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Abstract - The purpose of this study is to conduct a theoretical analysis of the effect of environmental regulations on 
innovation and destination competitiveness. It intends to answer several questions; principal among them is, does the 
regulatory framework for environmental sustainability at a destination spur innovation and ultimately enhance destination 
competitiveness? There is often the concern that strict environmental regulations may hinder the development of any 
industry and may erode competitiveness as discussed by Porter and van der Linde (1995); Forsyth (1997) Russell, Lafferty 
and Loudoun (2008) which results in non-compliance to mandatory regulations.A critical focus of the study will be the 
application of Porter’s hypothesis to the framework for environmental regulation in the tourism sector.The main outcome of 
this research will therefore, be to examine responses of the industry to the need for environmental regulations and the 
possible impact of these regulations on innovation and competitiveness. This study has implications for policy since it will 
help to frame the discourse on environmental regulation in a manner that is constructive. 
 
Index Terms - Sustainable Tourism, Environment Sustainability, Regulations, Innovation, Competitiveness 
 
I. INTRODUCTION 
 
The tourism industry is one of the fastest growing 
economic sectors in the world with business volumes 
surpassing that of oil exports,  food products or 
automobiles (UNWTO, 2015). Tourist destinations 
now exist in a reality of hyper-competition where the 
customer has more travel choices than ever. One 
critical consideration therefore, as part of the 
destination management strategy, is to encourage 
investment in product improvement, while balancing 
this with the need to ensure competitiveness and 
sustainability. There is often the concern that strict 
environmental regulations may counter to this 
objective and may erode competitiveness as discussed 
by Porter and van der Linde (1995); Forsyth (1997) 
Russell, Lafferty and Loudoun (2008) which results 
in non-compliance to mandatory regulations. As such, 
tourism regulations are often based on a combination 
of legal and non-legal rules inclusive of certification 
programme, sustainability recognition and awards, 
and legislation.  Some operators prefer self-regulation 
based on rules and standards that they feel are 
important to their businesses while the government, 
on the other hand, may institute strict regulationsin 
order to protect the image of the destination and to 
ensure the development of a quality product that is 
globally competitive. 
The researcher therefore, intends examine the 
regulatory regime posed by governments: 

 To determine the association between 
environmental regulation and destination 
competitiveness 

 To analyse and evaluate the response of 
environmental regulations on the tourism 
industry to ascertain if these resulted in 
increased innovation. 

 
II. ENVIRONMENTAL REGULATIONS, 
COMPETITIVENESS AND SUSTAINABILITY 
 
Sustainable tourism is defined as “Tourism that takes 
full account of its current and future economic, social 
and environmental impacts, addressing the needs of 
visitors, the industry, the environment and host 
communities” (UNEP & UNWTO, 2005).The scope 
of sustainable tourism therefore, extends to issues 
beyond the natural environment and “include[s] 
meeting the needs of both visitors and host 
communities and protecting and enhancing tourism 
attractions for the future as part of a national 
economic resource” (Edgell, 2006; p. 15). As such, 
standards for sustainable tourism address a wide 
range of issues including social accountability, 
cultural, environmental, quality and destination 
resource protection concerns (Font and Bendell, 
2002).  Jayawardena, Patterson, Choi & Brain (2008) 
state that sustainable tourism strives to balance the 
short-term drive towards profit with a long-term 
commitment to environmental protection.  To this 
end, the tourism industry’s response to the need to 
balance development with their impacts has been the 
application of the principles of sustainability. This is 
evident in the drafting of Agenda 21 for the Travel 
and Tourism Industry and the Earth Council in 1996 
(Hospitality Going Green, 2008), along with the 
initiatives of the Global Sustainable Tourism Council 
(GSTC). 
 
Porter and van der Linde (1995a) identified that 
environmental regulations get grudging acceptance 
since it is believed to erode competitiveness. “The 
prevailing view is that there is an inherent and fixed 
trade off: the ecology versus the economy.” (ibid; p. 
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120). In examining the tourism industry, Williams 
&Ponsford (2009) describes this as a “resource 
paradox” in that tourism depends on sensitive natural 
resources and environments yet should be concerned 
with the protection of these resources to sustain 
competitiveness.  Porter and van der Linde (1995a) 
present the hypothesis however, that “properly 
designed environmental standards can trigger 
innovation that lowers the total cost of a product or 
improve its value”. The main argument presented is 
that firms can actually benefit from more stringent 
regulations which will stimulate innovation and drive 
competitiveness.  Additionally, the researchers state 
that in the new paradigm of dynamic competitiveness 
“the internationally competitive companies are not 
those with the cheapest inputs or the largest scale, but 
those with the capacity to improve and innovate 
continually” (Porter and van der Linde, 1995b). They 
further explain that properly crafted environmental 
regulations may serve six (6) purposes: 

1. It may signal companies about likely 
resource inefficiencies and potential 
technological improvements. 

2. If focused on information gathering, it may 
achieve the major benefits of raising 
corporate awareness 

3. May reduce uncertainty that investments to 
address the environment will be valuable 

4. Creates pressure that motivates innovation 
and progress 

5. Levels the transitional playing field 
providing a buffer until new technologies 
become proven and learning effects reduce 
their costs. 

6. In cases where there is incomplete offsets, 
regulations will be necessary to improve 
environmental quality. (Porter & van der 
Linde, 1995b; pp. 99-100) 

 
III. REGULATIONS AND INNOVATION 
 
Porter and van der Linde (1995b) state that 
“innovations in response to environmental regulations 
can take two broad forms… companies simply get 
smarter about how they deal with pollution once it 
occurs…” or they focus on addressing 
“environmental impacts while simultaneously 
improving the affected product itself and/or related 
processes.” (pp. 100-101). These changes resulted in 
“innovation offsets” which may result in savings that 
“can exceed the cost of compliance” (p.101).  Two 
types of innovations offsets are identified; product 
offsets which occur when “environmental regulations 
… creates better performing and higher-quality 
products, safer products, lower product costs … and 
process offsets which occurs when environmental 
regulation … results in higher resource productivity” 
(ibid. p.101).  The result, therefore, is a win-win 
situation for both industry and regulators. 
 

The concept of innovation is therefore, not limited to 
the inventions or the development of new products 
(Hjalager, 1997). To this end, there are different types 
of innovations including product or service 
innovation which refers to changes that are perceived 
as new by customers and that may influence their 
decision to purchase; process innovation aimed at 
increasing efficiency and productivity; managerial 
innovation aimed at improving internal process by 
motivating and empowering staff, and providing 
adequate compensation; management innovation  
referring to strategies used by destination 
management entities, tourists boards and individual 
enterprises to attract new markets and build their 
brands; and institutional innovation which is a new 
embracing collaborative/organisational structure or 
legal framework that efficiently redirects or enhances 
the business in certain fields of tourism (Hjalager, 
2010; pp: 2-4). Innovation is therefore, one of the 
agents that results in increasing competitiveness. 
Innovation to comply with environmental regulation 
often improves product performance or quality 
(Porter & van der Linde, 1995b; p. 101). It may also 
present businesses with the early mover advantage 
which allows them to command premium prices for 
“green” products and open new market segments 
(Porter & van der Linde, 1995b; p. 104) 
 
IV. COMPETITIVENESS IN THE TOURISM 
INDUSTRY 
 
At the micro level, competitiveness may be achieved 
when a firm’s financial returns are above the average 
returns for its industry (Aigner &Lloret, 2013). 
Actions of the firms/businesses within a destination 
may therefore, influence its ability to be competitive. 
To achieve and sustain destination competitiveness, 
innovation is becoming an increasingly popular 
theme in the tourism industry (Hall, 2009). The 
definition and perspective on competitiveness varies 
between the destination/national level, and the firm 
level. According to Ritchie and Crouch (1999; p. 140) 
competitiveness is a simple concept about which 
there is little disagreement.  The challenge with the 
concept however, arises when attempts are made to 
measure competitiveness.  Dwyer and Kim (2003) 
states that competitiveness involves a complex 
process of social, political and institutional change 
that is not generally supported by any one theory. 
 
Macro perspectives examines competitiveness from 
the country level with the ultimate goal of improving 
real income in communities (Dwyer & Kim, 2003). In 
support of this perspective, Williams and Morgan 
(2012) posit that competitiveness speaks to the most 
productive use of a country’s resources. The 
researchers identify the focus on a few variables such 
as exchange rate or GDP as a common mistake made 
by economists in defining competitiveness at the 
national level.  These instead, are symptoms of 



International Journal of Management and Applied Science, ISSN: 2394-7926                                                 Volume-4, Issue-9, Sep.-2018 
http://iraj.in 

The Effect of Environmental Regulations on Competitiveness and Innovation in the Tourism Industry – A Theoretical Assessment 
 

68 

competitiveness.   According to Williams and 
Morgan, (2012), for competitiveness, everything 
matters.  Competitiveness of an economy matters 
since it forms the basis for the prosperity of the nation 
(Williams & Morgan, 2012; p. 48). 
 
Conversely, Krugman (1994; 2011) cautions that 
comparing the competitiveness of a nation to that of a 
corporation is incorrect. “If a corporation cannot 
afford to pay its workers, suppliers and bondholders, 
it will go out of business… Countries on the other 
hand, do not go out of business” (p. 31). The bottom 
line for corporations is actually their bottom line 
while though a country may be “happy or unhappy 
with their economic performance” there is no well-
defined bottom line. “As a result, the concept of 
national competitiveness is elusive (p. 31). 
 
In the tourism business where destinations are in 
competition for the individual traveller, the win-lose 
scenario that Krugman (1994) identifies as a 
“dangerous obsession” for nations may be a reality to 
destination managers who face similar challenge of 
corporations to make themselves (their products) 
more attractive to the individual consumer.A 
destination’s ability to truly be competitive musttake 
into account its social, cultural, political, 
technological and environmental strengths (Ritchie & 
Crouch (2003).  A destination’s competitiveness 
refers to its: ability to increase tourism expenditure, 
to increasingly attract visitors while providing them 
with satisfying memorable experiences, and to do so 
in a profitable way, while enhancing the well-being 
of destination residents and preserving the natural 
capital of the destination for future generations (p. 2). 
 
Destination competitiveness is influenced by 
globalization as tourism is an industry built around 
the concept of nation-state where each destination has 
its proper institutions, political systems, economic 
needs and socio/cultural capital, yet they all compete 
with each for the wealth and status that tourism can 
create (Nasser, 2012).  Their success depends on 
ensuring that “their overall attractiveness, and the 
integrity of the experience they deliver to visitors, 
must be equal or surpass that of the many alternative 
destination experiences open to potential visitors” 
(Crouch & Ritchie, 1999; p. 139). 
 
V. INDUSTRY RESPONSE TO REGULATIONS 
 
Regulating the tourism industry presents a complexity 
because of the nature of tourism; the main product of 
recreation, which is intangible and a composite of 
many industries, is varied and experienced differently 
by each customer (Forsyth, 1997).  Hence, the uptake 
in implementing sustainability practices is slow. 
“Businesses, consumers and regulatory bodies treat 
the implementation of sustainability principles and 
practices as ‘hot potato’, claiming that others have 

principal responsibility for making sustainable 
tourism happen” (Williams &Ponsford (2009).  
Further, the role of the government is important since 
they can use regulations to reign in unsustainable 
behaviour (ibid, 2009; p. 400). Conversely, in small 
developing countries such as those in the Caribbean, 
which are tourism dependent, it was found that 
theyare often reluctant to introduce and enforce 
regulations for fear that this may be a deterrent to 
investors (Hospitality Going Green, 2008). 
 
Van Rheede and Blomme (2012) found that the 
tourism industry in the Netherlands has taken 
responsibility for environmental sustainability 
through focusing on energy, waste and water usage. 
The study used the stakeholder theory, with hotel 
managers and guests selected as the subject. From the 
perspective of both hotel managers and guests, there 
was a heavier emphasis on addressing environmental 
sustainability and less on social sustainability through 
corporate social responsibility (CSR). Of note 
however, the scope of sustainability practices 
appeared to be “limited and … only considered if it 
leads to a direct economic advantage”. Sustainability 
was therefore, identified as a means of saving 
businesses money (van Rheede&Blomme, 2012). 
 
Haase, Lamers&Amelung (2009) underscore the 
importance of a “robust and adaptive” governance 
regime for tourism in Antarctica, inclusive of 
regulations to protect the integrity of that 
environment. The researchers’ emphasis, however, 
was on a self-regulatory regime to govern the 
activities of tour operators in the area.Whether 
companies are responsive to government regulations 
is often influenced by their perceptions of the 
regulations and their perceptions of the regulatory 
agency (Russell, Lafferty and Loudon, 2008).  This 
study conducted in Eastern Australia, found that in 
cases where tour operators had a positive perception 
of the regulations and the regulatory agency, 
management's approach to implementation was more 
proactive rather than reactive.  Those companies 
identified as proactive not only implemented set 
standards but went above what was required to stay 
ahead of the regulators (ibid, p. 133).  This appears to 
support the assertion that those companies that 
choose to respond positively to regulations often 
found ways to be innovative which ultimately 
enhances “resource productivity” and makes 
companies more competitive (Porter and van der 
Linde, 1995b). 
 
 
CONCLUSION 
 
The importance of a robust regulatory framework to 
achieve sustainability cannot be overstated.  Despite 
challenges defining ownership of the responsibility 
for implementations of sustainability initiatives it is 
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critical that destination recognise that there is value in 
implementation. Critically, this can beused by 
governments to positively influence behaviour and 
chart the course for the development of the tourism 
industry. Most importantly, if applied correctly, an 
effective, robust regulatory framework may spur 
innovation within the industry and increase the 
competitiveness of the destination. In the age of 
increased competition and choice, this should be a 
major consideration for destination managers and 
marketers as they continue to develop and position 
their destinations in the minds of consumers. 
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