for small
tourism businesses can easily rent property from others in the community because they have tight
relationships with individuals in the village and because premises owners would prefer to lease their
properties to those with whom they are more familiar or share close relationships, such as relatives
and friends. The Rural Committee could also play a vital role in allowing local residents to obtain
access to property for the establishment of small tourism businesses. On the contrary, outsiders may
face difficulties in setting up small tourism businesses in such rural communities, as gaining access to
property for a business could be an issue for them to start up their businesses unless they are able to
pay a higher rent. The role of informal institutions is therefore to balance the risks and opportunities
of both local residents and outsiders in small tourism business development, which could ensure
that local residents benefit from tourism development and avoid economic leakage from the local
community. However, the hidden benefits of informal institutions for local residents may present
another sensitive issue in relation to fairness in rural communities. This may trigger conflict between
local and outside small business owners [28]. Outsiders may take further action to stop unfairness by
promoting the stricter enforcement of formal institutions, for example, by complaining to organizations
responsible for implementing formal institutions (e.g., law enforcement agencies) about addressing
illegal hawkers and unlawful business operations by local residents.

The distribution of tourism benefits in a community has long been a concern in tourism
studies [3,62,63]. Although tourism benefits are more likely to be kept in the destination through the
promotion of small tourism businesses [4,64], the disadvantaged group in a community may have
difficulty taking part in tourism as small business operators. This study reveals that local residents rely
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more on informal institutions to gain access to assets when they cannot benefit from formal institutions.
This indicates that the government departments, particularly the law enforcement agencies at the
frontline, are more powerful. They can make discretionary decisions regarding whether, and to what
extent, informal institutions are allowed to continue to function when there are conflicts between
formal and informal institutions. Therefore, when small tourism business is encouraged as a tool to
boost the local economy, the local government needs to pay attention to the existing and potential
conflicts between formal and informal institutions that mediate residents' access to assets required for
running small tourism businesses. These conflicts should be tackled cautiously; otherwise, they could
lead to the further inequality of tourism benefits.

Through the empirical study, the authors have demonstrated the usefulness of the entitlements
framework in understanding institutions’ influences on small tourism business. However, this paper
fails to address certain questions. The analysis shows that, during the operation of small tourism
businesses, different organisations are involved in affecting business owners’ access to the tourism
market. This study focuses only on the role played by the authorities; further studies should explore
the roles of other organisations and their relationships with institutions. Additionally, whether the
findings of this empirical study are applicable to other regions is a question that also needs to be
further explored.
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