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INTRODUCTION.

The history of hospitality as a source of income began in ancient times,
when travelers were searching for a lodging for the night and stayed in guest
houses and taverns. Now people have many ways to travel and are able to choose
the type of accommodation they want: luxury hotels, hostels, mini-hotels etc.
While hotels satisfy all the customers’ needs by offering luxurious and expensive
holidays and hostels are aimed for budget tourists, who need a bed and basic
facilities, mini-hotels occupy a boundary position.

Mini-hotels are considered as places for a short stay with small number of
rooms and services. Most of them are unfamiliar to the average consumer, whereas
luxury hotel brands, like Hilton and Marriott, are known all over the world. The
reason for it is lack of customer loyalty in mini-hotels. One of the biggest problems
of mini-hotels is unawareness of customer and the lack of marketing promotion,
which reduce the probability of customer’s return.

Loyalty programs play a huge role in a marketing strategy building.
Thereby, the introduction of loyalty programs into mini-hotel strategy is still a
burning issue. On the one hand, it helps to encourage regular customers and
convince the other ones to repurchase. On the other hand, loyalty program can
serve as a source of statistical data for identifying problem areas.

The aim of the research is to assess the expediency of loyalty program

implementation in mini-hotels in Moscow. To achieve the goal, the following tasks

were set:
1.  To describe the tourist flow of Moscow.
2. To reveal the factors, influencing the repeated purchases in
mini-hotels.

3. To identify the problems faced by mini-hotels in Moscow.
The object of the study is mini-hotels segment in Moscow. Mini-hotel is a
hotel with number of rooms less than 50. The detailed characteristics of this
accommodation type is presented in the second chapter. The subject of the study is

the necessity of loyalty program introduction into mini-hotels in Moscow.
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Theoretical background.

During the research, the literature of Russian and foreign authors was used,
as well as the materials of periodicals.

The term «loyalty» was considered in the most of works devoted to
customer loyalty. The basic theories were offered by P. Kotler, B.R. Barringer and
R.D. Ireland, G.S. Day, D. Aaker, A.S. Dick and K. Basu, A. Kuusik. However,
some scholars have opposite views about the meaning of “loyalty”

With the developing of loyalty topic, three main aspects of loyalty were
identified in R.L. Oliver, K.L. Ahluwalia, C. Moorman and M.D. Johnson’s works.
These academics put an end to the disputes about the meaning of the term
“loyalty” and united the popular theories in a model of three aspects: attitudinal,
behavioral and cognitive.

Nevertheless, there is a huge gap between domestic and foreign works, as
Russian direction began to develop much later. In this work, the models, developed
by foreign scholars, were taken a basis. The issues about loyalty models were
characterized in works of A.S. Dick and K. Basu, W. Reinartz and V. Kumar.

The quantitative method of research is explained by the need to analyze
tourists’ opinions about their stay in Moscow and their views about loyalty
programs. The method applied was online survey in Google forms. The sample
was 126 respondents.

The research paper consists of an introduction, three chapters, conclusion
with recommendations, references and appendixes. There are 67 pages, 21
pictures, 8 tables, 74 literature resources and 4 appendixes. In the first chapter, the
theoretical aspects of customer loyalty are characterized. In the second chapter,
Moscow hotel industry review is presented. In the third chapter, the results of

online survey are described and analyzed.



CHAPTER 1. THEORETICAL ASPECTS OF CUSTOMER LOYALTY.

From ancient time the bargainers tried to satisfy their clients proposing
goods for their needs and wishes. The sellers knew their regular customers and
provided special offers such as discounts and better products. That method helped
early businessmen to stay afloat in case of growing competition and have a finance
shield in the event of decreasing demand and bankruptcy. When the supply
overtook the demand, small shops became corporations, a seller and a buyer
stopped interact directly and know each other by sight. Therefore, people needed
another way to show their favor to clients.

In the end of 18™ American entrepreneurships invented the first “bonuses” in
the form of copper tokens, which were given for purchase and could be used for
the next visit. However, they quickly realized, that coins were too much expensive
to make and replace them with stamps to reward loyal retail clients in 1891. The
modern loyalty programs appeared in the beginning of 20" century in the USA,
when Betty Crocker launched the box top program. The point was that consumers
detach upper part of a box and send via mail as a claim of purchase and win prizes
[65]. We can associate it with the Coca-Cola campaign, where people send bottle
caps and get white toy bear or money on the phone account.

American Airlines in 1981 introduced the most well-known loyalty program
(AAdvantage), when allowed customers to earn “miles” and then pay by them. In
the meantime, there are over 50 million members of a Frequent-Flyer Program.
That marketing strategy came to the hotels in 1983 with Marriott’s Club Marquis
[73] and then became one of the first coalition loyalty program (“a loyalty card
system that offers incentives to customers of two or more businesses in return for
allowing those businesses to collect user data’) [66].

Despite the fact, that loyalty, primarily, is associated with those two spheres
above, the percentage pf people, who participated in the programs [67], are less
than 30%, while product retail, for instance, has 57% (Appendix 1). Yet, when


https://ru.wikipedia.org/wiki/Marriott_International
http://searchcrm.techtarget.com/definition/loyalty-card-program
http://searchcrm.techtarget.com/definition/loyalty-card-program

speaking about reward programs, the association with hotels and airlines emerged
first.

1.1. Definition of customer loyalty.

The research of customer loyalty is clearly related to the appearance of first
rewards programs in the beginning of XX century.

The word “loyal” itself means “faithful and devoted to something or
someone”, obviously, it signifies much more in business than in daily life. The
term of this phenomenon evolved over the past half century and, according to B.R.
Barringer and R.D. Ireland (2009), became a valuable asset of any company [12].
Nevertheless, there is still no consensus on what it exactly means. G.S. Day in
1969 considered loyalty as repeated purchase and this idea was developed by
several advocates of this approach [18]. However, this approach does not stand up
to closer examination as there are no explanation of the reasons for regular buying.

The alternative standpoint offered by D. Aaker (1991) implied that brand
loyalty showed clients’ readiness to change their choice [8]. His predecessors
measured loyalty by indexes based on attitudinal and behavioral aspects (Lutz and
Winn, 1974) [31]. B. Wernerfelt pointed out, that consumers were loyal, because
they had a reason to be. He also provided a concept of “cost-based brand loyalty”,
where brand utilities had a positive impact on brand preferences [40].

Needless to say, that all experts treated loyalty from different sides. Since,
some theorists define loyalty as fundamental emotional commitment, depending on
non-purchase factors, such as altruism (helping the service firms or people) and
advocacy (i.e. desire to recommend) [17], willingness to pay a premium, or
“continued silence in the hope that things get better” (Watson G. et al., 2015).
Moreover, some of scholars scrutinize loyalty in terms of target and temporal
orientation [39]. As for target, they imply the issue of whom the client is loyal to
(i.e. a firm or a salesperson), while also temporal orientation entails how loyalty is

measured: as future predictions or previous experience. For example, people can be



asked to recall last time being loyal or assess their intentions (Ailawadi et al. 2008;
Davis-Sramek et al. 2009; Johnson et al. 2006; Wagner et al. 2009).

Despite the huge variety of works dedicated to customer loyalty, there is no
compromise solution in finding universal method of determining this phenomenon.
Nevertheless, there are some widely accepted theses such as dimensions,

antecedents and outcomes of loyalty, which will be covered further.

1.2. The dimensions of loyalty.

There are two approaches to customer loyalty: stochastic and deterministic.
First one addresses the concept to observable behavior, specifically past purchases.
The second view is about loyalty as an attitude, which is configured by values and
beliefs (Harmeen S. and Harsandaldeep K., 2015). As seen in the previous section
of the paper, the first definitions of loyalty comprised only stochastic approach,
later attitudinal component appeared. Recent research admitted the necessity of
multidimensional principal, where true loyalty was concerned to be a composition
of attitude and behavior.

Behavioral aspect shows as repurchase intention, when client’s purpose is to
support relationship with exact company and conclude the next purchase just at
that spot (Jones et al., 2000). Several advocates of this approach supposed that
loyalty was measured by proportion of purchase (Cunningham, 1956), purchase
sequence (Kahn et al, 1986) and probability of purchase (Massey et al, 1970). The
theory is “convenient” to businessmen as they can count their profit from such
“loyal” clients. Frequent buying directly increases the revenue of the firm and
shows customer’s ability to support it (Watson G. et al., 2015). The main problem
is that managers fail to separate the loyalty and necessity. For instance, people
need direct flight, which is conducted by only air company. The clients seem to be
loyal, but in fact they would change preferences immediately if given the chance
(Keiningham T. et al., 2007). Therefore, there could be another reason for loyal

behavior and attitudinal aspect was taken into account.



Attitudinal concept refers to creating association between an object and
evaluation. According to K.L. Ahluwalia (2000) and C. Moorman (1992), people
use information to form the attitude. R.L. Oliver (1999) considered attitudinal
loyalty as a cognition that advantaged a specific object and a strong opposition to
external factors. Like a shield, positive attitude defends our business offer from
competitors’ invasion (Ahluwalia, 2000). The degree of attitudinal differentiation
and attitudinal strength compile the individual’s relative attitude with regard to
entity, where the highest ratio is reached by strong differentiated attitude (Dick and
Basu, 1994). By relative attitude Dick and Basu (1994) understand “the degree to
which the customer's evaluation of one product or brand dominates that of other
alternatives” [19]. While behavioral loyalty results from habits and situational
drivers, attitudinal one is based on positive previous experience (Johnson et al.
2006). Thus, the hypothesis is not universal, because attitudinal loyalty is based on
conformity and can be only aspirational, that prevents from actual purchases and
effect on performance weakly (Berger and Heath, 2008), the same cannot be said
for behavioral aspect.

The latest studies offered the third dimension — cognitive element. From that
point of view, loyalty is premised on “conscious evaluation of brand attributes or
the conscious evaluation of the rewards and benefits associated with repatronage”
(Jones T. and Taylor S., 2007). This notion includes several forms:

e price tolerance: the maximum price satisfied customers are willing to
pay or tolerate before switching (Anderson, 1996).

o first choice (Ostrowski et al., 1993)

e top of mind: brand emerging in customers’ minds when thinking
about industry or product (Dwyer et al., 1987).

e exclusive consideration (Gremler and Brown, 1996): make no
selection when needing special product or service, have prior brand.

All in all, the multidimensional approach seems to be theoretically
challenged as there is not so much works, dedicated to the last (cognitive)



approach. Nonetheless, the mix of attitudinal and behavioral elements provides the

model, involving antecedents and outcomes of customer loyalty.

1.3. A framework for customer loyalty.

According to Dick and Basu (1994), the model of customer loyalty consists
of antecedents, which are divided into 3 groups and result in relative attitude and
consequences [Appendix 2].

Antecedents consist of three segments: cognitive, affective, conative.
Cognitive antecedents are connected with brand beliefs and other information
determinants. Four factors refer to them: accessibility, confidence, centrality and
clarity. Accessibility is considered as a degree of how easy the attitude can be got
out from memory. This ratio can be influenced by contextual cue, such as brand
recognition, and direct or indirect experience. The reason lies in perception
peculiarities, which can impact on evaluation. Confidence means the certain the
attitude is, while centrality shows how attitude to brand correlate with individual’s
value system. In the meantime, clarity reflects the transparency of customer’s
choice, when there is only one attitude position [19].

In its turn, affective antecedents are resulted in feelings, that appeared in
case of brand interaction. They include emotions, that are best predictors of
behavior, moods, influencing positively on frequency of purchase, primary affect
(primary physiological responses independent of cognition), and satisfaction.

Lastly, conative antecedents relate to behavioral dispositions toward the
brand and are segmented into switching costs, sunk costs and expectations. First
type is defined as one-time expenses, when customer changes one supplier to
another. Sunk costs are expressed in subscriptions or season tickets and force
clients to be loyal even if the quality of service became lower.

Dick and Basu’s study results of loyalty consequences comprise search
motivation, resistance to counter-persuasion, and word-of-mouth (WOM). With

growth of loyalty level, a will to search for information or alternatives decreases as



the costs are lost time, money and all sorts of inconvenience (Ratchford, 1980).
Moreover, the stronger the attitude to the brand, the more resistant consumer can
be to change his choice. As for the WOM, this phenomenon happens to be, when
consumer get strong positive or negative emotions from interaction with brand.
Obviously, in case of WOM the attitudinal aspect of loyalty will express stronger
than behavioral.

To sum up, the loyalty framework is based on two-dimensional model and
all the factors received have the attitudinal or behavior fundament. Some of the
scholars add social norms and situational influence to the model, but recognized

authorities on the subject incline to the scheme above.

1.4. The determinants of customer loyalty in hotel industry.

Several factors affect customer’s willingness to be loyal (willingness,
because loyalty is a voluntary decision). There are satisfaction, trustworthiness,
image and importance of relationship. The first factor confuses most of all because
of misconception about equality of loyalty and satisfaction exists. Generally
speaking, satisfaction is a difference between expectations of customer and reality.
In 2008, Bastos and Gallego described this notion as “a post-choice evaluative
judgement of a specific transaction, which can be viewed directly as an overall
feeling, best specified as a function of perceived quality” [13]. Previous studies
insisted that there is a strong connection between satisfaction and loyalty, so
dissatisfied customer switches to other companies. However, recent papers claim
that even disappointed customer could come back for different reasons
(Keiningham T. et al., 2007). Therefore, increased satisfaction raises the level of
loyalty, but bad experience does not always mean refusal.

Brand image affects our own image, because we define ourselves by assets
we have (Belk, 1988). On the other hand, people divide each other into social
categories by brand commitment (one of possible ways). Trustworthiness is a
governing principle of communication between companies as well as between

customer and firm, because it creates highly valued relationships [14].
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Hospitality, as any service industry, inherent several factors affecting the
level of loyalty. However, the structure of main determinants differs from general
factors characterized above and, according to Kandampully et al (2014), consists of
5 main aspects, such as loyalty programs, perceived switching costs, customer
satisfaction, service quality and commitment [27].

Loyalty programs in the form of membership cards and reward programs
affect directly on customers’ willingness to be loyal as with switching costs.
However, loyalty programs are considered as instruments for creating an imitation
of loyalty, because it is difficult to figure out the behavioral and attitudinal
dimensions and understand real motives of customer (Xie and Chen, 2014). There
Is a direct connection between loyalty and reward programs: the more attractive the
benefits are, the more loyal customer becomes. In its turn, switching costs are “the
costs that a consumer incurs as a result of changing brands, suppliers or products”
[68]. Costs are mostly evaluated in money, but can also be assessed in
psychological, time- and effort-based terms. On the contrary, service quality
influences customer preferences indirectly, but still helps to estimate his opinion
about facilities offered. As for the customer satisfaction and commitment, these
two variables are widely used to assess the level of loyalty. Satisfied customers are

more likely to repurchase and recommend the product or service to the friends.

1.5. Types of customer loyalty.

As discussed at the outset, there are three dimensions of loyalty: attitudinal,
behavioral and cognitive. Dick and Basu (1994) created a matrix of four types of

loyalty, which are based on attitude and frequency of purchases.

Table 1. Dick and Basu’s matrix.

Repeated patronage
High Low
Relative High Loyalty Latent loyalty

attitude Low Spurious loyalty No loyalty
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No loyalty.

When there is low relative attitude and low frequency of purchases, it means
the absence of loyalty. Nevertheless, low attitude does not signify, that customers
do not like the product of the company. In most cases, it is evidenced, that the firm
(or the product) is not familiar to the consumer due to recent the enter or the
specifics of the market, when industry leaders seem to be similar to each other (for
example, pharmacy).

Spurious loyalty.

Sometimes the customer is called loyal because of repeated purchases, but as
we define above, it is not a signal for loyalty. When there is a high repeated
patronage, but low relative attitude, spurious loyalty occurs. Such situation can be
happened, when the customer is not interested in searching appropriate option and
accept the nearest or most familiar place to purchase.

Latent loyalty.

This phenomenon emerges, when an individual has high relative attitude, but
low repeated patronage. It can be caused by specifics of the company, its location
or segment. Customer may like the restaurant, but eat there once a year and visit
cafes near his house.

Loyalty.

True loyalty means the combination of high relative attitude and high
repeated patronage. Such type can be achieved, when in individual has positive
view about the product or service and wish to buy it repeatedly.

On the other hand, W. Reinartz and V. Kumar (2002) considered loyal
customers with relation to the duration of relationships with a company and their
profitability [37]. This matrix helps company to build strategy on the assumption
of four types.

Table 2. W. Reinartz and V. Kumar’s matrix.

Duration

Short-term Long-term

Profitability High Butterflies True friends

11



Low Strangers Barnacles

Strangers.

This type of customers is characterized by rare and small purchases.
Companies are not interested in developing relationships with them, because it is
difficult to repay expenditures.

Barnacles.

Such customers often buy products or use services of the company, but
generate low revenue. Largely, managers try to transfer barnacles to true friends.

True friends.

True friends have long-term relationships with the company and give huge
revenue to it. They are the most attractive customers and companies do their best to
hold them and prevent leaving to the competitors.

Butterflies.

Butterflies are described as clients who gain high profit for the company, but
are likely to switch to the competitors. The most effective strategy is to use them as

much as possible until they leave.

1.6. Life cycle of customer and his loyalty to brand.

As for the hospitality industry, loyalty in this sphere is understood as long-
term relationships. To achieve this, there is a loyalty pyramid occurred, that
describes basic steps to true customer loyalty (Kandampully et al., 2014). The last

stages are the most meaningful and significant to the company.
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Trust/delight/Par
tners

Attitudinally loyal
customers

/ Customer support \

Customer

retention / Customer commitment \
Customer bonding \

Assurance {
Customer / Customer development \
education {
/ Customer acquisition \
Occasional {
customers / Potential customers \

Pic. 1. Customer loyalty pyramid.

Obviously, there are many driving forces providing the developing of the
customer and transferring him from one stage to another. The determinants of
loyalty listed earlier take the role of the forces: convenience, fulfillment, perceived
value, switching costs, quality, satisfaction, attachment, trust and affective
commitment.

The loyalty pyramid presented above is largely owing to stages, which are
passed by the customer within the framework of relationships with the company.
However, the life-cycle of customer is also introduced by pyramid, created by K.
Balashov (2007). It consists of five levels: from the first impression to loyalty or

finishing the contact.
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Loyalty

igh value of relation
with the company for
the client

Satisfaction of all the functional
needs and expectations of the
client

Stability and activity of using the company's
products and services

Perception of the company and client's awareness about
the company's activities

Pic. 2. Balashov’s pyramid of loyalty [7].
1. A meeting is a first stage, when future customer gets much

information about the company and forms the attitude to it.

2. First customer’s purchase and consumption is characterized as an
experience of interaction with the company, when it should bring
satisfaction to the client.

3. When customer is satisfied, the firm start to build up the loyalty to its
brand and motivate consumers to repurchase actively.

4. Customer’s leaving. For a company, this step is important, because it
should make the client stay.

5. Customer’s coming back.

1.7. Measuring customer loyalty.

There are few methods used to measure customer loyalty. Needless to say,
that they are multipurpose and applied in many sectors, including hotels, but many
of them have peculiarities, contradicted to current loyalty theories [6].

Method of needs division was introduced in 1950s and by Aaker et al. The

essence is that loyalty can be assessed by the number of customer’s repurchases.
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The advocates of this approach are sure, that if the share of repurchases is above
67%, then client is loyal. However, as it is pointed earlier, repeated buying does
not mean loyalty.

Conversion model, offered by J. Hofmeyr and B. Rice, uses four indicators:
brand satisfaction, which is directly proportional to brand adherence; alternatives,
that can be better or worse than our brand and affect the customer’s choice; brand
choice importance, that is necessary for loyalty emerging; fluctuations or
uncertainty will delay decision about purchase. The main problem of this model is
in its abstractness and impossibility to analyze indicators quantitatively.

NPS (Net Promotion Score) is the most popular model for measuring
customer loyalty. It is simple and not resource-intensive. Hotels implement this
index to their marketing analysis and modify it. In general, all clients are divided
into three groups: promoters (9-10), passive clients (7-8) and detractors (0-6) in
dependence to their answer to the question: “On a scale from 0 to 10 with what
probability will you advise the services of the company to friends?”. Promoters
generate the most part of revenue and are loyal, passive clients have neutral view
and balance between “recommend” and “not recommend”, detractors will not
recommend the company and can even dissuade from using its services. NPS itself
is calculated as: Promoters (%) — Detractors (%). Apart from NPS, companies ask
clients about the reasons of their grade. It is believed, that corporations with high
NPS can refuse marketing investments, because the client base will be replenished
by itself [51].

Approach offered by airline ANA and Fuji-Xerox experts examines the
connection between customers’ satisfaction level and their loyalty [5]. There are
three big segments [Appendix 3]:

e Bad zone: dissatisfied customers — terrorists
e Indifferent zone: undecided customers
e Favorable zone: regular satisfied customers — preachers
It is worth noting, that ANA’s approach implies the forth type of customers:

clients, who have no choice and are forced to buy company’s products.
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The satisfaction measurement is provided as in previous model — by means

of survey (points). Obviously, the key strategy is to persuade customers to

repurchase and gain revenue from loyal consumer. There is Pareto principle in

action: 20% of regular customers bring 80% of income.

The Customer’s Loyalty Ladder (Wilton) includes 7 levels of loyal customer,

increasing with the developing of the relationships with the company.

1.

Suspect — potential customers. They have not bought anything yet, but
could do it in future. There the whole segment is considered.

Prospects — potential buyers, too, but they already have interest to the
exact product of the company.

Customers — people, who bought something once. The most crucial
aspect here is to try to attract them to repurchase.

Clients — regular customers. Despite they do repeated buying, they
should be paid attention to, so they will be satisfied.

Members — people, who use their membership and participate in
loyalty programs.

Advocates — clients, who will recommend the company to other
people.

Evangelists (Distributors, Raving Fan, Partners) — true believers and

friends. They tell everybody about the company.

Another method was offered by D. Aaker and includes several factors,

which were described in 1.4: perceived switching costs, customer satisfaction,

service quality and commitment and patterns of consumer behavior.

1.8. Types of loyalty programs.

In general, there are four types of loyalty programs, applied in different

spheres: retail, airlines, hospitality etc. Specialists highlight the following

programs: points, tiered, cash back, coalition [66].

16



Points loyalty programs are widely used in hotel industry and airlines, for
instance Marriott Rewards. Customers earn points or miles and can spend them for
the next staying or upgrading a room. The main advantages of this type are
independence from currency (worldwide programs), aspirational purchases to gain
bonuses and possibility to analyze customers’ behavior through large data base.
Nevertheless, such program is hard to transfer into money on balance sheet and
suboptimal service evaluation, when customers earn much more or less points and
cannot spend them for a long time.

Tiered loyalty programs are aimed to increase customers’ status with the
growth of buying. When the total sum of purchased services or goods reaches the
definite number, customer enhances his status and gets the access to limited
options. However, this strategy is effective, when consumers are highly engaged
and in any case loyal. For example, Best Western hotel chain implemented Best
Western Rewards with three levels: platinum, gold and diamond cards.

Cash back loyalty programs are similar to points programs, but in this case,
you get a part of your money back. This type is widespread in product retail and
pharmacy in contrast to hospitality. On the one hand, it is easy for customers to
spend such bonus. On the other hand, cash back program has limited timing for
laying out and is not suitable for rare clients.

In coalition loyalty programs customer can earn bonuses from one service
and spend it to another because of common database. Mostly, partner businesses
use this type (hotels and airlines) due they always come along in one sphere
(tourism). Yet, the program is suitable for real company’s advocates and in the
context of airlines most of people prefer the cheapest or the quickest flight instead
of exact company.

Needless to say, that nowadays companies combine all types of loyalty
programs in order to have distinctive model, which will attract customers.
Accordingly, most of hotel chains use points, which then are transferred into status

card or miles for flights or privileges clubs (Fairmont President’s club).
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1.9. Conclusions on the first chapter.

The term “loyalty” appeared in the beginning of the XX century, when
companies had become grid and attracted customers not only by products because
of high competition growth. Initially, loyalty was considered as repeated
purchases, but then specialists understood, that attitude and consumer behavior
played more crucial role in brand adherence.

There are several factors, influencing customer’s loyalty: satisfaction,
trustworthiness, image and importance of relationship. It stands to mention, that
satisfaction is not equal to loyalty, because it refers to positive (satisfaction) or
negative (dissatisfaction) deviation between customer’s expectations and reality,
whereas loyalty is about emotional connection to the brand. Moreover, service
industry presupposes quite different factors: loyalty programs, perceived switching
costs, customer satisfaction, service quality and commitment.

According to the most famous models, true loyalty is described as a
combination of high relative attitude and repeated purchases (Dick and Basu,
1994) or relationship duration and profitability (W. Reinartz and V. Kumar, 2002).
To assess loyalty, specialists apply many methods, but the most utilizable is NPS,
which is easy and quick way to estimate customer’s adherence.

In the next chapter, the distinctive features of Moscow hospitality market

will be examined.
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CHAPTER 2. MOSCOW HOTEL MARKET ANALYSIS.

2.1. The distinctive features of marketing in the sphere of services.

The nature of services is extremely different from goods. Despite the
common purpose of customer satisfaction goods’ and services’ production

processes have special characteristics [Table 3] [4].

Table 3. Goods and service differences.

Goods Service
Tangibility Intangibility
Separability Inseparability
Consistency Variability
Durable Perishability

Intangibility. In contrast to goods, customers are not able to test-drive the
service before the purchase. We are not able to judge the quality until we use it. It
Is impossible to test whether the pillows in hotel are soft until you check in. After
service rendering, the only things client gets are a receipt and experience (positive
or negative). Therefore, hoteliers set a task to create the atmosphere of incredible
emotions for customer and encourage him to come back.

In this case, there is a problem with service: the quality can be assessed only
after client’s consumption. However, when the customer uses the service, it is
considered to be rendered and we cannot return it. In this way, company
representatives are aimed to decrease the uncertainty of a client and ensure full
satisfaction of his needs basically by means of improving exterior: neatly trimmed
lawns, immaculately dressed doormen. When we see it, we are sure to be served at
the highest level.

Inseparability. Obviously, there is no way to produce service in advance,
because the production occurs with consumption at the same time and so, the

service process should be more flexible and adapt to the customer flow.
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Perishability. Service can be characterized as a perishable product: because
of inseparability of service, there cannot be a gap between production and
consumption. So, any service cannot be postponed. Unoccupied table cannot be
sold out later. Every empty place in a restaurant or hotel is a loss for business. The
problem can be solved by implementing the early booking and prepayment. These
mechanisms help to compensate the losses in case of client’s refusal to come.
Moreover, there is an overbooking process, which is widely used in hotel and
airlines industries. Some companies sell more seats than they have. The reason is
that quite a lot of people cancel their reservations right before the flight or check-
in. In this case, it is difficult to fill empty places at the last moment, so
overbooking helps to reduce the number of unoccupied tables, seats or rooms.
Otherwise, the company should provide another hotel, flight etc., when there is
overbooking. However, not every company decides to act according the law.
Recent story with United Airlines [44], when the doctor was dragged from the
airplane, because of overbooking, confirms this.

Variability. On the contrast to goods, each service is unique and volatile.
You can never be sure that you will get the same level of quality in one hotel now
and in a month. When we buy an exact brand of milk, we will not choose among
identical bottles. Another reason of service instability is the difference between
customers’ and sellers’ expectations about the service. The process of providing
service is directly related to people, while goods are made on an assembly line.
The cars are assembled according to algorithm, and hotel receptionists rely on their
communicative skills and should adapt to each customer.

All of these service characteristics are interrelated. The service is rendered
during a contact with client, because of its perishability. It is impossible to provide
two identical services due to their intangibility. They are difficult to assess and
standardize. People relationships do not have strict rules of communication.
Surely, provision of service is regulated by etiquette, psychology mechanisms, but
still the result of communication is influenced by people’s mood, characters etc.,

S0 each contact is unique.
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Next, we move on to hotel classification and the differences between

accommodation types.

2.2. Hotels classification.

In order to analyze Moscow hotel industry, it is necessary to classify the

main accommodation facilities by types of service, price segment and size. There

IS a big choice of accommaodation types; the most popular are highlighted below.

According to I1SO, the accommaodation facilities are following [1]:
1.

Hotel — company, which provides accommodation and, in most cases,

catering services and sometimes additional services.

. Aparthotel — hotel, consisting of apartments or studios, including

private kitchens.

Hostel — hotel with multi-bedded rooms with shared kitchen or small
café with limited choice.

Holiday camp — company, providing accommodation and sport and
leisure facilities.

Motel — hotel, predominantly situated on a road, with parking.

SPA hotel — hotel, which is situated in spa resort and offers treatment

etc.

The size of a hotel is determined by the number of rooms. According to

Bystrov’s handbook, there are four types of hotels:

1.
2. Small hotel — the number of rooms are from 16 to 50.
3.
4

. Large hotel — the number of rooms overtakes 400.

Mini-hotel — the number of rooms are from 5 to 15.

Middle hotel — the number of rooms are from 51 to 300-400.

Needless to say, that the international classification differs from the Russian.

The hotels are divided by small (to 150 rooms), middle (from 150 to 299 rooms),

large (from 300 to 600 rooms) and mega-hotels (more than 600 rooms). Russian

classification approximates gradually to international standards and now many
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experts unite mini- and small hotels in one group of small hotels (to 50 rooms). In
this work, the term “mini-hotel” will mean hotels with rooms less than 50.

As for the price segments, hotels can belong to:

Budget segment

Economy segment

Midscale segment

Upscale segment

A A

Luxury segment
Sometimes, scholars add upper midscale and upper upscale segment to
compare rates for the night.

Distinct from European and American market, Russian hoteliers consider
mini-hotels as economy accommodation, while in Europe, there are many small
four star hotels with a wide range of services. In the following analysis, the mini-

hotels relate to economy segment.

2.3. Moscow hotel industry analysis.

Moscow is a leading hotel market in Russia as it centers business and
touristic flows. Up to 37% of the whole Russian number of rooms is situated in
Moscow [50]. Nevertheless, Saint Petersburg and Sochi increase the number of
guests every year and are in a top three Russian tourist destinations. While the last
two cities concentrate on leisure, Moscow accentuates its business status. In spite
of Russian economic crisis occurred in 2014, the hotel industry has been growing
in the capital of Russia. In 2015, 2068 hotel rooms were launched in Moscow [55].
Moreover, 2016 year became a record for the whole Russian hotel industry, mainly
Moscow and Saint Petersburg [60]:

1. RevPAR has increased in comparison with previous year for the first
time in the history of observations.
2. Every segment of Moscow has raised the occupancy rates compared

with previous year for the first time in the history of observations.
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The key rates in hotel industry are ADR, RevPAR and occupancy.

e ADR means Average Daily Rate and it is the average realized room rental
per day [68]. If we sold 500 rooms for 500000 rubles’ total revenue, then
ADR will be 1000 RUB.

e Occupancy is the ratio of rented or used space compared to the total amount
of available space [68]. If we sold 10 rooms out of 50, then our occupancy
rate is 20%.

e RevPAR is metric calculated by multiplying ADR by occupancy rate [68].
The main hotel indices showed the highest growth over the past five years

(Pic. 3): 13,7%, 7,4% and 6,8% respectively (in comparison to 2015).

Operational Indicators
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Pic. 3. Operational indicators of Moscow hotel industry 2014-2015.
Economic crisis in 2014 influenced ADR dramatically. International hotel

operators raised the prices due to dollar to ruble rate. Luxury segment had the most
significant ADR growth (12,1 %) and reached 13,625 thousand RUB per night. In
general, this segment showed the best result among all hotel segments: the
occupancy increased by 10,9% and RevPAR went up by 26,1% or 2,3 thousand
RUB. The performance of midscale segment is recorded as the worst among all
segments for the first half of a year: occupancy increased by 7,5%, ADR dropped
by 3,9% and RevPAR became 3,3 % higher (pic.4-6) [54].

This phenomenon is explained by weak ruble, which allowed foreign
tourists switch to the more expensive hotels and segments on the whole. So, with
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the double depreciation of Russian currency, they can afford twice as many

services or twice as high level of hotel for the same money.

ADR 2015-2016, RUB

economy _
midscale _
upper midscale _
0 2000 4000 6000 8000 10000 12000 14000 16000

m 2016 m2015

Pic. 4. The dynamics of ADR by segments 2015-2016.
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Pic. 5. The dynamics of occupancy rate by segments 2015-2016.
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Pic. 6. The dynamics of RevPAR by segments 2015-2016.
Notwithstanding to the general positive trend of Moscow hotel market, the

capital of Russia took the last place in ranking of hospitable European capitals by
main operating indicators. By the end of 2017, Moscow is expected to be the 19th
in RevPAR (€45,8) and ADR (€70,4) rankings and 18th in occupancy (65%)
rankings before Milan (64,5%). For instance, the leader of the first two lists is
Paris with indexes: RevPAR is €198,6 and ADR is €255,3. London has the highest
occupancy rate (83,5%) [71].

Considering mini-hotels, it is needless to say, that in Moscow big
international hotels are preferred to small ones. It is related to high prices for rent
and strict tax policy, so it is more profitable to build large upscale hotels. On the
contrary, the share of mini-hotels in Saint Petersburg is nearly 40% and in Sochi —
50% [61]. In any case, mini-hotels segment remains very popular among the types
of small business. Now the industry grows very fast by 15-20% annually and
experts forecast the increasing of a budget mini-hotels share by 2020 from 7% to
13% in Russia (pic.7-8) [48].



Current situation

M luxury ®upscale upper midscale H midscale B economy

Pic. 7. The current shares of hotel segments in Moscow [50].

By 2020

M luxury B upscale upper midscale B midscale B economy

Pic. 8. The future shares of hotel segments in Moscow [50].

The crucial fact, that Russia becomes attractive touristic destination for the
international guests. As stated earlier, the currency rate is very profitable for
foreigners as all Russian services are cheaper now. According to World Tourism
Organization (UNWTO), Russia took the 10th place among the most visited
countries in the world in 2015 [62]. In 2016 the number of tourists, arriving to
Moscow, exceeded 17,5 million people and it is expected to grow and reach 18,4

million in 2017 and 19,5 million in 2018 [43]. The most part of foreign tourists
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(total share is 27%) came from Asian and Middle Eastern countries, especially Iran
tourist flow rocketed by 72%, Korean tourists’ visits increased by 26%, while
European flows declined by 15% [50].

All in all, Moscow is very popular destination for tourists, but it still falls
behind European cities. However, it has high potential and prospect of becoming
European center of business and tourist activity.

Next, we proceed to analysis of the external environment — Porter five

forces analysis.

2.4. Porter five forces analysis.

Porter’s model presupposed the analysis of 5 “threats”: rivalry among
existing competitors, threat of new entrants, threat of substitute products or
services, bargaining power of suppliers, bargaining power of buyers. In this paper,
the analysis of threats is conducted by means of assessing the factors influencing
the forces. The factors are ranged from 1 (low level of threat) to 3 (high level of
threat), then they are added up and the sum means the impact of the force. In this
analysis, we focus on the Moscow mini-hotel segment and, in some cases, the hotel

industry on the whole, when the information is universal (for example, law).

2.4.1. Substitute products or services threat.

There is a wide choice of hotel supply in Moscow, suitable both for business
and leisure tourists: brand hotel chains, big non-brand hotels, hostels. However,
not only different hotel types, but also accommodation with relatives or flat rent
that are quite popular. Obviously, relatives and friends’ houses are much cheaper,
than other types, or even free. The direct substitutes of mini-hotels are hostels, flat
rent and informal accommodation.

Now hostels turned from the cheapest accommodation to a culture. They are
used by students, “backpackers”, sport or school teams and budget tourists. Today,
many hostels offered rooms not for 8-10 people, but for 2-3 and even have double
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beds for couples. Staying at hostel is characterized by informal communication

with personal, close contact with other guests and, sometimes, join pastime. The
price for a bed in hostel starts from 700-800 RUB and reaches 2500-3000 RUB.

Now there are nearly 900 hostels in Moscow and this figure grows very fast [64].

However, in contrast to European capitals, the share of hostels in Moscow is very
low (4% against 27%) (pic. 7).

The average share of accomodation types in Moscow, %
of number of rooms

1]

Hostels rooms
Non-brand hotel rooms
International Brand rooms

Flat rent

Pic. 9. The average share of accommodation types in Moscow [50].

With appearance of AirBnB and its followers, the flat rent became easier

and safer and so, widely used. It allows to rent a flat or a room with all equipment

and feel like a citizen. The room rate is close to midscale hotel segment (2500-
2700 RUB). Now AirBnB website offers more than 300 flats for rent [58].

Table 4. The power of substitutes.

Factor 3 2 1

Substitutes SSREQ I EYER EXist, but the share | Do not exist
big share on the ESSutU!
market

Total 3

1 Low level of threat

2 Medium level of threat

3 High level of threat
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Based on the data presented we can conclude that the accommodation
supply remains very high and the threat of substitute service is big. The largest
threat is hostels, that provide not only a room, but an atmosphere of true travelling:
meeting and close communication with different cultures in one place. Moreover,
many tourists prefer to stay at friends’ (relatives’) house as it is much cheaper and

more comfortable.

2.4.2. Rivalry among existing competitors.

Based on strategic management course, the competitors are measured by
several factors: the number of players, market growth rate, the differentiation level
and price limitations.

As stated earlier, Moscow is not a leader in mini-hotels segment in Russia.
In 2013, there is nearly 5 % of hotel market belongs to mini-hotels [53], but
growth rate is high (15-20% annually), so it has favorable prospect.

In comparison to Saint Petersburg with 637 mini-hotels [49], Moscow has
only 413 [42]. Yet, this information is not fully correct, because many hotels do
not describe themselves as “mini” on a booking websites, but it allows to designate
the proportions. Most of them has no stars, but good quality ratings from visitors
(from 7 and higher out of 10). Despite the small market share, the number of mini-
hotels lets us speak about medium market saturation.

Speaking about the level of differentiation, it is necessary to refer to small
hotel characteristics. The term itself is blurred in Russia, sometimes it includes
even hostels and boutique hotels. As a rule, there are from 5 to 50 rooms with
limited services (only bed, bathroom and sometimes breakfast). Mini-hotels are
“closer” to the guest because of their size and small staff. Such accommodation
type is usually situated in converted flats or old historical buildings. That is why in
most cases there are no restaurants, cafes of bar in it, the law forbids noise at night.

Thus, it is difficult to name mini-hotels differentiated.
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With big number of substitute services and competitors, it is impossible to
raise prices freely. The clients will easily switch off to another small hotel.

The table with assessed factors is the following:

Table 5. The power of existing competitors.

Factor 3 2 1

Number of players High market | Medium  market | Low market
saturation saturation saturation

Market growth rate Stagnation or | Slowdown High growth
decline

Differentiation level Standardized Standardized by | Strong
service key properties differentiation

Price limitations Impossibility to | Increase of prices | Possibility to
raise prices in order to | raise prices

compensate  the

growth of costs

Total 8 out of 12

4 Low level of rivalry
5-8 Medium level of rivalry
9-12 High level of rivalry

Based on data presented, we can conclude, that the present competition on a
Moscow market is medium. However, because of medium saturation and positive

growth rate, the number of mini-hotels are expected to increase.

2.4.3. Threat of new entrants.

In order to measure the threat of new entrants we evaluate the entry barriers
that include: strong brands, service differentiation, investment size, distribution

channels, industry growth rate’.

1 .
Strategic management course
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Mini-hotels are predominantly individual, there are few chains in Moscow,
consisting of 2-10 hotels. For example, “Hotel-hol” chain has 8 hotels, Flamingo
chain has 9 hotels etc. Frequently, the hotels of one chain are situated close to each
other in one district. There are no strong brands on mini-hotels market.

The service differentiation level is expressed in hotel’s purpose. Every
hotelier can create something unusual, but still mini-hotels have similar set of
services provided.

Mini-hotel business is very attractive for entrepreneurs because of rather
small investments, short payback period and high profitability. For example, if you
want to open a mini-hotel for 50 rooms in Moscow and buy a building, you need
nearly 50 million RUB and the payback period will be approximately 5-6 years
[47]. Without buying a building, the payback period is shorter and due to Moscow
price level, such perspective is considered good for businessmen. However, there
are many mini-hotels, which are closed before receiving the first profit.

In contrast with big hotel chains, mini-hotels have problems with
distribution because of unawareness of their service. Most mini-hotel managers
conclude contracts with travel agencies or have oral agreement with brokers on
transport hubs (railway stations, airports etc.). With appearance of aggregators
(Booking.com, Trivago.ru) the contact with individual guests and informal groups
became closer. Now the hotel can save money from advertising and attract clients
by means of good ratings on these websites.

According to experts, the industry growth rate in Moscow was 7,6% in 2016
and the forecast is 10,2% in 2017 [54]. The increase is expected to reach by
Midscale and Economy segments. So, it is evidenced, that Moscow hotel industry
goes up and develops.

The table with assessed factors is the following:
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Table 6. Threat of new entrants.

Factor 3 2 1
Strong brands DI 2-3 players | 2-3 players
hold 50% of | hold 80% of
market market
Service differentiation Low Niches exist | All  niches
differentiation are
level occupied by
players
Investment size Medium (6- | Large (more
months 12 months | that 1 year
payback payback payback
period) period) period)
Distribution channels RN CRETCE Mol The access | The access
ERNEISINER to channels | to  channels
opened requires Is restricted
some
investments
Industry growth rate High Slowdown | Stagnation
of decline
Total 13 out of 15
5 Low level of threat of new entrants
6-12 Medium level of threat of new entrants
13-15 High level of threat of new entrants

Based on data presented, we can conclude, that the situation for entry of new

players is favorable. There are no strong brands among mini-hotels in Moscow, the

growth rate is positive and distribution channels became more accessible.

Nevertheless, the investments in business remain high and there is a risk of closing

before payback.
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2.4.4. Bargaining power of buyers.

The bargaining power of buyers is analyzed by means of: the share of
wholesale customers, tendency to switch to substitutes, price sensitivity, level of
dissatisfaction of the clients.

Package tour is “a holiday at a fixed price in which the travel company
arranges your travel, hotels and sometimes meals” [70]. In its turn, individual tour
IS made by traveler himself: he buys air tickets, book hotel and organize leisure
separately. Currently, the share of package tours in Moscow declines gradually,
while in 2014, individual tours accounted for 47% and now they started to increase
[74]. Online hotel and avia-aggregators contribute it, facilitating the procedure of
trip planning.

As stated at the outset, there are many substitutes, which can be used for
accommodation in Moscow. Surely, the most budget way is to stay at relatives’
(friends’) house or a hostel. With the developing of hostel industry, many tourists
prefer narrower set of services with special atmosphere and introduction to the
cultural environment of the country. From the other hand, mini-hotels lose in
comparison to big hotels, where you can get additional services like gym, bar,
restaurant etc. Just because of this fact, the customers are very sensitive to price”.

To assess the level of satisfaction, the booking websites can be used. The
average grade on Booking.com is 7-7.5, which is good for mini-hotels with few

staff and services [59].
Table 7. The power of buyers.

Factor 3 2 1
Share of wholesale customers A Few | A small part| The sales
customers of customers | are
hold more | hold 50% of | distributed
than 80% of | sales among all

2 The issue will be fully covered in 3" chapter.
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sales customers
Tendency to switch The The service | The service
analogues has IS unique
exist distinctive
features
important for
customers
Price sensitivity The customer | The
will  always | will  switch | customer is
switch to|only with a|not
cheaper significance | sensitive to
service price price
difference
Level of dissatisfaction The The Complete
dissatisfaction | dissatisfaction | satisfaction
with the key | with

properties of

secondary

service features  of
service
Total 9 out of 12
4 Low level of buyers’ power
5-8 Medium level of buyers’ power
9-12 High level of buyers’ power

Based on data presented, we can conclude, that the power of buyers is high.

It is common case for the whole service industry, where the client is always right.

With the high tendency to switch to substitutes and price sensitivity, mini-hotels’

managers have to find ways to attract customers.
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2.4.5. Bargaining power of suppliers.

The bargaining power of suppliers is measured by the number of suppliers,
the limitation of resources, switching costs, the significance of industry for
suppliers.

There are many companies on Russian market, which supply hotels with
furniture, linens, food etc. Big hotels cooperate with luxury suppliers, while mini-
hotels and hostel search for the cheapest variant, so there is no lack of resources
and the switching costs are low. Most of the companies specialize in HoReCa

(hotels, restaurants and catering) or cover only hotels.
Table 8. The power of suppliers.

Factor 2 1

Number of suppliers Limited Wide choice of
number  of | suppliers

suppliers

Limitation of resources Limited Unlimited

resources resources

Switching costs Large costs | Small costs

Significance of industry Low priority | High priority for
for suppliers | suppliers

Total 4 out of 8

4 Low level of suppliers’ power

5-6 Medium level of suppliers’ power

7-8 High level of suppliers’ power

Based on data presented, we can conclude, that suppliers have a little impact
on mini-hotels because of their diversity and strong significance of the industry.

Overall, the industry of mini-hotels is developing and the biggest threats are
substitutes, new entrants and buyers. The rivalry among existing competitors is

medium and power of suppliers is low.
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2.5. Conclusions on the second chapter.

The mini-hotels sphere will possibly be a leader of hotel industry or, at least,
increase the share of the market. It will be reached by increasing the attractiveness
of Moscow as tourist destination and government support

Russia, and especially Moscow, becomes an attractive destination for
foreign guests, mostly from Asia. Despite the stringent political situation in the
world, there are many international events, which were and will be held in Russia
and involve tourists. Confederations Cup Russia 2017 and FIFA World Cup 2018
will take place in several Russian cities and now each hotel, which wants to host
officially, should pass the certification. It allows to increase the quality of hotel
service.

However, there are some problems, which inhibits the mini-hotels activity.
First, the lack of resources. The initial investments are high for small entrepreneurs
and the sales in the first year are limited, because of unawareness and mistrust to
new hotel. Moreover, the problem of mini-hotels is the lack of money for
promotion. As mentioned earlier, online aggregators made the promotion easier,
but for hotel beginners the cost of cooperation is still high. For example,
Booking.com gets only a commission from each room. New hotels sell few rooms
and the commission in comparison with costs is high.

Secondly, the absence of brand. Big hotels that work under a franchise or a
license, do not need to build a name and seek for first clients, due to the high level
of the global brand awareness. Tourist, who visited Hilton in France, will be sure
about Hilton in Germany because of common standards. Yet, mini-hotel without
reviews raises suspicions. You never know, what you will see in no star hotel in a
dwelling house, so managers spend many resources for creating a reputation.

Thirdly, the lack of qualified staff. This issue is common for the whole
Russian hotel market. While Europeans pay thousands of euro to study hospitality
in Switzerland to have a prestigious profession, Russian students get bachelor
degree in this sphere, because the entrance requirements are lower, than for
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economic or technical specializations. There are few leading universities, which
produce highly qualified personnel and such students start working in big hotels. In
mini-hotels, one person should do the work for 2-3 people and get one low salary
(~30000 RUB) [57].

Fourthly, there is no big trust for small hotel either from clients or banks. It
Is hard to get a loan for a mini-hotel, as it is very risky because of small sales [3].
All in all, the number of mini-hotels in Moscow grows rapidly and the government
helps small business to recoup costs.

In the next chapter, the analysis of customer attitude to mini-hotels in

Moscow will be provided.
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CHAPTER 3. THE RESEARCH OF CUSTOMERS’ PREFERENCES FOR
MINI-HOTELS AND INTEREST IN LOYALTY PROGRAMS.

3.1. Research methodology. Type of research.

The aim of the study was to figure out the necessity of loyalty program
implementation in Moscow mini-hotels. Several objectives were set in order to
achieve the goal:

1. To assess the frequency of visiting Moscow.

2. To measure the share of people, preferring mini-hotels to other
accommodation types and the reason for it.

3. To find out the attitude to the loyalty programs and their importance
to customers.

The research is quantitative, as we need to assess the quantitative values of
the studied indicators and reveal the trends, proven by statistics. The data was
obtained by means of online survey in Google forms [Appendix 4]. This is the
most common method of sociological research and the most used method of
information gathering. It helps to easily cover data on people, which are from
different cities and have different demographic and social characteristics, to make
the results relevant. The questionnaire consists of 15 questions, but depending on
the answer, the quantity may vary. First question (How often do you visit
Moscow?) allows to select people, who could not provide the answers for the
following questions and exclude them. It is needed to interview people, who visit
Moscow with some regularity, so we can track the frequency of choosing the mini-
hotels. Nevertheless, their answers allow to assess the share of people, who do not
visit Moscow at all.

3.2. Sampling method.

In this research, people of all ages and social characteristics, who visit

Moscow regularly and do not live in Moscow, were considered as general

population. The sample is random, however, there was an element of “snow-ball”
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sampling method. Many of respondents engaged their friends in a survey, if they
do not live in Moscow.

The target sample was 150 respondents, the real sample consists of 126
respondents (84% of the target). Next, the characteristics of respondents will be
provided.

The respondents were characterized by age, income and current activity.
(pic. 9-11):

Respondents by age,%
1,9%

= Under 18

= From 18 to 25
From 26 to 35

® From 36 to 50

m Older than 50

Pic. 9. Respondents’ distribution by age.

As it can be seen, the largest proportion refers to people from 18 to 25
(69,8%). They are considered as youth: students and recent graduates. Respondents
of the age from 26 to 35 have 16% and respondents of the age 36 to 50 have 12,3
%. The smallest share is for people older than 50. There are no respondents under
18.

Such uneven distribution can be a problem for results interpretation. As
mentioned in chapter 2, students choose hostels for many reasons. So, the
respondents of this age will rather prefer hostels to mini-hotels and it can be
regarded as a preference of a general population.
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Respondents by income, %

0,9%
1,0%

= | can afford everything (flat, car
9,4% etc.)

= | can afford everything except for
large purchases

| can afford durable goods
m | can afford food and clothes, but

not durable goods

6,6
m | can afford food, but not clothes
%

= Do not have money even for food

= Difficult to answer

Pic. 10. Respondents’ distribution by income.

As it can be seen on the pie chart, there are two approximately equal groups
of respondents: who can afford durable goods and who can afford food and
clothes, but not durable goods. The share of people with high income (“I can afford
everything”, “I can afford everything except for large purchases) is only ~10%
(0,9% and 9,4% respectively). The respondents, who can afford only food, have
6,6%. Needless to say, that 5,7% of respondents could not assess their income or

did not want to do it.

Respondents by current activity,%
1,9%

= Study

= Work

Work and study

m Do not work and do not
study

Pic. 11. Respondents’ distribution by current activity.
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The shares of respondents by current activities are approximately equal.
Most of respondents study (36,8%). People, who work, have 34,9%. Respondents,
who study and work, have 26,4%.

3.3. Research findings.

The frequency of visiting Moscow.
The first question was asked to assess the frequency of visiting Moscow and
exclude people, who do not come to the capital of Russia and cannot share their

opinion about staying in Moscow (pic. 12).

How often do you visit Moscow? (%)

® Less than once a year
= Once a year
Once in a half a year
m 2-3 times in a half a year
= Once in a month
m 2-3 times in a month
= More than 2-3 times in a month

= Do not visit Moscow

Pic. 12. Respondents’ distribution by the frequency of visiting Moscow.

As it can be seen from the pie chart, most of people visit Moscow less than
once a year (27%). 19,8% of people come to Moscow only once a year.
Approximately equal proportion of respondents visit Moscow several times in a
half a year: once — 11,1% and 2-3 times — 11,9%. People, who visit Moscow once
or more than once a month, accounted together for 14,3%. However, the share of
respondents, who do not visit Moscow is quite big: 15,9%. In this way, 20
respondents were excluded from the following questioning.
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From this graph we can conclude, that not so many people visit Moscow
frequently, so the most of tourists come once or twice in a few years.

Mini-hotels in Moscow.

Respondents, who visit Moscow regularly, were asked whether they ever
stayed at mini-hotels there (pic. 13).

Have you ever stay at mini-hotels in Moscow?(%)

= Yes

= No, | use other
accommodation types

Pic. 13. Respondents’ distribution by accommodation preferences.

Mini-hotels are used less than other accommodation types (40,6% against
59,4%). Next, respondents were asked about the reasons of choosing hostels, big
hotels, flat rent or relatives’ houses to stay (if they answered “No”) or the purpose
of coming to Moscow, so we can define the target audience of mini-hotels.

The reasons for coming to Moscow.

The four main variants of reasons were offered: business, tourism, visiting
relatives and friends, therapy. Moreover, respondents could name their own reason.

Multiple response was assumed.
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What is your purpose of visiting Moscow? (number of

answers)
Visiting relatives and friends _ 9
Other - 3
Therapy l 1
0 5 10 15 20 25 30 35

Pic. 14. Respondents’ purposes of visiting Moscow.

As it can be seen, the most popular reason of coming to Moscow is tourism
and business (29 and 23 answers, respectively). Visiting relatives and friends was
chosen only 9 times and therapy was chosen once. For other reasons respondents
pointed out study, concert tours and visiting old friends, which should refer to the
“visiting relatives and friends”.

The reasons of staying at mini-hotels.

Respondents were asked why they prefer to stay at mini-hotels. Multiple

response was assumed (pic. 15).
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Why do you prefer mini-hotels to other accommodation
types? (Number of answers)

The room rate is lower than in big hotels [N 34
I choose by location [INEEEIENGEGEGNN 24
Provision of basic service [IIINENEGEGE 11

Friends' recommendations and ratings [N 7

The conditions are better, than in hostels (private rooms
with bathroom)

. s
More freedom, than in big hotels [l 3
Other M 2
The closer communication with staff, than in big hotels W 1

0 5 10 15 20 25 30 35 40

Pic. 15. Respondents’ reasons for choosing mini-hotels.

The most common reason for choosing mini-hotels is room rate (34
answers). The location was chosen 24 times, because mini-hotels are small and
they easily can be implemented into city and not break the historical integrity.
Also, respondents chose basic services as an advantage of mini-hotels (11
answers), which is connected to the lower price in comparison to big hotels. On the
other hand, recommendations (so called, “word of mouth”) are less significant to
people (7 answers). The advantage of mini-hotels to hostels was highlighted only 5
times, so we can conclude that hostels are preferred by tourists as much as mini-
hotels. Weak control and closer communication with the staff had 3 and 1 answer,
respectively. For other reasons respondents pointed out limited budget for business
trip and home atmosphere of mini-hotels.

Repeated staying in mini-hotels.

Repeated purchases are the element of behavioral aspect of loyalty, so it was

necessary to assess, how often people come back to the exact mini-hotel.
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Are there any mini-hotels , where you stayed
twice or more times in Moscow? (%)

= Yes, | stay in one hotel always

= Yes, | stayed in one hotel a
couple of times

No, | always choose different
hotels

Pic. 16. Repeated purchases in mini-hotels in Moscow.

From the pie chart, we can conclude, that mini-hotels are used once and
guests never come back again. 58,1% of respondents choose different mini-hotels
every time. It refers to priority of the location and the possibility to choose the
closest mini-hotel, if the location is not permanent. 27,9% of respondents stayed at
one mini-hotel several times and 14% of respondents always stay at the same hotel
in Moscow.

People, who chose the repeated purchase, were asked to name the reason for

Why did you come back to the exact mini-hotel?

0,0%

= | am satisfied with mini-hotel

= Forcedly (I do not choose the
hotel)

The staff remembers me and
make discounts

m Other

Pic. 17. Respondents’ reasons for repurchasing.

Most of respondents are satisfied with the service (83,3%). Two possible

reasons for it are basic service only, provided in mini-hotels, and price-quality
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ratio. Some respondents did not choose the hotel by themselves, so the repeated
purchase was forced (11,1%). For other reasons (5,6%) respondents pointed out the
location and quiet.

The types of accommodation in Moscow.

As stated earlier, 59,4% of respondents choose other accommodation types
in Moscow, so they were asked to name and state the reason to choose them.
Multiple response was assumed.

What accomodation do you prefer in Moscow?
(Number of answers)

Relatives and friends [Nl 34
Big hotel (3-5 stars) [N 15
Hostels [N 7
Flat/roomrent [ 5
other [ 2

0 5 10 15 20 25 30 35 40

Pic. 18. Respondents’ preferences for accommodation types.

Most of answers (34) referred to informal accommodation at friends’
houses. Big hotels were chosen 15 times, hostels — 7 times, flat/room rent — 5
times. For other types (4 answers) respondents pointed out dormitories or
apartment, provided by company and own flat. One respondent said, that he did not
stay in Moscow at night.

The open question of the reasons of choosing other accommodation types
showed, that staying at friends’ houses is the most preferable, because it is free and
more comfortable. The hostels are chosen because of nice atmosphere and the
lowest rate. Big hotels are chosen because of their comfort and high level of
service. Some respondents said, that they do not choose the accommodation
themselves.

Participation in loyalty programs.
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All respondents, who were not excluded after the first question, were asked
about their participation in loyalty programs. Multiple response was assumed.
Do you participate in loyalty programs? If yes,
what programs do you participate in? (Number of
answers)
Product retail I 20
Airlines GG 27
Do not participate | I NRNREREEEEEGT 3
Fashion and cosmetics [ 22
Hotels I ©

0 5 10 15 20 25 30 35

Pic. 19. Respondents’ participation in loyalty programs.

The most popular answers were “product retail”, “airlines” and “fashion and
cosmetics” (29, 27 and 22 answers, respectively). The hotel loyalty programs were
chosen only 6 times, so we can conclude, that they are not as popular as products
and airlines. However, there were 23 answers “do not participate”, which
evidenced that many people do not use loyalty programs at all, so they were asked
about the reasons. Many respondents said, that they were not offer to participate or
do not know, what is it, or do not travel a lot.

Respondents, who use loyalty programs, were asked, how they choose them.
Multiple response was assumed.

How do you choose the program to participate?
(Number of answers)

Frequent purchases | 35
Ease of use [N 26
wide use [N 24
other [N 3

Participate in all programs [l 3

0 5 10 15 20 25 30 35 40
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Pic. 20. Respondents’ reasons for choosing the loyalty program.

The frequency of purchases is the key factor to choose a loyalty program (35
answers). The ease and width of use are also important (26 and 24 answers,
respectively). Some people participate in all programs offered (3 answers).

All respondents were asked, whether the loyalty program in mini-hotel
impacts their choice.

Would the loyalty program in mini-hotel
influence your choice? (%)

= Yes
= No

Difficult to answer

Pic. 21. The influence of loyalty program in mini-hotel.

Nearly the half of respondents said “yes” (52,3%), one third of respondents
said “no” (30,8%) and 16,9% of respondents are not sure. Thus, we can conclude,
that well-built loyalty program can attract customers and persuade to re-purchase.

3.4. The limitations of the study.

Although the research was carefully prepared, | am still aware of its
limitations and shortcomings.

The sample size is not quite big for the market research (126 respondents)
and it did not reach the target figure (150 respondents). On the one hand, the short
period of time contributed the limited quantity of answers. The research was
conducted from 13th of April till 10th of May 2017. On the other hand, my living
in Moscow, implies the involving the people, which mostly live in Moscow, so
they could not be respondents. There was much time spent on searching for

respondents.
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Finally, the research is conducted by the author herself, so it can be rather

subjective.

3.5. The conclusions on the third chapter.

Overall, the research shows, that few people visit Moscow regularly. Still,
most of people prefer informal accommodation at relatives’ houses, which allows
to save money. It is evidenced by the decrease in real incomes of Russians,
because of currency ratio, which results in the lack of money to travel.

Mini-hotels remain something unclear for tourists, because it is more
expensive, than hostels, and provide less service, than big hotels. However,
business tourists prefer mini-hotels because of basic services and possibility to
choose the closest mini-hotel to the necessary location.

Loyalty programs are popular among Russians; however, a few people use
them in hotels, because of rare trips. Based on data received, we can measure
customer loyalty by models, considered in the first chapter. Considering the
Customer’s Loyalty ladder (Wilton), the guests of mini-hotels in Moscow refer to
the 3" stage — customers. They come only once and the probability of repurchase is
small.

According to Dick and Basu’s matrix, the customers of mini-hotels show no
loyalty. The research showed, that a few respondents participate in hotel loyalty
programs and choose mini-hotels by price, location, but not by brand, staff etc., so
we can conclude, that their relative attitude is low. The repeated patronage is low,
too, as less than a half of the mini-hotels’ customers (41,9%) come back again at
least one time.

Analyzed customers by W. Reinartz and V. Kumar’s matrix, we are sure,
that most of customers refer to strangers because of short-term stay and low
profitability, because of limited services offered.

Method of needs division help to assess loyalty by behavioral aspect. As
stated above, the share of people, who repurchase in the exact mini-hotel at least
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once, 1s 41,9%, which is less than “ideal” 67% (according to Aaker’s theory. It
evidence, that the customers are not loyal.

The conversion model (J. Hofmeyr and B. Rice), in spite of its abstractness,
confirms the received results. The satisfaction is quite high (83,3%): people return
to the mini-hotel because of their satisfaction with it. However, the preference of
alternatives is high, too. 59,4% of respondents choose hostels, big hotels etc.
instead of mini-hotels. Brand choice importance does not exist, because mini-
hotels are chosen by location and price and not by attitude to the brand.

It is difficult to assess accurately customers of mini-hotels by Fuji-Xerox
approach, because there is a lack of correlation between satisfaction and loyalty.
Despite the high level of satisfaction (83,3%), the customers of mini-hotels are in
indifferent zone, rather than in favorable, because participation in hotel loyalty
programs is low (6 answers against 29 answers for product retail).

Next, we move to general conclusions and recommendations depending on

the distinctive features of customers in mini-hotels.
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CONCLUSION.

Based on the research conducted, we can conclude, that there are positive
prospects for mini-hotel industry in Moscow. First, the tourist flow in Russia and,
in particular, Moscow, is increasing over the last few years. The currency ratio and
the interest to our country contribute to it.

As stated earlier, the economy segment, which includes mini-hotels, is
expected to grow. There are many international events, which will take place in
Moscow soon. Confederations Cup Russia 2017 and FIFA World Cup 2018 will
influence the hotel industry in Moscow. On the one hand, it will help to improve
the quality of existing non-brand hotels by means of certification. On the other
hand, it will give the impetus to the development of mini-hotel industry. Most of
foreign tourists will stay in hostels and mini-hotels rather than in big hotels,
because it is cheaper. Mini-hotels, which pass the certification, will get the access
to the huge tourist flow and gain revenue for future development.

The positive dynamics of the market lead us to the possibility of building
marketing strategy in mini-hotels. However, there are several problems, described
earlier, which can result in inefficiency of loyalty programs in mini-hotels. The
absence of brand name and the separation of each mini-hotel (i.e. without chains)
lead to customers’ refusal to repurchase. They can easily switch to other mini-
hotels, that do not have any distinctive features except for price or location.
Despite the fact, that repeated purchases are not equal to loyalty, they are
significant in order to analyze the satisfaction of customer. If the customer does not
want to come back in the hotel, because he is not satisfied, he does not need a
loyalty program.

Loyalty program implementation as an element of marketing strategy
requires initial investments such as partnership agreements (for coalition loyalty
programs), launching computer system for the accounting or turnkey services.
Mini-hotel with unstable revenue could not afford extra expenses.

Not only lack of resources and brand name prevent mini-hotels in Moscow

from loyalty program introduction. The research showed, that people prefer the
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substitutes to mini-hotels, such as informal accommodation at relatives’ houses
and hostels. Both of them are much cheaper and more interesting for travelers. It is
difficult to name the customers loyal to mini-hotels in Moscow, because of brand
absence. However, there is a positive trend in building loyalty system on Moscow
market.

There are some recommendations proposed to mini-hotel managers, based
on analysis conducted. First, it is necessary to create a brand of a mini-hotel by
highlighting its distinctive features besides price and location. It will encourage
people to stay there again. For instance, it could be a special atmosphere for
travelers: maps, books about countries, special culture events. Additionally, it is
possible to determine the purpose of stay in the hotel. If the mini-hotel is situated
in the business center of Moscow, it could focus on business tourists and offer not
only bed, but free Wi-Fi, computers, printers etc.

The research showed, that people want to participate in widely used loyalty
programs. This problem is solved by building of mini-hotel chains or merger of
several separate hotels. It will help to reduce costs due the economies of scales and
increase the brand awareness on Moscow mini-hotel market. To improve the
loyalty of foreign tourists, it will be profitable to conclude partnership agreements
with Saint-Petersburg mini-hotels, because it is standard route for foreigners.

Many hotels refuse to launch loyalty program because of the costs they
incur. Managers will just make a discount for regular customers, rather than use
loyalty program. To save resources, but get loyal customers, managers could make
agreements with additional services such as taxi, cafes nearby, Moscow
excursions. There is bigger probability, the customer will come back again, if he
knows, that he is supported by all facilities needed.

All in all, Moscow hotel industry still needs developments and
improvements. Mini-hotels’ segment could possibly become a leader of the

market.
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APPENDIXES.
Appendix 1. Number of participants in loyalty programs in USA [67].
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Appendix 2. A framework for customer loyalty.
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Appendix 3. Fuji-Xerox loyalty model.
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Appendix 4. The questionnaire for the survey.

IIpeobiBanue B MocKBe.

1.

Kak yacTo Bol 0b1BaeTe B MockBe?
Pexe pasa B ron

Paz Brog

Pa3 B monrona

2-3 pasa B moJaroja

Pa3 B mecsin

2-3 paza B MecIl

Yamie 2-3 pa3 B Mecsll

He 6p1Bato B MockBe (3aKOHYHUTH OIIPOC)

Ycayru muaun-oreseii B MockBe.

2.

IHoab30Banuck 11 Bel Korna-uudyab ycayraMmu MUHM-TOCTHHMI (10 15 HOMepoB) n
Maibix otesei (ot 16 10 S0 nomepoB) B MockBe (He xocTesibl)? (puiabTp)

Ha

Hert, monp3yrock qpyrumu cpencTBamMu pa3menieHus (nepeiitu k 65oky «Pa3menienue B
Mockse»)

Ilo kakoii npuunHe Bbl npues:xaere B MockBy? (MHOKeCTBEHHBbII BHIOOP)
KomanaupoBku

Typusm

[Tocemenne poACTBEHHUKOB

Jleuenune

Hpyroe (yka3atb)

ITouemy Bbl ocTanaB/IMBaeTech NMEHHO B MUHU-TOCTHHHIIAX U MAJIBIX OTEJsIX?
(MHOKeCTBEHHBII BHIOOP)

Llena 3a HOYb HUXKeE, YEM B OOJIBIIMX OTEIAX

CepBuc nyuiiie, 4eM B XocTelne (CBOW TyI U TyaJsieT)

OTcyTCcTBUE TONOJHUTENBHBIX YCIYT, BKIIOYEHHBIX B CTOUMOCTD

PexomeHmariu 3HaKOMBIX U PEHTHHT caiiToB-arperatopos (Hampumep, Booking.com)
BeiOupato mo MecTopacnoiokKeHHIO

Bonee 6nu3koe oliieHue ¢ MEPCOHATIOM, YeM B OOJIBIIIUX OTEIISAX

bonbiie cBo00IbI, YEM B KPYITHBIX OTENSAX

Hpyroe (yka3athb)

Ectb in B MockBe MUHHM-TOCTHHHIIBI (10 15 HOMepoB) u MmaJibie oTesau (ot 15 10 60
HOMEpOB), B KOTOPbIX Bbl 0b1i1n 2 1 0oJiee pa3?

Ja, Bcerza oiMH M TOT ke OTeNb (CEeThb)

Ma, 6bu1 mapy pa3 B OJHOM U TOM K€ oTele (CeTH)

Her, Bceraa »uBy B pa3HbIX OTEINAX

Eciau Bol orBeTnin JIA Ha npeabiAyniuii Bonpoc, nouyemy Bel noBTOpHO
BOCIOJIB30BAJIMCH YCIyraMu oTesst?

BoinyxaeHHo (0Tenb BHIOHpAKo He 5)

Ortenb ynoBIETBOPSET BCE MOU IPEATIOUTEHUS
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HepCOHa.H MCHA 3allIOMHMJI, CJ1a€T KOMIIJIMMCHTHI

Hpyroe (yka3atsb)

ITepeiitu k 6i0Ky «Y4acTue B IporpaMMax JIOSUIbHOCTH

Buanl pasmemennst B MockBe.

7.

Kaxoii Buja pazmemenusi Bol npeanountaere B MockBe? (BbIOpaTh 10 3 mo3uIuii)
Y pOACTBEHHHKOB/3HAKOMBIX

CHuMaro kBapTUpy/ KOMHATy OCYTOYHO

KpymHsriii otens (cethb oTeneit) 4-5 38e31

Xocrelnbl

pyroe (yka3artb)

IMouemy Bbl npeanounTaere JaHHbIE BU/bI pa3MelleHUsI MUHU-OTeIsIM?
OTKpBITHII BOIIpOC

[Tepeiitu k 610Ky «Y4dacThe B IporpaMmax JOsIbHOCTH

YyacTue B mporpaMMax JiosiJIbHOCTH.

9.

YuacrByere Jin Bol B nporpaMmmax JIOsuIbHOCTH (00HYChI/MIJIN, CKMAKH, IKCTPa-
Ho4YH M T.1.)? Eciu na, To kakux? (MHOKeCTBEeHHbII BLIOOP)

ABUanMHUN

Orenu

[TpoaykTOBBIE Mara3uHbI

Opexna u nappromepust

He y4actByto B mporpammax JIOSJIbHOCTH

. Kak Bbl BbIOMpaeTe, B KAKMX IPOrpaMMax y4acTBoBathb? (He 00/ib1Ie 3 0TBETOB)

ITpocToTra ncnonp3oBanus U 0popmIIeHUS

[Tupokoe ncrosabp3oBaHue (KpyIrHas CeThb, IPUCYTCTBYET BO MHOTUX rOpOJax)
YacTble MOKYNKH B KOMIAHUU

[ToanuceiBatoCch Ha BCE MPOrpamMMBbl TOAPSIA

Apyroe (yka3ats)

. [ToBausiio 661 HA Bam BblﬁOp HaJIMYME B 0TEJIC IpOorpaMmMbl JIOIJIBHOCTH (60]—[be1

3a HOYM, CKHIKH HA TAKCH M IKCKypCcum)?
Ha

Her

3aTpyAHSIOCh OTBETUTD

HNudopmanus 0 pecioHAeHTE.

12.

13.

Ckoabko Bam jet:

Menbie 18tu

Ot 18 o 25

Ot 26 o 35

Ot 36 o 50

Crape 50Tu

Ouenure, moxasnyicra, yposenb Bamero goxona:

Mory no3BonuTh cede Bce (B TOM YHclie KPYMHbIE MOKYIKU (MallluHy, 1ady, KBapTHPY)
Mory 1o3BoJHTh ceOe MPaKTUYECKU BCE, KpOME KPYIMHBIX TOKYIOK

64



Mory no3BoJUTh ce0e TOBAPHI AJIUTEIHHOTO MOJIB30BaAHUS (XOJIOAWILHUK, TEIEBU30D U
mnp.)

Jener xBataer Ha €y U OJEXKY, HO MMOKYIIKH TOBAPOB JUIUTEILHOIO MMOJIb30BAHUS
3aTPYIHHUTEIIbHBI

XBaTaeT Ha €11y, HO MTOKYIIKa OJeXk/Ibl TpoOIeMaTHYHA

He xBaTaeT ngeHer gaxe Ha ey

3aTpyAHSAIOCH OTBETUTD

. B 1anHbIi MOoMeHT BbI:

Yunrech

PaGoraere

PaGoTtaete u yuntech

He paboraere u He yunuTech
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